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Prime rate under pressure: SARB signals a shift in
South Africa’s lending reference rate framework

The prime lending rate has long
occupied a central, if increasingly
misunderstood, position in South Africa’s
lending landscape. In its February 2026
consultation paper, the South African
Reserve Bank (SARB) proposes bringing
this era to an end by replacing the prime
lending rate with the SARB policy rate

as the primary reference point for loan
pricing. This alert considers the rationale
for the proposed reform, the mechanics
of the transition, and the key implications
for lending documentation and

market participants.

SARB's consultation paper on the cessation of

the prime lending rate (Prime Rate), published on
16 February 2026, signals an important step in the
evolution of South Africa’s interest rate framework.
The proposal would see the Prime Rate replaced
with the SARB policy rate (i.e., the repurchase rate)
(Repo Rate) as the primary reference point for
lending, continuing the broader reform agenda that
has followed the transition away from JIBAR to the
risk-free rate of ZARONIA (see our previous alerts
on the cessation of JIBAR, “The end of an era: what

JIBAR's demise means for South African finance”
and “Out with the old, in with the new: transitioning

from JIBAR to ZARONIA")

While the Prime Rate has been fixed to 3.5% above
the Repo Rate, the proposal is not expected to alter
the economics of loan pricing itself, it has important
implications for how lending rates are structured,
referenced and communicated across retail and
commercial markets.

Why prime is no longer fit for purpose

The Prime Rate occupies a unique position in

South Africa’s lending landscape. Although it is
widely perceived as the baseline for loan pricing for
home loans, car loans and other credit transactions,
its role has long been administrative rather than
economic. Since 2001, the Prime Rate has operated
at a fixed spread above the Repo Rate, serving as a
convenient reference point rather than a rate that
necessarily reflects funding costs, a funder’s risk
appetite or borrower risk.

This disconnect has created a persistent
misunderstanding. The Prime Rate is frequently
viewed as the starting point for negotiating lending
rates, and the fixed spread above the Repo Rate

is often assumed to reflect lender margins. In
reality, lending rates are determined independently,
based on a combination of funding conditions,

risk assessment and commercial considerations,
with the Prime Rate serving merely as a quoting
convention. There is no requirement for lenders to
quote for loans using the Prime Rate. To this end, as
at 31 December 2025, there is over R77 billion worth
of mortgages linked to JIBAR instead of the Prime
Rate as the reference rate.
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The SARB's consultation paper makes it clear

that this disconnect has become increasingly
problematic, obscuring how monetary policy
decisions flow through to borrowing costs and
undermining transparency in the pricing of credit.

A direct link to monetary policy

Against this backdrop, the SARB proposes replacing
the Prime Rate with the Repo Rate as the reference
rate for lending. Under this approach, loans would
be priced directly as a spread above the Repo Rate,
rather than as a margin relative to the Prime Rate.

From a pricing perspective, the SARB is at pains

to emphasise that nothing changes. The existing
fixed relationship between the two rates would be
preserved through an equivalent spread, ensuring
continuity and avoiding any unintended transfer of
economic value between lenders and borrowers.
The difference lies in transparency: the Repo Rate
would be clearly identified as the anchor, with

the lender’'s margin explicitly reflecting risk and
funding considerations.

Although alternative benchmarks such as ZARONIA
are acknowledged, particularly for wholesale
markets, the SARB's clear preference is for the
policy rate to be used in retail and mainstream
lending, given its stability, simplicity and direct link
to monetary policy.
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The scale of the transition challenge

The proposed reform is not without complexity.

The Prime Rate is deeply embedded in South Africa’s
financial system, with millions of existing contracts
referencing it across mortgages, vehicle finance,
personal loans and commercial facilities. As at

31 December 2025, the SARB estimates that Prime
Rate-linked contracts exceed R3 trillion in value and
more than 12 million Prime Rate-linked contracts.

Recognising this, the consultation paper outlines a
gradual transition strategy. This includes enhancing
fallback language in new Prime Rate-linked
contracts, issuing new contracts that reference the
Repo Rate directly, and developing mechanisms to
transition legacy contracts over time. To minimise
disruption, fallback spreads would replicate the
existing prime-to-policy-rate relationship.

Given the operational and legal challenges of
amending large volumes of retail contracts, the
SARB also anticipates legislative support in the form
of safe-harbour provisions to facilitate the transition
and reduce litigation risk.

Timing and market readiness

Importantly, the SARB does not envisage an
immediate move away from prime. Active transition
is expected only after the completion of the

JIBAR cessation process, with 2027 identified as
the earliest realistic start date. In the interim, the
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consultation process is intended to allow lenders,
borrowers and other stakeholders to assess
exposure, identify operational dependencies and
prepare for a gradual shift.

What this means for clients

The shift away from the Prime Rate has implications

for lenders and borrowers alike.

For lenders:

the proposal is a clear signal to begin assessing
Prime Rate-linked exposure across loan books,
systems and documentation.

since it may not be practical to amend existing
Prime Rate-linked loans, there may be changes
to legislation that facilitate the transition and
minimize legal costs for lenders and borrowers.

taking the lessons learnt from the cessation

of JIBAR, the need to incorporate appropriate
fallback language upon the cessation of the
Prime Rate in any new Prime Rate-linked loans
provided to its clients.

to consider how future lending products may be
structured around the Repo Rate.

For borrowers, the shift is unlikely to affect
borrowing costs in practice as the margin will
also incorporate the differential between the
Repo Rate and Prime Rate, but it may change
how those costs are presented and understood
based on costs, a funder's risk appetite or
borrower risk.

More broadly, the consultation paper highlights
the direction of travel in South Africa’s broader
benchmark reform agenda: fewer legacy
reference rates, greater transparency, and a
closer alignment between monetary policy and

market pricing. Clients engaging in new lending,

refinancings or portfolio reviews should factor
this trajectory into their documentation, pricing
strategy and long-term planning.

Michael Bailey and Sthembiso Chauke

" SOUTH AFRICA




OUR TEAM

Mashudu Mphafudi

Practice Head & Director:

Banking, Finance & Projects

T +27 (0)11 562 1093

E mashudu.mphafudi@cdhlegal.com

Sammy Ndolo
Managing Partner | Kenya
T +254 731 086 649
+254 204 409 918
+254 710 560 114
E sammy.ndolo@cdhlegal.com

Johan de Lange

Deputy Practice Head:

Banking, Finance & Projects
Director: Projects & Energy

T +27(0)21 481 6468

E johan.delange@cdhlegal.com

Tessa Brewis

Sector Head: Projects & Energy Director:
Banking, Finance & Projects

T +27(0)21 481 6324

E tessa.brewis@cdhlegal.com

Kuda Chimedza

Director:

Banking, Finance & Projects

T +27 (0)11 562 1737

E kuda.chimedza@cdhlegal.com

Magano Erkana

Director | Namibia

T +264 83 373 0100

E magano.erkana@cdhlegal.com

Amelia Heeger

Director:

Banking, Finance & Projects
Corporate & Commercial

T +27 (0)11 562 1562

E amelia.heeger@cdhlegal.com

Tsele Moloi

Director:

Banking, Finance & Projects
T +27 (0)11 562 1399

E tsele.moloi@cdhlegal.com

Brian Muchiri
Partner | Kenya
T +254 731 086 649
+254 204 409 918
+254 710 560 114
E brian.muchiri@cdhlegal.com

Mohammed Azad Saib

Director:

Banking, Finance & Projects

T +27 (0)11 562 1567

E mohammed.saib@cdhlegal.com

Stella Situma
Partner | Kenya
T +254 731 086 649
+254 204 409 918
+254 710 560 114
E stella.situma@cdhlegal.com

For more information about our Banking, Finance & Projects practice and services in South Africa, Kenya, and Namibia, please contact:

Deon Wilken

Director:

Banking, Finance & Projects
T +27 (0)11 562 1096

E deon.wilken@cdhlegal.com

Dr Adnaan Kariem

Consultant:

Banking, Finance & Projects

T +27(0)21 405 6102

E adnaan.kariem@cdhlegal.com

Andrew van Niekerk

Consultant:

Banking, Finance & Projects

T +27(0)21 481 6491

E andrew.vanniekerk@cdhlegal.com

Mbali Khumalo

Counsel:

Banking, Finance & Projects

T +27(0)11 562 1765

E mbali.khumalo@cdhlegal.com

Kobus Smith

Counsel:

Banking, Finance & Projects
T +27 011 562 1475

E kobus.smith@cdhlegal.com



OUR TEAM

For more information about our Banking, Finance & Projects practice and services in South Africa, Kenya, and Namibia, please contact:

Michael Bailey

Senior Associate:

Banking, Finance & Projects

T +27(0)11 562 1378

E michael.bailey@cdhlegal.com

Louise Levick

Associate:

Banking, Finance & Projects
T +27(0)11 562 1501

E louise.levick@cdhlegal.com

Thato Sentle

Senior Associate:

Banking, Finance & Projects
T +27(0)11 562 1844

E thato.sentle@cdhlegal.com

Kgabi Moeng

Associate:

Banking, Finance & Projects

T +27(0)11 562 1708

E kgabi.moeng@cdhlegal.com

Zipho Tile

Senior Associate:

Banking, Finance & Projects
T +27 (0)11 562 1464

E zipho.tile@cdhlegal.com

Damaris Muia

Associate | Kenya

T +254 731 086 649
+254 204 409 918
+254 710 560 114

E is.mui hlegal.
Sidumisile Zikhali damaris.muia@cdhlegal.com

Senior Associate:

Banking, Finance & Projects

T +27 (0)11 562 1465

E sidumisile.zikhali@cdhlegal.com

Jamie Oliver

Associate:

Banking, Finance & Projects
T +27(0)21 481 6328

E jamie.oliver@acdhlegal.com

Stephanie Goncalves

Professional Support Lawyer:
Banking, Finance & Projects

T +27 (0)11 562 1448

E stephanie.goncalves@cdhlegal.com

Lutfiyya Ramiah

Associate:

Banking, Finance & Projects

T +27(0)11 562 1711

E lutfiyya.ramiah@cdhlegal.com

Deepesh Desai

Associate:

Banking, Finance & Projects

T +27(0)21 481 6327

E deepesh.desai@cdhlegal.com

Lloyd Smith

Associate:

Banking, Finance & Projects
T +27 (0)11 562 1426

E lloyd.smith@cdhlegal.com




BBBEE STATUS: LEVEL ONE CONTRIBUTOR
Our BBBEE verification is one of several components of our transformation strategy and we continue to seek
ways of improving it in a meaningful manner.

PLEASE NOTE

This information is published for general information purposes and is not intended to constitute legal advice.
Specialist legal advice should always be sought in relation to any particular situation. Cliffe Dekker Hofmeyr
will accept no responsibility for any actions taken or not taken on the basis of this publication.

JOHANNESBURG

1 Protea Place, Sandton, Johannesburg, 2196. Private Bag X40, Benmore, 2010, South Africa.
Dx 154 Randburg and Dx 42 Johannesburg.

T +27(0)11562 1000 F +27(0)11562 1111 E jhb@cdhlegal.com

CAPE TOWN
11 Buitengracht Street, Cape Town, 8001. PO Box 695, Cape Town, 8000, South Africa. Dx 5 Cape Town.
T +27(0)21 4816300 F +27(0)21 4816388 E ctn@cdhlegal.com

NAIROBI

Merchant Square, 3" floor, Block D, Riverside Drive, Nairobi, Kenya. P.O. Box 22602-00505, Nairobi, Kenya.
T +254 731 086 649 | +254 204 409 918 | +254 710 560 114

E cdhkenya@cdhlegal.com

ONGWEDIVA
Shop No A7, Oshana Regional Mall, Ongwediva, Namibia.
T +264 (0) 81287 8330 E cdhnamibia@cdhlegal.com

STELLENBOSCH
14 Louw Street, Stellenbosch Central, Stellenbosch, 7600.
T +27(0)21 481 6400 E cdhstellenbosch@cdhlegal.com

WINDHOEK

2" Floor, 4@Steps - East Tower, Hilltop Estate, Kleine Kuppe, Windhoek.
PO Box 97115, Maerua Mall, Windhoek, Namibia, 10020

T +264 833 730 100 E cdhnamibia@cdhlegal.com

©2026 15759/APR

CLIFFE DEKKER HOFMEYR | cliffedekkerhofmeyr.com



https://www.linkedin.com/company/cliffe-dekker-hofmeyr-inc/
https://www.youtube.com/channel/UCvCNe1IiE11YTBPCFFbm3KA
https://www.cliffedekkerhofmeyr.com/en/news/
https://www.instagram.com/accounts/login/?next=/cdhlegal/
https://twitter.com/CDHLegal?ref_src=twsrc%5Egoogle%7Ctwcamp%5Eserp%7Ctwgr%5Eauthor

	Button 33: 
	Button 34: 
	Button 35: 
	Button 36: 
	Button 37: 
	Button 38: 


