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3. Medium-Term Projections

3.1 Current State, Short-Term Outlook and Assumptions

Changes in Key Forecast Variables

Data released during the reporting period indicate that following the stronger-than-projected growth in
the third quarter, economic activity followed a moderate course in the final quarter of 2025. On the
demand side, quarterly increases in the retail sales volume index and card spending continued in this
period, yet remained below their historical trends. On the production side, industrial production and
services production remained almost flat in the last quarter of the year, while construction production
recorded a quarterly increase. Survey-based indicators point to a limited recovery in manufacturing activity,
albeit remaining below historical averages. Despite the ongoing increase in employment in the labor
market, complementary indicators suggest that the market is less tight than implied by the headline
unemployment rate. Accordingly, it is assessed that amid tight domestic financial conditions and relatively
weak external demand, demand conditions continue to support the disinflation process, albeit to a lesser
extent compared to the previous reporting period, while the output gap remained in negative territory
(Table 3.1.1).

Consumer inflation declined to 30.7% in January, close to the upper bound of the forecast range
presented in the previous Inflation Report. The disinflation process that started in mid-2024 continues,
albeit at a slower pace in the recent period. Over the last three months, the most significant contribution to
the decline in annual inflation came from the energy and core goods groups, while the contribution of the
services group remained relatively flat. In this period, inflation in the food and non-alcoholic beverages
group displayed a volatile pattern driven by vegetable and meat prices, and annual food inflation exceeded
headline inflation. In the services group, time-dependent price adjustments and the backward-indexation
tendency were noticeable, while rent inflation remained high but continued to decelerate. Core goods
inflation maintained its moderate course on the back of steady exchange rates and weakening cost
pressures. Producer price-driven pressures weakened in the last two months of the year, and the
annualized three-month trend of producer inflation fell below that of consumer inflation in January.

The downward trend in the annual rates of increase in core indicators has recently lost steam. The
underlying inflation decelerated markedly in the final quarter of 2025 but increased in January due to
period-specific factors. While the quarterly average of underlying trend indicators declined to historically
low levels in the last quarter of the year, it recorded a limited uptick in the last three-month period as of
January. This outlook is attributable to pricing behavior specific to the services group, while trend inflation
indicators and the distribution of price increases do not suggest a persistent deterioration in the underlying
trend of inflation. Although inflation expectations and pricing behavior display signs of improvement, their
current levels continue to pose risks to the disinflation process.

Table 3.1.1: Changes in Key Forecast Variables*

2025111 2025-1V
Output Gap -0.2 -0.4
(%) (-0.6) (-1.2)
Consumer Inflation** 32.9 30.7
(Annual % Change) (32.9) (29.7)
B Index Inflation** 32.5 30.1
(Annual % Change) (32.5) (29.4)

* Figures in parentheses denote values presented in the previous Inflation Report.
** Denotes inflation in October for 2025-11l and January 2026 for 2025-IV.

Assumptions for Exogenous Variables

The global growth outlook remains resilient despite uncertainties surrounding global trade policies and
geopolitical risks. In the US, technology sector investments stand out as a key driver of growth, while the
Chinese economy appears to have performed in line with its growth targets despite tariffs. Countries’
growth forecasts have been revised upward on expectations that the recovery in global growth will
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continue this year. Productivity gains and the relative easing in global financial conditions are assessed to
be determinant in this picture. Accordingly, the assumption for the annual rate of increase in the global
growth index based on Turkiye's weight of exports with its trading partners has been revised to 2.1% and
2.3% for 2025 and 2026, respectively. This rate is assumed to be 2.2% for 2027 (Table 3.1.2).

Uncertainties regarding the Fed’s monetary policy and geopolitical risks have increased volatility in global
financial conditions. In particular, uncertainties surrounding the Fed's monetary policy outlook for the
second half of 2026 have caused fluctuations in financial markets, notably in precious metal prices.
Although uncertainties regarding the Fed's monetary policy have somewhat eased recently, volatility in
financial markets has persisted amid rising geopolitical tensions. This environment has caused portfolio
flows toward emerging economies to fluctuate at varying degrees depending on each country’s exposure to
geopolitical risks. In the period ahead, in line with market expectations, it is assumed that the Fed will
deliver two rate cuts in the remainder of the year, while the ECB will maintain its current policy stance.
Accordingly, inflation forecasts are based on a framework in which global financial conditions are projected
to ease moderately in the upcoming period.

Global uncertainties have increased volatility in commodity prices. While geopolitical developments and
uncertainties regarding Fed's policies have exerted upward pressure on commodity prices with precious
metals in the lead, a portion of the recent rise in gold prices has been reversed amid the partial easing in
uncertainty surrounding the Fed’'s monetary policy. In this period, the more limited increase in oil prices
compared to non-energy commodity prices has accentuated divergence between energy and non-energy
commodities. Taking into account OPEC countries’ production levels, the global growth outlook, and the
limited room for easing in global monetary policies, oil prices are expected to remain weak in the period
ahead as geopolitical uncertainties subside. Against this background, crude oil prices are assumed to
average USD 60.9 in 2026 and USD 56.0 in 2027 (Chart 3.1.1). Similarly, the import unit value index used for
the overall level of commodity prices is projected to increase by an annual average of 2.0% in 2026 and to
decline by an annual average of 0.9% in 2027 (Chart 3.1.2 and Table 3.1.2).

Chart 3.1.1: Revisions in Oil Price Chart 3.1.2: Revisions in Import Price
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The food price assumption has been revised slightly upward for 2026. Food inflation stood at 28.3% at end-
2025, 4.0 points below the previous assumptions. This deviation was mainly driven by unprocessed food
prices, which displayed a favorable outlook in the last two months of the year. Recently, supply shocks as
well as the month of Ramadan led food prices to increase. Anticipating that nationwide rainfall will limit
drought-related risks, the food inflation assumption for 2026 has been revised up from 18% to 19%. For
2027, food prices are projected to increase by 11.0% (Table 3.1.2).
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Table 3.1.2: Revisions in Assumptions*

2025 2026 2027
Export-Weighted Global Growth Index 2.1 2.3 2.2
(Annual Average % Change) (2.0) (2.2) -)
Oil Prices 69.0 60.9 56.0
(Average, USD) (69.0) (62.4) )
Import Prices 1.5 2.0 -0.9
(USD, Annual Average % Change) (0.8) (-0.6) )
Food Price Inflation 28.3 19.0 11.0
(Year-End % Change) (32.3) (18.0) -)

* Figures in parentheses denote values presented in the previous Inflation Report.

The forecasts are based on an outlook in which macroeconomic policies are determined in a coordinated
manner focused on disinflation by adopting a medium-term perspective. Accordingly, it is assumed that
the coordination of fiscal policy will contribute significantly to the disinflation process, and the government
policies regarding administered prices, borrowing, tax, and incomes will be determined so as to support the
disinflation process. Indeed, the MTP for the 2026-2028 period presents a framework in which the
projected improvement in budget balances will be achieved through a reduction in primary expenditures,
indicating that fiscal policy will be supportive of the disinflation process.

3.2 Medium-Term Projections

With 70% probability, inflation is projected to be between 15% and 21% at end-2026 and between 6% and
12% at end-2027. Inflation is projected to decline to single-digit levels at end-2028 and then stabilize at the
medium-term inflation target of 5%. (Chart 3.2.1). Interim targets are maintained at 16% and 9% for end-
2026 and end-2027, respectively, while the target for end-2028 is set at 8%. The CBRT will ensure the
tightness required by disinflation in line with the interim targets in view of inflation realizations as well as its
underlying trend and expectations.

Chart 3.2.1: Inflation Forecasts* (%)
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The forecast range for 2026 was revised from between 13% and 19% to between 15% and 21%. One of the
contributing factors of this revision has been the increased weight of the services group in the CPI basket.
This is projected to push annual inflation upwards by around 1 percentage points." Moreover, despite the
decrease in the assumption for oil and energy prices, the revision in the assumption for TRY-denominated
import prices due to the rise in non-energy commodity prices had an upward effect on forecasts. Likewise,
limited revisions to food inflation assumptions caused an upward revision in forecasts. The limited
improvement in the underlying inflation and inflation expectations, influenced also by volatile food prices
stemming from temporary supply shocks, led to upward revisions in forecasts. The higher-than-anticipated
output gap also contributed to the revision of the forecast (Charts 3.2.2 and 3.2.3). On the other hand, the
decline in services inflation, particularly in rent and education, is expected to continue, supporting the
disinflation process. Under the outlook in which monetary tightness is maintained and supported by
macroprudential policies, the impact of monetary policy on demand conditions is projected to become
more pronounced, and inflation expectations are expected to improve. In this framework, the end-2027
inflation forecast range has been maintained.

Chart 3.2.2: Inflation Forecast (Quarter-End, Chart 3.2.3: Output Gap Forecast (%)
Annual %Change)
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Forecasts are based on the prospects for a sustained resilient course in the global growth outlook and the
absence of a notable deterioration in the sovereign risk premium. Global uncertainties remain high due to
the recent re-escalation of geopolitical risks, causing portfolio flows to emerging economies to fluctuate.
However, portfolio flows into Turkish lira assets have continued during the current reporting period.
Turkiye's risk premium has receded, converging to the average risk premium of emerging economies. The
tight monetary stance and the current level of the CBRT's international reserves will limit the potential
negative impact of volatility in global financial markets on the sovereign risk premium.

Medium-term forecasts are based on a framework in which the tight monetary policy stance will be
maintained decisively until price stability is achieved, and the coordination among policy components will
be sustained. The convergence of inflation expectations to interim targets in the short term and to the
target of 5% in the medium term is critical to the normalization of pricing behavior and stabilization of
inflation at low levels. Taking into account the recent developments in underlying inflation, the MPC
delivered a modest policy rate cut in January with a prudent approach, and the monetary tightness was
maintained in a framework supported by macroprudential policies. The forecasts are based on a
framework where monetary policy is determined prudently with a focus on the inflation outlook,
considering interim targets. In the forecast period, the continuation of the coordination between the
monetary policy and other economic policies is also estimated to support disinflation through demand,
cost, and expectation channels.

T For details, see Ertug, D., & OzI(, N. (2026, February 4). Revisions to the 2026 consumer price index and their
implications. CBRT Blog.
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The tight monetary policy stance, which would be maintained until price stability was achieved, will
strengthen the disinflation process through demand, exchange rate, and expectation channels. The
output gap is expected to continue supporting the disinflation process, amid external demand outlook and
tight domestic financial conditions. Dampening effects of the tight monetary stance on domestic demand
are expected to become more apparent in time (Chart 3.2.3). In the last quarter of 2025, the underlying
inflation posted a decline. However, circumstances specific to January led to an increase in the underlying
trend. Under the tight monetary stance, the underlying trend is projected to recede further in the upcoming
period. Moreover, in services items that display high inertia, such as rent and education, the rate of
increase in prices and the backward-indexation behavior are projected to weaken due to the lagged effects
of the tight monetary policy and the contribution of the regulations implemented. Furthermore, a
continued decline in core goods inflation is expected amid the moderate outlook for the exchange rate. In
the meantime, inflation expectations are also projected to improve in line with the interim targets.

3.3. Key Risks to Inflation Forecasts and Possible Impact Channels

The outlook underlying the medium-term forecasts presented in the previous section is shaped by the
assessments and assumptions of the MPC. However, the inflation outlook may be subject to various risks
associated with assumptions, leading to a divergence from the monetary policy stance projected in the
baseline scenario. The risks that have the potential to change the inflation outlook are listed below and
summarized in Table 3.3.1.

Uncertainties stemming from global trade policies and geopolitical developments continue to be
significant for global economic activity and inflation. While uncertainties regarding global trade policies
have periodically receded, the limited predictability surrounding the scope and duration of protectionist
measures causes volatility in global risk appetite. Meanwhile, geopolitical developments in the Americas
and the Middle East keep both downside and upside risks to the global growth and inflation outlook alive.
Against this background, while global growth forecasts for 2025 and 2026 have been revised upward,
downside risks for 2026 remain in place. The lagged effects of tariff measures and potential increases in
global cost pressures pose upside risks to the global inflation outlook. These developments are likely to
exert upward pressure on domestic inflation forecasts through commodity prices, global financial
conditions, and risk premium channels. Accordingly, uncertainties regarding the course of protectionist
trade policies and geopolitical developments are being closely monitored with regard to the inflation
outlook.

Downside and upside risks to the trajectory of global commodity prices have increased. Compared to the
previous reporting period, non-energy commodity prices have generally risen. While geopolitical
developments and heightened risk sentiment have driven precious metal and oil prices up, industrial metal
prices have also remained on the rise due to tariffs. However, the relatively weak global demand and
increased output by OPEC+ member countries exert downward pressure on crude oil prices. Nevertheless,
commodity prices, particularly oil, show significant volatility, and these developments feed uncertainties
surrounding the domestic inflation outlook through the cost channel.

Recent food price developments, especially for unprocessed foods, pose an upside risk to inflation
forecasts. Volatility in unprocessed food prices, led by vegetables and meat, has caused fluctuations in food
inflation. The significant increase in red meat prices, coupled with a potential additional rise in demand, is
likely to pose an upside risk to white meat prices in the upcoming period. Moreover, the increased demand
specific to the month of Ramadan may also exert upward pressure on food prices.

Price developments, particularly in the food and services groups, continue to pose risks to the disinflation
process through the inflation expectations and pricing behavior channels. Despite the downward trend,
inflation expectations of consumers, firms, and market participants remained high. The elevated level of
inflation expectations adversely affects the disinflation process through households' and firms' portfolio
preferences, consumption patterns, and pricing behavior channels.
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The tendency for backward indexation persists. Despite the decline in annual inflation and the limited,
albeit ongoing, improvement in expectations, the continuation of backward-indexed pricing, particularly in
the services group, constrains the effectiveness of monetary policy. Indeed, according to the quantitative
accounting of the deviation from the 2025 interim target (Box 3.1), inflation persistence and the course of
pricing behavior are among the main factors driving the deviation from the interim target. The prevalent
time-dependent and backward-indexed pricing in services items limits the expected moderation in the
underlying inflation, thereby keeping risks to the disinflation process alive.

Maintaining coordination between monetary and fiscal policies is crucial to the disinflation process. Fiscal
and incomes policies affect inflation through the production cost, demand, and expectations channels.
Adjusting administered prices, tax items, and the lump-sum SCT increases in early 2026, with consideration
for the interim targets will contribute to mitigating the backward-indexed pricing behavior. These
adjustments are also expected to support the disinflation process indirectly through the inflation
expectations channel. Maintaining fiscal discipline while achieving the projected budget balance targets by
prioritizing expenditure reductions over tax increases will support macroeconomic stabilization and the
fight against inflation. The budget and cash deficits, public borrowing and loans to be utilized by public
subsidiaries all have a significant impact on liquidity and money supply, and can therefore influence the
inflation outlook.

Table 3.3.1: Key Risks to Inflation Forecasts and Possible Impact Channels*

Evaluation of Risks Compared to the Baseline

Risks Scenario and Possible Effects on Inflation (1 | « | Indicators Monitored
()
Global e Protectionism in trade policies poses both * Global inflation and
uncertainties and upside and downside risks to inflation. o growth indicators and
the course of e Weak global demand and OPEC+ member forecasts
commodity prices countries' decision to continue raising oil * Global economy and trade
production had a downward effect on oil policies
prices. l e Global uncertainty index
e Geopolitical developments pose both e Global risk appetite
upside and downside risks through energy indicators
and precious metals. o EWGG index

e Ongoing price increases in precious and
industrial metals pose an upside risk to
non-energy commodity prices.

e Crude oil prices and
supply-demand balance

e OPEC+ decisions

T« Indicators for domestic
energy market
e Administered prices
e Import unit value index
Inflation e The asymmetric response of inflation * Sectoralinflation
Expectations expectations to data surprises and 1 expectations
expectations remaining above interim o Distribution of inflation
targets keep upside risks alive. expectations
e The effects of recent price developments e Inflation uncertainty
on the disinflation process through indicators

inflation expectations and pricing behavior 1

° ¢ Alignment of inflation
are closely monitored.

expectations with Inflation
Report forecasts

e Survey- and market
pricing-based inflation and
exchange rate
expectations
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Strong tendency e The slower-than-expected easing of inertia e Key inflation indicators
for backward in the rents and education subgroups may 1 o |nertia in services inflation
indexation in pose an upside risk. e Rents

pricing behavior
e Prices of education

services

e Prices of fresh fruits and

Food prices e Supply-side factors could lead to upside
risks in food prices. vegetables, and processed
) food, notably bread and
cereals

e International agricultural
commodity prices

e Meteorological and
climate statistics such as
temperature and
precipitation

Risks to the e Any disruption to the coordination * Adjustments in
effectiveness of the between monetary and fiscal policies may administered prices and
coordination pose risks to inflation and the rebalancing ' taxes

between monetary process in domestic demand. e Developments in tax
and fiscal policies revenues and public

expenditure

e MTP and fiscal policy
measures

e Budget and public debt
stock indicators

e Structural budget
balance forecasts

e Share of direct taxes in
total taxes

e Minimum wage and
public wage increases

* Each risk row in the table indicates the possible channel and the direction for the change in inflation
forecasts in case the mentioned risk materializes. The signs 1, | indicate that the risk to the inflation
forecast is upside and downside, respectively. The < sign is used when the net impact on the inflation
forecast is not completely clear. The indicators through which the risk is monitored are also listed in the
right column.
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Box 3.1

Assessment of the Deviation from the 2025 Interim Target

As announced in Zoom-In 3.1 of the 2025 Inflation Report I, the CBRT introduced a change in its
medium-term forecast communication framework. In this context, the CBRT shares with the public not
only the forecast path but also a year-end-focused interim target for each year (CBRT, 2025). Within
this framework, the interim target for 2025 was set at 24 percent. This interim target was to serve as a
commitment and an anchor, and would not be revised unless extraordinary deviations in the inflation
outlook emerged. Indeed, although year-end forecasts were revised upward in the last two Inflation
Reports of 2025, the interim target remained unchanged. By the end of 2025, inflation realized at 30.9
percent — within the lower bound of the forecast range presented in IR 2025-1V, yet above the interim
target. Accordingly, the deviation from the interim target amounted to 6.9 percentage points. This box
outlines a framework explaining the reasons behind the deviation of year-end inflation from the 2025
interim target within the context of the principles of accountability and transparency.

The quantitative accounting of the deviation from the interim target is conducted by comparing
realizations with the assumption set underlying the medium-term forecasts in IR 2025-1l which is the
report immediately preceding the change made in the new communication framework. Four main
themes stand out as key drivers in this assessment.

Table 1: Interim Target Main Assumptions and Realizations

Interim Target

. Realization
Assumptions

Export-Weighted Global Growth 19 y
(Average Annual % Change) ' ’
Oil Prices

65.8 69.0
(USD, Annual Average)
Import Prices

1.1 1.4
(USD, Average Annual % Change)
Food Price Inflation

26.5 28.3

(Year-End % Change)

Increasing Protectionism in Global Trade, Geopolitical Developments, and Commodity Prices

The year 2025 was characterized by rising protectionist tendencies in global trade policies following
tariff measures, alongside a marked increase in geopolitical risks. Commodity prices fluctuated due to
global uncertainty but non-energy commodity prices maintained an upward trend driven by industrial
and especially precious metals. Geopolitical developments reinforced increases particularly in crude
oil and precious metal prices. In this context, the oil price assumption used in the interim target
framework remained below realized levels (Table 1). Additionally, geopolitical tensions and
international sanctions contributed to higher refinery margins, exerting pressure on fuel prices (Gokcu
and Sezer, 2025). Similarly, strong price increases in industrial metals sustained supply-side pressures
on inflation within the non-energy commodity group (Charts 1 and 2).
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Chart 1: Oil Prices (USD per barrel) Chart 2: Import Prices (Index, 2015=100)
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Drought and Frost Events

Food prices exerted upward pressure on inflation during the period. While the interim target
assumptions projected annual food inflation at 26.5 percent by year-end, it realized at 28.3 percent
(Table 1). Agricultural frost events in March and April, coupled with rising temperatures and
insufficient rainfall leading to drought, created supply-side pressures that significantly affected food
prices. These developments also led to price increases in unprocessed food items. Given their
frequent consumption and substantial weight in the CPI basket, food products can influence inflation
expectations (CBRT, 2024). Consequently, rising food inflation exerted upward pressure both on
expectations and headline inflation. High temperatures and low rainfall also increased the need for
water conservation, resulting in larger-than-assumed increases in municipal water prices.

Demand Conditions

Indicators for the final quarter of 2025 suggest that demand conditions continued to support the
disinflation process. However, output gap estimates for 2025 point to a more limited disinflationary
impact compared with levels consistent with the interim target (Chart 3).

Among the factors underlying the output gap materializing above levels consistent with the interim
target is stronger-than-anticipated global demand (Table 1). The export-weighted global growth index
for Turkiye is expected to increase by 2.1 percent in 2025, exceeding the interim-target-consistent
assumption of 1.9 percent. Meanwhile, national income statistics, which underwent a comprehensive
revision in the second quarter, indicate that the disinflationary impact of demand conditions has been
more limited than previously projected. In this demand outlook, increases in precious metal prices —
particularly gold and silver — are also assessed to have played a role (Colak and Samci, 2025). As
these commodities are widely used domestically as stores of value, their price increases may influence
the demand outlook through the wealth channel.
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Chart 3 : Output Gap Estimations (%)

— 2025 Year-End Output Gap Forecast

Interim-Target Consistent Output Gap Forecast
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Source: CBRT, TURKSTAT.

Inflation Persistence and Pricing Behavior

Although inflation expectations and pricing behavior showed signs of improvement in 2025, they
continued to pose risks to the disinflation process. Despite the decline observed in market
participants’ 12-month-ahead inflation expectations during 2025, expectations remained above
interim targets. Similarly, inflation expectations of the real sector and households entered a
downward trend but remained elevated. This environment has delayed the disinflationary process
through channels such as portfolio allocation, consumption behavior, credit demand, and pricing
decisions. The slower-than-anticipated decline in inflation expectations has kept upside risks to
inflation alive and contributed to a moderation in the pace of disinflation.

Moreover, the persistence of backward-looking pricing behavior — particularly in service sector items
— has strengthened inflation inertia and emerged as a factor constraining the effectiveness of
monetary policy. Within service subcomponents, items characterized by strong indexation to past
inflation, notably education and rents, alongside locally provided services with relatively limited
competition, recorded pronounced price increases (Celgin and Ogling, 2026). Consequently, the
misalignment of inflation expectations with interim targets and the persistence observed in service
prices limited the improvement in pricing behavior throughout 2025.

Accounting for the Deviation from the 2025 Interim Target

The four main factors summarized above constituted the primary drivers of the 6.9-percentage-point
deviation of year-end inflation from the interim target in 2025. In this context, current output gap
levels suggest that demand conditions contributed approximately 0.9 percentage points to the
deviation. This contribution is assessed to reflect external demand dynamics, statistical revisions, and
wealth effects associated with increases in precious metal prices. Meanwhile, the rise in commodity
prices led by oil translated into higher Turkish lira-denominated import prices, contributing 2.1
percentage points to the deviation from the interim target. Realizations in the increases in
administered and regulated prices exceeded interim-target-consistent assumptions, exerting an
additional upward contribution of 1.1 percentage points. Alcohol and tobacco products, natural gas,
and municipal water tariffs were the primary drivers of this effect, while fiscal coordination helped
contain its magnitude. Food price developments — reflecting delayed impacts of the March-April frost
event and widespread drought conditions — contributed 0.9 percentage points to the deviation. In
calculating these contributions, indirect effects operating through expectations channels arising from
demand conditions, commodity prices, food prices, and administered prices were also taken into
account (CBRT, 2024). Finally, the slower-than-projected improvement in the underlying inflation trend
and persistence added 1.9 percentage points to the deviation from the interim target (Table 2).
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Table 2: Sources of Deviation From 2025 Inflation Interim Target

Interim Target

Accounting

2025 Year-End Interim Target (%) 24.0
2025 Year-End Inflation Realization (%) 30.9
Interim Target Deviation (% Points) 6.9
Sources of Interim Target Deviation (% Points)

TL-Denominated Import Prices +2.1
Food Prices +0.9
Administered Prices T
Output Gap +0.9
Underlying Inflation and Inertia +1.9
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