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Box 2.2

Rent Inflation Dynamics and Forecasting

Rent inflation significantly outpaced headline inflation in 2025, closing the year at 61.6%. Accordingly,
understanding the dynamics of rent inflation and forecasting its trajectory is critical for assessing the
disinflation process in 2026. Building on Ball and Koh (2025), this box develops a rent inflation
forecasting model and uses it to conduct a set of scenario analyses (Ozcan-Kodaz et al., 2026).

The New Tenant Rent Index (NTRI) presented in Chart 1 is compiled by the CBRT and reflects
prevailing market rent levels for newly signed rental contracts.” On the other hand, the CPI rent index
(TURKSTAT Rent) captures the average rent paid by tenants, encompassing both newly signed and
ongoing contracts. Based on year-on-year changes, CPI rent inflation is observed to follow the NTRI
with a considerable lag (Chart 1). A similar lag structure is observed in the US when comparing the CPI
rent compiled by the Bureau of Labor Statistics (BLS) with the Zillow Observed Rent Index (ZORI) -- US
counterparts of TURKSTAT CPI rent and NTRI -- suggesting that this phenomenon is not specific to
Turkiye (Chart 2).

Chart 1: CPI Actual Rent and NTRI Chart 2: BLS Rent and ZORI
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Source: CBRT, TURKSTAT. Source: BLS, Zillow.

Three main factors account for the delayed response of the CPI rent index to changes in market rents:

1. Update frequency: Rents for the vast majority of rental housing units in Turkiye are updated
once a year. As a result, the rent paid for a given dwelling remains fixed between two contract
renewal dates and is unable to respond to market developments within the contract term.

2. Legal cap and the fifth-year rule: Rent increases for tenants with ongoing contracts are
legally capped. Specifically, unless the tenant has completed the fifth year (or a multiple
thereof) in the same dwelling, the annual rent increase is limited to the 12-month average CPI
inflation. In practice, this cap is not fully binding, and rent increases are often determined
through negotiation between landlords and tenants. Moreover, landlords retain the right to
reset rents to market levels every five years.

3. Frequency of data collection: Rents for dwellings included in the TURKSTAT sample are
collected every four months. Consequently, the monthly change in the CPI rent index
effectively reflects the average rent increase observed over the most recent four months.

" The NTRI and unit rents will be made public on the CBRT EDDS website as of February 17, 2026.
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The rent model employed in this box incorporates these three structural features and assumes that
the market rent path is exogenous. Details of the methodology are presented below.

Rent-Setting Behavior and Rent Inflation

The model assumes that each tenant updates their rent once every 12 months and that all tenants
who complete their fifth year in a dwelling vacate the property.? In Equation (1), i denotes the number
of years a tenant has resided in the dwelling and t represents the current month. The variable Kk
indicates the average rent to be paid in the subsequent year by tenants who have completed i years
in the dwelling as of month t. Paid rents are assumed to be determined according to Equation (1).
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If a tenant is newly entering a dwelling or has completed their fifth year, the rent is set equal to the
prevailing market rent (m,). In all other cases, the new rent is determined as a weighted average of (i)
the rent paid in the previous year, (ii) the rent implied by applying the legal cap to the previous year's
rent, and (iii) the prevailing market rent. Here, 1, denotes the weight on the rent paid in the previous
year, 1, the weight on the rent implied by the legal cap and x; the legal cap rate (plus one), 15 the
weight on the prevailing market rent in month t. The parameters 14, 1,, and A3, which are subject to
constraints 4,, A,,and 23 = 0 and 1, + 1, + 13 = 1, are estimated from the data.? If the rent implied by
this rule exceeds the market rent, the rent is set equal to the market rent.

For tenants with ongoing contracts, the rent update rule is based on the number of years they have
resided in the home, so information on how many tenants have resided in the same home for how
many years also forms part of the model input. This distribution is derived under the assumption that
a fixed fraction a of tenants relocate each year.* The parameter « is calibrated to be consistent with
TURKSTAT data. Let st denote the share of tenants who have resided in the same dwelling for i years;
I, (the average rent of renewed contracts in month t) can then be computed accordingly:
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Under the assumption that renewed rental contracts are evenly distributed across months (i.e.
approximately one-twelfth of tenants update their rent in each month), R, represents the average rent

paid in the relevant month.>
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Accordingly, given that all rental contracts are updated once per year, the average paid rent (R,) is
equal to the arithmetic average of rents renewed in the current month and those renewed over the
preceding eleven months.

Given that TURKSTAT collects rents for each dwelling in the sample every four months, only 25% of the
sample updates its rent in a given month, while rents for the remaining dwellings are assumed to
remain unchanged. Consequently, the CPI rent index effectively corresponds to a four-month moving
average of paid rents.

2The calculation assumes that tenants who have completed their fifth year in the property will vacate the premises, as
the rent level for both tenants completing their fifth year and those signing a new lease agreement is equal to the
prevailing market rate.

3 The values are selected to minimize the total absolute error between the actual rent inflation produced by the model
and the seasonally adjusted actual rent inflation reported by the TURKSTAT.

4In a framework where st indicates the share of tenants who have resided in the same house for i years among the total
number of tenants, the long-term equilibrium values of siare obtained through the following three equations: 1) s° = a *
(s°+s'+s2+s3+sH+(1—a)s, 2)Ifi#0, si=(1—a)*s""tand 3) s®+s' +s2+ 5% +s* =1.

®In real life, rent renewal periods are not evenly distributed across each month. However, since the model is calibrated
based on seasonally adjusted rent inflation, this assumption does not pose any problem for the model.
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Here, n{ denotes the model-implied seasonally adjusted monthly CPI rent inflation.

Model Estimation

Assuming that the average market rent is proxied by the CBRT's NTRI, the parameters 1;, 1,,and 23
are required to estimate in order to generate forecasts for the CPI rent index. These parameters are
chosen to minimize the total absolute error between model-implied rent inflation and seasonally
adjusted CPI rent inflation.

The optimal parameter values for ongoing contracts are estimated as 1,, 4,,and 13 are 0, 0.56 and
0.44, respectively. In this baseline model, renewed rents for ongoing contracts are determined solely
as a weighted average of the legally capped rent and the market rent. This baseline specification is
used for the scenario analyses presented in this box. In addition, a simplified version of the model
that allows renewed rents to depend on a weighted average of the previous year's rent and the
market rent is also estimated, enabling a quantification of the inertia between market rents and the
CPlrentindex (1; # 0,4, = 0,13 # 0).

Model Performance

Before presenting the model-based projections and scenario analyses, an out-of-sample forecasting
exercise is conducted to assess model performance. Model parameters are estimated using CPI rent
data up to December 2024, and realized market rent data for 2025 are fed into the model to generate
rent inflation forecasts for 2025. In other words, the exercise addresses the question: Had the models
been estimated as of December 2024, how well would they have predicted CPI rent inflation in 2025, given
observed market rents? The results shown in Chart 3 indicate that both models perform well, with the
baseline model delivering more accurate forecasts.

Rent Inflation Inertia and Scenario Analysis for 2026

As discussed above, the simplified rent model allows the lagged relationship between market rents
and CPI rent inflation to be quantified. Using the weights derived from the model and shown in Chart
4, the CPI rent index can be expressed as a weighted moving average of the NTRI. According to these
estimates, the cumulative weight of market rents over the past 12 months in the CPI rent index is 53
percent, rising to 83 percent over the past 24 months and 94 percent over the past 36 months. These
findings indicate that changes in market rents are transmitted to CPI rent inflation over a prolonged
period.

Chart 3: Forecast Performance of Baseline Chart 4: Weights Implied by the Simplified
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Source: Authors' calculations, TURKSTAT. Source: Authors’ calculations, TURKSTAT.
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Finally, projections for end-2026 CPI rent inflation under alternative market rent scenarios are
presented based on the baseline model:

e Scenario 1: Market rents follow an ARIMA process and end 2026 with an annual increase of 15%.

e Scenario 2: Market rents evolve in line with the trend estimated using the MUCSVO method
proposed by Stock and Watson (2016), ending 2026 with a 19% increase.

e Scenario 3: Market rents track the year-end headline inflation expectation from the January Survey
of Market Participants (SMP) throughout 2026 and rise by 23% over the year.

Under these scenarios, end-2026 CPI rent inflation is projected at 29.7%, 31.6%, and 35.7%,
respectively (Chart 5).

Chart 5: TURKSTAT CPI Rent Forecasts (Annual % Change)
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Source: Authors’ calculations, TURKSTAT.

The results suggest that even a pronounced slowdown in market rents would continue to feed into
CPI rent inflation with a lag due to past rent increases. Conversely, a renewed acceleration in market
rents would translate into CPI rent inflation in the same direction, albeit in a more muted and delayed
manner. Overall, the proposed model provides a practical tool for short-term rent inflation forecasting
and for assessing medium-term CPI paths under alternative market rent scenarios.
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