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1. Overview 

While uncertainties surrounding global trade policies are still in play, the global growth outlook remains 

sluggish. Despite the ongoing uncertainty, global economic activity has followed a moderate course due 

also to factors such as demand brought forward, and growth forecasts for 2025 have recently been revised 

slightly higher in many countries. Meanwhile, the fading of these factors coupled with the increased 

protectionism in global trade are expected to have an adverse impact on the growth outlook for 2026. The 

weak course of the global demand outlook and supply-side developments have suppressed global energy 

prices, while non-energy commodity prices have increased driven by precious and industrial metal prices. 

Although they vary across countries, the global disinflation processes lost momentum overall, while tariff 

measures have kept inflationary risks in place. Considering these risks, central banks continued with the 

rate cut cycles at a slower pace. Persisting uncertainties cause portfolio inflows to emerging economies to 

fluctuate. 

Due to the weak global risk appetite in this reporting period, inflows into TRY-denominated assets have 

decelerated. As the global risk appetite remained sluggish amid uncertainties over trade agreements and 

global volatilities that escalated in October in particular, inflows into TRY-denominated assets have 

decelerated. Against this background, Türkiye’s CDS premium tracked emerging economies’ risk premiums 

and declined to 245 basis points as of October 31, while the implied volatility of the Turkish lira remained 

flat in the current reporting period. The strong recovery in the CBRT’s reserves continues, and backed also 

by the rise in gold prices, the CBRT’s gross international reserves reached USD 185.5 billion as of October 

24. 

While financial conditions have remained tight during the current reporting period, the share of Turkish 

lira deposits hovers close to historical averages. The rate cuts amounting to 350 basis points in the 

Monetary Policy Committee’s (MPC) meetings of September 11 and October 23 have transmitted into 

deposit and loan rates. Owing to the tight monetary policy stance accompanied by the decisions to phase 

out FX-protected deposits (KKM), the weight of Turkish lira remains high in the composition of deposits. 

Despite lower loan rates, the FX-adjusted 13-week annualized growth rate of total loans has recorded a 

decline in the current reporting period.  

In the second quarter of 2025, growth stood above projections. In this period, GDP increased by 4.8% year-

on-year and 1.6% on a quarterly basis. Final domestic demand became the driver of growth on an annual 

basis, whereas in quarterly terms, it has continued to decline since the first quarter. Total investments 

posted a quarterly increase, while the decline both in private and public consumption caused the final 

domestic demand to limit quarterly growth. In this period, as exports receded, net exports pulled growth 

down due to imports brought forward amid global trade uncertainties. Accordingly, final domestic demand 

is considered to remain weak, although growth hovered above projections in the second quarter. 

Leading indicators suggest that domestic demand is at disinflationary levels in the third quarter. During 

this period, the quarterly growth of the retail sales volume index lost pace, and the index moved below its 

trend. Sales of white goods declined in the third quarter and remained below their trend. Meanwhile, after 

a decline in the second quarter, automobile sales recorded an uptick in the third quarter. Card spending 

increased on a quarterly basis in this period. However, when adjusted for the recent increase in card usage 

due to the shifts in consumer payment preferences, consumption expenditures are milder. In fact, card 

spending remained below its long-term trend in the third quarter. The findings from interviews with firms 

regarding consumption expenditures also confirm the weak course of domestic demand despite a limited 

quarter-on-quarter rise. On the production side, industrial production remained flat in the third quarter as 

of August. Excluding the typically volatile sectors, industrial production declined slightly on a quarterly 

basis. Survey-based indicators such as the Business Tendency Survey (BTS) and PMI imply that the weak 

course of industrial production continued in the third quarter of the year. The services production index 

remained flat in the third quarter, continuing the pattern observed in the second quarter. The construction 

production index, despite losing momentum in the second quarter, gained pace in the third quarter as of 

August.  

The labor market is less tight than implied by the headline unemployment rate. Based on the averages of 

seasonally adjusted monthly data, employment increased by 0.2% (around 65,000 people) in the third 

quarter. The unemployment rate decreased by 0.1 percentage points quarter-on-quarter, while the labor 
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force participation rate remained flat. The labor underutilization rate, despite a quarterly decline, 

maintained its high level, suggesting that the labor market may not be as tight as implied by the 

unemployment rate. In the second quarter of 2025, the rise in real per capita wages exceeded the increase 

in partial labor productivity, leading to higher real unit wages in the non-farm sector. 

The seasonally and calendar-adjusted current account balance improved in the third quarter. The foreign 

trade deficit, in seasonally and calendar-adjusted terms, narrowed in the third quarter on the back of the 

improvement in both gold and energy trade balances, and the foreign trade balance excluding gold and 

energy. The subdued outlook observed in exports in this quarter spread across sectors and regions. This is 

attributed to the third-quarter correction of the front-loaded demand in the second quarter amid 

heightened uncertainties in global trade. Meanwhile, exhibiting a more pronounced front-loading of 

demand, imports saw a larger decline than exports in the third quarter. In this period, the decrease in gold 

imports and the low course of energy prices also contributed to the decline in imports. The improvement in 

the terms of trade continued in the third quarter. While provisional data point to a widening in the foreign 

trade deficit in October, the rise in global gold prices appears to have boosted gold demand. Developments 

in gold prices and the course of gold imports are important in terms of the current account balance. In the 

third quarter, reserves recorded a significant recovery on the back of the current account surplus driven by 

seasonal effects and capital inflows. This quarter saw net capital inflows arising from direct investments, 

portfolio investments, and loans. The net errors and omissions item ran a negative balance, and official 

reserves increased, offsetting a significant portion of the decline seen in the first quarter.  

Consumer inflation fell to 32.9% in October and materialized above the upper band of the forecast range 

presented in the previous Report. Developments across sub-items over the last three months indicate that 

while the food prices made an upward contribution to annual inflation, other main groups contributed to 

disinflation. In the services sector, the back-to-school effect was particularly remarkable in the third quarter, 

with developments in items with strong time-dependent pricing and backward-indexation patterns 

standing out. The impact of taxes and administered items on headline inflation has weakened over the 

previous reporting period. In the current reporting period, international energy prices declined, while non-

energy commodity prices increased led by industrial and precious metals. The Global Supply Chain 

Pressure Index remained close to its historical average, while the global container index and the container 

index for China, both of which rose significantly in June, decreased in the following months. Despite this 

moderate course of global supply-side factors, domestic crop production estimates for 2025 were revised 

down due to supply-side factors such as drought and frost, highlighting the increasingly negative trend in 

the supply of agricultural and food products. In this period, the Turkish lira remained relatively stable, 

depreciating only to a limited extent. While data for the third quarter suggest that demand conditions are at 

disinflationary levels, they also point to a slowdown in the disinflation process. The rise in producer prices 

decelerated in October compared to the previous months, with annual inflation standing at 27.0%. The 

downward trend in inflation expectations was interrupted, and expectations and pricing behavior 

continued to pose risks to the disinflation process.  

With 70% probability, inflation is projected to be between 31% and 33% at end-2025 and between 13% 

and 19% at end-2026. Inflation is projected to decline to single-digit levels at end-2027 and then stabilize at 

the medium-term inflation target of 5%. The interim targets for 2025, 2026, and 2027 have been kept 

unchanged in this reporting period at 24%, 16%, and 9%, respectively. The upward revision in the forecast 

range for 2025 was primarily driven by the increase in the food price assumption. Moreover, the decline in 

the underlying inflation and inflation expectations was more limited than projected. Besides, the revision in 

the assumption for TRY-denominated import prices had an upward effect on forecasts. In addition to these 

developments, the recent course of the output gap above projections pushed the forecast upward. The 

year-end 2026 inflation forecast was also driven up by the revision in the assumptions for food and import 

prices. However, under the outlook that the projected monetary policy path is higher compared to the 

previous reporting period, the monetary policy stance will have more pronounced impact on demand 

conditions, and inflation expectations will improve. These factors have a downward effect on the 2026 year-

end inflation forecast. As these upward and downward effects offset each other, the forecast range for end-

2026 inflation has been maintained.  

Medium-term forecasts are based on an outlook in which the tight monetary policy stance will be 

maintained until price stability is achieved, and the coordination among economic policies will continue. 

The convergence of inflation expectations to interim targets in the short term and to the 5% target in the 
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medium term is critical for ensuring a permanent decline in inflation. Inflation expectations have increased 

due to the higher-than-expected monthly inflation reading in September. Taking into account the risks to 

pricing behavior posed by this development, the MPC kept the rate cut limited in October. The forecasts are 

based on a framework where monetary policy is determined prudently with a focus on the inflation 

outlook, considering interim targets. The tight monetary policy stance will continue to support the 

disinflation process through demand, exchange rate, and expectation channels. On the back of 

macroprudential policies that support the monetary transmission mechanism, credit growth is expected to 

remain consistent with the projected disinflation path. Lastly, in the forecast period, the continuation of the 

coordination between the monetary policy and other economic policies will contribute to disinflation 

through demand, cost, and expectation channels. 

1.1 Monetary Policy Decisions 

The CBRT cut the policy rate by a total of 350 basis points in September and October. The CBRT lowered 

the policy rate from 43% to 40.5% in September, assessing that the underlying trend of inflation slowed in 

August, and demand conditions were at disinflationary levels. At the October meeting, the CBRT noted that 

the underlying trend of inflation increased in September, demand conditions remained at disinflationary 

levels, and the disinflation process had slowed. The CBRT stressed the heightened risks to the disinflation 

process stemming from inflation expectations and pricing behavior posed by recent price developments, 

notably in food. In response to these developments, the CBRT made a modest cut in October, reducing the 

policy rate to 39.5%. 

The CBRT reiterated that steps to be taken regarding the policy rate would be determined by taking into 

account realized and expected inflation as well as its underlying trend in a way to ensure the tightness 

required by the projected disinflation path in line with the interim targets. The CBRT stated that policy 

rate decisions would be reviewed prudently on a meeting-by-meeting basis with a focus on the inflation 

outlook, and that the monetary policy stance would be tightened in case of a significant deviation in the 

inflation outlook from the interim targets. The CBRT indicated that the tight monetary policy stance, which 

would be maintained until price stability was achieved, would strengthen the disinflation process through 

demand, exchange rate, and expectation channels. 

A set of changes was made to regulations on loans to strengthen monetary transmission. With effect from 

August 16, 2025, the CBRT extended the calculation period for loan growth rates from four to eight weeks, 

thereby providing flexibility in the management of loan growth limits. Effective as of October 1, 2025, the 

monthly maximum contractual interest rates applied to cash withdrawal or usage transactions in Turkish 

lira made through credit cards and overdraft accounts have been reduced by 25 basis points. Furthermore, 

effective as of November 1, 2025, the maximum merchant fee that banks may charge for goods and 

services purchased with cards at member merchants using POS terminals has been differentiated for credit 

cards and debit cards and reduced to 1.04 percent for debit card transactions.  

KKM account openings and renewals were terminated, and some revisions were made to macroprudential 

measures. On August 23, 2025, the CBRT terminated the opening and renewal of KKM accounts. 

Accordingly, the total target for the transition of KKM accounts to Turkish lira and renewals was abolished. 

Furthermore, the Turkish lira deposit share growth targets were revised downward with the amendment 

made on October 17, 2025.  

During the current reporting period, excess liquidity in the system fluctuated, and a temporary liquidity 

deficit emerged in the market for a short period. Excess liquidity in the system declined by early 

September, reflecting an increase in the Ministry of Treasury and Finance's Turkish lira account balance at 

the CBRT and in banks' demand for free reserves. These factors caused the excess liquidity of TRY 691 

billion in the system on August 14 to fall, resulting in a liquidity deficit of TRY 159 billion on September 3. As 

of mid-September, excess liquidity re-emerged in the market following a payment-driven decline in the 

Ministry of Treasury and Finance's account balance. Excess liquidity followed a volatile trajectory in the 

subsequent period due to the net effect of various factors (Chart 1.1.1). 

During the current reporting period, excess liquidity in the market was mainly withdrawn via overnight 

sterilization operations. The CBRT carried out sterilization primarily through overnight deposit buying 

auctions at the policy rate. During this period, one-week reverse swap auctions against gold were also held 

for sterilization purposes. A limited portion of excess liquidity was withdrawn through overnight quotations 

at the CBRT overnight borrowing rate.  
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Throughout the reporting period, the CBRT provided funding via one-week repo auctions, with its 

weighted average funding rate being equal to the policy rate. As the CBRT conducted all its funding and a 

significant portion of its sterilization operations at the policy rate, overnight interest rates hovered around 

the CBRT policy rate (Chart 1.1.2). 

Chart 1.1.1: CBRT OMO and Swap 

Transactions (One-Week Moving Average, TRY 

Billion)  

 Chart 1.1.2: CBRT Interest Rates and Short-

Term Interest Rates (%) 

 

 

 

Source: CBRT.   Source: BIST, CBRT. 
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