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2. Economic Outlook

2.1 Global Economy 

The uncertainty surrounding global trade policies has eased somewhat with the signing of bilateral 

agreements but remains elevated. The US has signed bilateral agreements with major economies such as 

Japan, the EU and the UK, with tariff rates lower than those previously announced. On the other hand, 

negotiations with Canada, Mexico and China, which are among the key trading partners of the US, are still 

ongoing. Meanwhile, tariff rates for many countries, including Türkiye, were increased under an executive 

order issued on August 1. The high tariffs imposed by the US on the steel, aluminum, copper and 

automotive sectors remain in place. Taken together, these developments indicate that protectionism in 

global trade has risen significantly compared to end-2024. The impact of protectionist measures on 

production and inflation has also been reflected in leading indicators (Chart 2.1.1). The reduced uncertainty 

has led to a slight improvement in the global growth outlook. The cumulative growth forecasts for 2025-

2026 for many of Türkiye's trading partners have increased modestly compared to the previous reporting 

period. Accordingly, the cumulative growth forecast of the global growth index, weighted by the export 

shares of Türkiye’s trading partners, for the same period stood at 4.3%, up by around 0.2 percentage 

points. However, the global growth outlook appears weaker than in the first reporting period of the year 

(Chart 2.1.2). The Chinese economy grew by 1.1% in the second quarter, close to the first-quarter pace, as 

seasonally adjusted data indicate, driven by exports brought forward due to postponed tariffs. As of July, 

China’s growth outlook has improved compared with the beginning of the year. On the other hand, 

cumulative growth forecasts for the US economy for 2025–2026 have been revised down by approximately 

1 percentage point relative to the beginning of the year. 

Chart 2.1.1: PMI Tariff Indicators* (Share of 

Respondents, Seasonally Adjusted, Deviation 

from Long-Term Average) 

Chart 2.1.2: 2025-2026 Cumulative Growth 

Forecasts for Türkiye’s Main Trading 

Partners* (%) 

Source: S&P Global. Source: CBRT, Consensus Economics, S&P Global.  

* Shows deviations from the long-term average in the

share of respondents reporting higher input and output

prices, lower export orders due to tariffs and weaker

production expectations in PMI surveys.

* Global growth index weighted by the export shares of

Türkiye’s trading partners. 

Commodity prices, excluding agricultural commodities, increased compared to the previous reporting 

period, while energy commodity prices fluctuated due to geopolitical developments. Crude oil prices, 

which fell sharply in April and May amid weakening global demand, rose again in June owing to geopolitical 

developments. However, the higher-than-expected increase in oil production by OPEC+ member countries, 

the ongoing weakness in global demand and the slight easing of geopolitical tensions are limiting the 

upside risks to oil prices. European natural gas prices, which have been volatile due to geopolitical 

developments, have declined by 11.5% compared with the previous reporting period due to the demand 

outlook and seasonal factors. The modest decline in commodity prices, excluding energy, was driven by the 
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fall in agricultural commodity prices. The upward revision to China's growth forecasts and the tariff 

increases imposed by the US on copper, steel and aluminum led industrial metal prices to rise by 3.5% 

compared with the previous reporting period. Meanwhile, precious metal prices continue to rise due to the 

uncertainty surrounding trade policies and gold demand from central banks (Table 2.1.2). 

Table 2.1.2: Commodity Prices (%) 

 
May 

2025 

June 

2025 

July 

2025 

August 

2025 
Annual  

Compared to the 

Previous Reporting 

Period* 

Headline Commodity 

Index 
-0.5 4.4 -0.6 -1.8 0.2 0.9 

Energy -2.3 8.3 0.0 -3.0 -9.4 2.8 

Agricultural 

Commodity 
-1.6 -3.1 -4.5 -2.6 -1.0 -10.1 

Industrial Metal 2.8 2.0 1.7 -1.1 5.1 3.5 

Precious Metal 2.3 2.5 0.7 1.4 36.7 5.9 

Excl. Energy  1.4 0.6 -1.2 -0.4 12.7 -0.8 
        

Brent Oil -5.4 11.4 -0.7 -2.1 -14.1 4.9 

Natural Gas (USA) 1.1 5.9 -9.6 -8.5 45.1 -8.1 

Natural Gas (Europe) 0.4 3.8 -7.1 -1.5 -12.8 -11.5 

Coal  3.4 6.3 5.2 2.7 -21.5 13.1 

Aluminum 3.0 3.1 3.3 -0.9 9.4 6.4 

Copper -0.2 5.1 11.2 -18.6 7.7 -3.8 

Iron -0.8 -4.3 2.8 3.5 1.8 1.8 

Wheat -1.9 3.3 -0.4 -4.9 -2.6 -5.5 

Soy 2.2 0.0 -3.8 -4.4 -1.8 -9.4 

Rice -3.3 5.0 -7.0 -0.1 -16.5 -1.5 

Corn -5.1 -4.2 -5.5 -5.7 2.0 -17.3 

Cotton 0.7 -1.7 1.2 -1.9 -4.4 -0.5 

Sugar -4.1 -6.9 0.9 -1.4 -12.4 -6.6 

Source: Bloomberg. 

* Percentage change in prices between August 8, 2025 and May 22, 2025. Red and green colorings indicate increases 

and decreases in prices, respectively.  

While uncertainty over inflation caused by trade policies persists, headline inflation in advanced 

economies has risen recently. Elevated energy prices amid geopolitical developments, together with the 

commodity prices, which were previously instrumental in reducing inflation, now trended upwards due 

partly to tariffs, have been influential on global inflation. Services inflation has remained flat and above the 

targets in the US and the euro area, while the waning positive contribution from durable goods prices, 

combined with uncertainty over tariffs, is increasing upside risks to inflation (Chart 2.1.3). Headline inflation 

has remained above the 2% target in several advanced economies. Rising protectionist tendencies in 

foreign trade and volatility in energy prices are affecting the inflation outlook in varying ways across 

emerging economies (Chart 2.1.4). Accordingly, inflation rates have moved closer to targets with the global 

disinflation trend since the last quarter of 2023, but the recent increase in global uncertainty has impeded 

this progress. 
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Chart 2.1.3: Goods and Services Inflation in 

the US and the Euro Area (Annual, %) 

 Chart 2.1.4: Consumer Inflation in Emerging 

Economies (Annual, %) 

 

 

 

Source: Eurostat, St. Louis Fed.  Source: Bloomberg, Relevant central banks. 

The process of policy rate cuts has continued across central banks, albeit with differences among 

countries. In the current reporting period, policy rate cuts have continued in advanced economies but at a 

slower pace, with some central banks suspending their rate-cutting cycles. The Fed kept its policy rate 

unchanged at its fifth meeting of the year, while the ECB suspended its easing cycle in July after cutting the 

rate by 25 basis points at its June meeting. The Bank of Japan and the Bank of Canada also left policy rates 

unchanged at their latest meetings. During the same period, the Bank of England, the Bank of Korea, 

Norges Bank, the Reserve Bank of Australia, the Reserve Bank of New Zealand, Riksbank and Danmarks 

Nationalbank each lowered policy rates by 25 basis points. Market pricing points to rate cuts of 60 basis 

points for the Fed and 11 basis points for the ECB by the end of 2025. This implies a somewhat faster pace 

of rate cuts for the Fed and a slightly slower pace of rate cuts for the ECB compared with the previous 

reporting period. The pricing of the Fed's policy rate has been volatile, driven by tariff developments and 

real economy data. After rising due to the inflation data, tariff decisions and the Fed meeting in July, year-

end policy rate pricing has declined significantly in response to weaker-than-expected employment data for 

July. However, the current pricing is broadly aligned with the 50-basis-point cut projected by Fed members 

in June (Chart 2.1.5). During the current reporting period, in emerging economies, Mexico cut its policy rate 

by 75 basis points; India and South Africa by 50 basis points each; and Chile, the Philippines, Indonesia and 

Poland by 25 basis points each; while Thailand, Hungary, Romania, Czechia, Colombia and Peru kept their 

policy rates unchanged. On the other hand, Banco Central do Brasil continued to raise its policy rate, 

increasing it by 25 basis points, taking into account the inflation outlook, while the Bank of Russia, which 

increased rates by a total of 500 basis points in 2024, lowered its policy rate by a total of 300 basis points at 

its last two meetings. Meanwhile, China has paused its monetary easing measures during the current 

reporting period. As in the previous reporting period, the futures-implied policy rates indicate that 

emerging economies’ central banks will continue to set policy rates above inflation expectations, 

maintaining monetary tightness (Chart 2.1.6).  
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Chart 2.1.5: Market-Implied Policy Rate for 

End-2025 (Effective, %) 

 Chart 2.1.6: Futures-Implied Policy Rates and 

Inflation Expectations for End-2025* 

(% Points) 

 

 

 

Source: Bloomberg.  Source: Bloomberg.  

  * Inflation expectations are from the Bloomberg Survey. 

Despite the ongoing global uncertainty, there have been inflows to equity markets in emerging 

economies. Following the announcement of new tariffs by the US on April 2, the heightened volatility in 

global financial markets in the previous reporting period eased in the current reporting period. Equity 

markets worldwide performed favorably during this period (Chart 2.1.7). A cumulative analysis of portfolio 

flows to emerging economies indicates that equity markets saw inflows following the outflows recorded in 

early April (Chart 2.1.8). Between May 22, 2025 and August 8, 2025, inflows to equity markets excluding 

China amounted to USD 17 billion, while outflows from bond markets were USD 2.8 billion. In this period, 

China recorded an inflow of USD 8.8 billion to equity markets. However, the ongoing uncertainty 

surrounding global economic and trade policies as well as the recent geopolitical risks remain significant 

risk factors for portfolio flows to emerging economies. 

Chart 2.1.7: Equity Indices* (Daily)  Chart 2.1.8: Portfolio Flows to Emerging 

Markets (Cumulative as of April 1, 2025, USD 

Billion) 

 

 

 

Source: Bloomberg.  Source: IIF. 

* September 2024=100.   
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2.2 Financial Conditions 

Compared to the previous reporting period, global risk appetite has improved on the back of the progress 

in trade agreement negotiations and the decline in geopolitical risks, and there has been increased 

interest in TRY-denominated assets. In a period of reduced domestic uncertainty and geopolitical tensions, 

inflation remained in line with the expected disinflation process, supporting interest in Turkish lira assets. 

Against this backdrop, Türkiye's CDS premium decreased to 277 basis points as of August 8, also influenced 

by the decline in emerging market risk premiums (see Chart 2.2.1). The recovery in global risk appetite led 

to a rise in flows into emerging market assets during the current reporting period. In light of these 

developments, a total of USD 5.8 billion in portfolio inflows was recorded, with USD 3.8 billion net inflows 

into the Turkish Government Domestic Debt Securities (GDDS) market and USD 2.0 billion net inflows into 

the equity market (Chart 2.2.2). 

Chart 2.2.1: CDS Premium in Türkiye and 

Emerging Economies* (Five-Year, Basis Points) 

 Chart 2.2.2: Portfolio Flows to Türkiye* and 

Emerging Economies (Four-Week Average, USD 

Billion) 

 

 

 

Source: Bloomberg.  Source: CBRT, IIF. 

* Emerging economies include Brazil, Indonesia, the 

Philippines, South Africa, Colombia, Malaysia, Mexico and 

Chile. 

 * Data for Türkiye includes portfolio flows to equity and 

GDDS markets. Repo is excluded from the GDDS data.  

The implied volatility of the Turkish lira declined. Exchange rate volatility, which had increased in the 

previous reporting period, declined due to the recovery in global and domestic risk perceptions. 

Accordingly, the implied exchange rate volatility of the Turkish lira decreased to 9.7% for one month and to 

19.6% for 12 months (Charts 2.2.3 and 2.2.4). While volatility over one month converged to emerging 

economies’ average, the trend observed in volatility over 12 months suggests that exchange rate risk 

perception for the long term persists despite some decline.  

Chart 2.2.3: Implied Volatility of FX Options* 

(Against USD, One-Month Maturity, %) 

 Chart 2.2.4: Implied Volatility of FX Options* 

(Against USD, 12-Month Maturity, %)  

 

 

 

Source: Bloomberg. 

* Emerging economies include Brazil, Chile, Colombia, Mexico, Poland, Philippines, Malaysia, South Africa, Indonesia, 

Romania and Hungary. 
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CBRT reserves displayed a strong recovery trend. In the current reporting period, the CBRT’s gross 

international reserves increased by USD 23.3 billion to USD 168.9 billion (Chart 2.2.5). The recovery since 

the beginning of May has been USD 30.5 billion. The uptrend in the CBRT reserves is expected to continue 

on the back of the tight monetary stance focusing on disinflation and the positive current account balance 

during the summer months. Nevertheless, it should be kept in mind that any volatility in global risk 

perceptions could lead to short-term fluctuations in reserves. 

Chart 2.2.5: CBRT’s Gross International 

Reserves (Weekly, USD Billion)  

 Chart 2.2.6: GDDS Yields (%) 

 

 

 

Source: CBRT.  Source: Bloomberg. 

GDDS yields declined across all maturities. With a more pronounced decline in shorter maturities, GDDS 

yields have declined across all maturities due to expectations of a policy rate cut, in addition to the 

improvement in domestic risk perceptions (Chart 2.2.6). At the MPC meeting on July 24, 2025, the policy rate 

was reduced, and it was stated that the step size would be reviewed prudently on a meeting-by-meeting 

basis with a focus on the inflation outlook. Meanwhile, the rigidity in long-term yields persists. With the 

improvement in risk perception towards Turkish lira assets due to domestic and global developments, 

GDDS yields are expected to become more aligned with the inflation and monetary policy outlook.  

Financial conditions remained tight during the current reporting period. The CBRT started to take steps to 

support the tight monetary policy stance as of March when volatility started to be observed in financial 

markets, and thus deposit rates increased until early June. On the back of the 300 basis point-cut in the 

policy rate at the MPC meeting on July 24 and the market’s pricing in expected rate cuts ahead, deposit and 

loan rates decreased. As of August 1, deposit rates decreased to 53.3% (Chart 2.2.7). As of the same date, 

TRY commercial loan rates stood at 53.9%, while personal loan rates were 66.8%. Housing loan rates, which 

had been flat for a while, were recorded at 42.1% during the same week, while vehicle loan rates stood at 

44.3% (Chart 2.2.8). 
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Chart 2.2.7: Turkish Lira Funding Rates* 

(Four- Week Moving Average, %) 

 Chart 2.2.8: Loan Rates*** (Flow, Four-Week 

Moving Average, %) 

 

 

 

Source: CBRT.  Source: CBRT. 

* Deposit rate is compound interest rate, while CBRT 

average funding rate is simple interest rate. 

 * Excluding overdraft accounts and credit cards. 

** Excluding overdraft accounts. 

*** Loan rates are compound interest rates. 

The decline in the share of KKM accounts in bank deposits continues. As a result of the decisions made in 

the scope of the exit strategy from KKM accounts
1
 and the contribution of the tight monetary policy, the 

KKM balance decreased to TRY 478 billion as of August 1. Meanwhile, in the deposit composition, the share 

of TRY accounts excluding KKM, which had declined slightly due to the financial volatility in the second half 

of March, rallied back to 60% as of August 1, the level recorded at the end of February 

(Charts 2.2.9 and 2.2.10).  

A series of steps have been taken in macroprudential policies to strengthen the monetary transmission 

mechanism and support transition to the Turkish lira. Reserve requirement ratios for FX deposits have 

been increased across all maturities. Meanwhile, reserve requirement ratios for funds that are derived from 

FX repo transactions with residents with a maturity up to one year and for TRY-denominated funds from 

repo transactions abroad and loans obtained from abroad with a maturity up to one year have been 

differentiated across maturities and raised.2 In a press release dated June 21, 2025, the ratio for TRY-

denominated required reserves that should be maintained for FX deposits was reduced from 4% to 2.5%. 

Moreover, it was announced that floating-rate TRY deposit accounts could be opened with maturities longer 

than one month. Furthermore, the reserve requirement ratios for CPI-, PPI- and TLREF-indexed deposits 

were set at 10% for all maturities. Moreover, changes have been made to the items exempt from the credit 

growth limit.  

  

                                                                        
1 In a press release issued on June 21, 2025, the growth targets for real-person TRY deposit shares were increased for 

banks with a share below 60%, while a monthly growth target of 0.4 points was introduced for banks with a share 

between 60% and 65%. The reserve requirement ratio for KKM accounts was raised from 33% to 40%. The minimum 

interest rate applicable to KKM accounts was reduced from 50% to 40% of the policy rate. The target for transition of 

KKM accounts to TRY was abolished, while the total target for KKM renewals and transition to TRY was maintained. 

2 In a press release dated May 24, 2025, the reserve requirement ratios for TRY-denominated funds from repo 

transactions abroad and loans obtained from abroad, which were 12% for maturities up to one year, were differentiated 

across maturities and thus were raised to 18% for maturities up to one month and to 14% for maturities up to three 

months. 
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Chart 2.2.9: Deposit Share* (% Share)  Chart 2.2.10: Turkish lira Deposit 

Composition* (TRY Trillion) 

 

 

 

Source: CBRT.  Source: CBRT. 

* TRY deposits exclude KKM and FX-protected deposit 

accounts converted from FX. 

 * TRY deposits exclude KKM and FX-protected deposit 

accounts converted from FX. 

Loans have been stable compared to the previous reporting period. FX loan growth, which decreased in 

the previous quarter due to credit constraints and volatility in financial markets, remained flat in the current 

reporting period. Turkish lira commercial loan growth, which rallied in the previous quarter reflecting the 

substitution effect of restrictions on FX loans3, declined slightly in the current reporting period. As of August 

1, the 13-week annualized FX commercial loan growth adjusted for exchange rate effects stood at 8.7%, 

while TRY commercial loan growth stood at 39.7%. Total loan growth adjusted for exchange rates 

decreased to 30.3% in the same week (Chart 2.2.11). 

During the current reporting period, retail loan growth increased slightly due to personal credit card 

usage. The 13-week annualized growth rate of retail loans stood at 54.2% as of August 1, driven by personal 

credit card growth. The 13-week annualized personal credit card growth stood at 72.7%. During the current 

reporting period, the growth rate of consumer loans remained relatively flat at 47.5%, while the growth rate 

of mortgage loans decreased to 25.3% and that of vehicle loans remained negative (Chart 2.2.12).  

Chart 2.2.11: Loan Growth (13-Week 

Annualized, FX-Adjusted,%) 

 Chart 2.2.12: Retail Loan Growth (13-Week 

Annualized, %)  

 

 

 

Source: CBRT.  Source: CBRT. 

                                                                        
3 As of March 1, 2025, the monthly growth limit for foreign currency loans was reduced from 1% to 0.5%, and the scope of 

FX loans exempted from the growth limit was narrowed.  
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Real loan utilization is close to long-term averages in commercial loans, while it is slightly above long-

term averages in retail loans due to personal credit cards. FX-adjusted real standardized total commercial 

loans have decreased since the last reporting period. This decrease was mainly driven by the significant 

drop in FX commercial loan changes, affected by loan growth constraints. The standardized real changes in 

retail loans remained above long-term averages due to personal credit card-induced factors (Chart 2.2.13). 

Chart 2.2.13: Credit Change* (13-Week Average, Real, Standardized Value) 

 

 

 

Source: CBRT.   

* Series are deflated by CPI. The mean and standard deviations of the series are calculated based on the 2006-2019 period. 

The 13-week average is taken after real weekly changes in loan stock balances are standardized. Consumer loans are 

composed of housing, vehicle and personal loans, while retail loans are the sum of consumer loans and personal credit 

cards.  

According to the Bank Loans Tendency Survey (BLTS), banks expect commercial loan demand to increase 

and commercial loan standards to ease in the third quarter. In the second quarter of 2025, commercial 

loan standards became tighter amid strong loan demand. Meanwhile, participants said that in the second 

quarter, loan standards were remarkably tight for FX commercial loans due to loan growth limits, and that 

this tightness is expected to continue in the third quarter. They also reported that the demand for FX 

commercial loans was expected to climb in the third quarter (Chart 2.2.14). 

In the second quarter of the year, standards applied to housing loans remained at the same level as in 

the previous quarter, while demand for housing loans increased, albeit at a slightly slower pace. As for 

consumer loans, loan standards eased slightly in the second quarter, while demand weakened. Banks 

expect loan standards and demand to remain unchanged for both housing loans and consumer loans in 

the third quarter. (Graph 2.2.14). 
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Chart 2.2.14: Loan Standards and Loan Demand 

Commercial Loans Housing Loans Personal Loans 

   

Source: BLTS, CBRT.   

* Denotes banks’ expectations. Loan Standards and Loan Demand indices are calculated as follows: Banks are asked 

how their loan standards (loan demand) have changed in the past three months. Net trends, which are calculated using 

percentages of responses, show the direction of change in loan standards (loan demand). An index above zero indicates 

easing in loan standards (increase in loan demand). 

2.3 Economic Activity 

Supply and Demand Developments  

Domestic activity weakened and the external balance improved in the first quarter of 2025. In the first 

quarter, annual and quarterly growth rate of GDP decreased and became 2.0% on an annual basis and 1.0% 

on a quarterly basis. In this period, the services sector remained the main driver of annual growth on the 

production side. (Chart 2.3.1). Industrial value added increased in the fourth quarter of 2024 but limited 

growth through a negative contribution in the first quarter of 2025. Thus, all sectors contributed positively 

to annual growth on the production side, except industry and agriculture. The services sector made the 

largest contributions to the quarterly growth, which was also boosted by the construction and industrial 

sectors. On the expenditures side, the contribution of final domestic demand continued to be the driver of 

annual growth, albeit at a diminishing pace. In this period, the contribution of public consumption to annual 

growth remained moderate, while that of private consumption receded. Total investments further added to 

annual growth, whereas net exports pulled it down (Chart 2.3.2). On a quarterly basis, net exports made a 

positive contribution to growth, whereas private consumption had a negative impact in this quarter after 

the significant increase in the previous quarter. In sum, domestic demand weakened due also to the 

lingering financial tightness in the first quarter, while the external balance improved. Accordingly, aggregate 

demand conditions had a disinflationary effect. 
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Chart 2.3.1: Annual GDP Growth and 

Contributions from Production Side  

(% Points)  

 Chart 2.3.2: Annual GDP Growth and 

Contributions from Expenditures Side  

(% Points) 

 

 

 

Source: CBRT, TURKSTAT.  Source: CBRT, TURKSTAT. 

   * Includes changes in inventories and statistical 

discrepancy due to chain-linking. 

Leading indicators suggest that domestic demand lost pace in the second quarter. In June, the retail sales 

volume index increased both on a monthly and quarterly basis (Chart 2.3.3). Meanwhile, the retail sales 

volume index excluding gold, which has been growing at a more moderate pace on a monthly and quarterly 

basis and is more closely related to domestic demand, has been hovering below the trend (Chart 2.3.4). 

During this period, the trade sales volume index increased on a monthly and quarterly basis. While 

automobile sales declined in the second quarter of the year, sales of white goods increased (Chart 2.3.5). 

However, sales of white goods are only slightly above the trend for the 2010-2018 period. July data imply a 

monthly decline in automobile sales. Survey data for manufacturing companies indicate that domestic 

orders declined in the second quarter compared to the previous quarter, which continued in July. Card 

spending rose in May, following a limited increase in April, and remained almost flat in June. Thus, card 

spending increased in the second quarter. In July, card spending edged up slightly month-on-month. On the 

other hand, exclusion of the effect of the increase in card usage rates of recent years reveals a more 

moderate consumption spending.4 Card spending remains below the trend over recent years, which is 

consistent with this assessment (Chart 2.3.6). Findings obtained from firm interviews regarding 

consumption spending also confirm the weak trend in domestic demand (Box 2.1). In sum, recent data 

indicate that the disinflationary effect of demand conditions is mounting. 

 

  

                                                                        
4 For details, please refer to “Card Usage Rate and Card Spending”, CBRT Blog (July 14, 2025). 
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Chart 2.3.3: Consumption Indicators 

(Seasonally and Calendar Adjusted, Quarterly % 

Change) 

  Chart 2.3.4: Retail Sales Volume Index 

(Deviation from HP Trend, %) 

 

 

 

Source: CBRT, TURKSTAT. Source: CBRT, TURKSTAT. 

* The retail sales volume index excluding gold is the retail 

sales volume excluding watches and jewelry items, published 

by TURKSTAT.  

* The retail sales volume index excluding gold is the retail 

sales volume excluding watches and jewelry items, 

published by TURKSTAT. 

Chart 2.3.5: Sales of White Goods and 

Automobiles* (Thousand, Seasonally and 

Calendar Adjusted) 

 Chart 2.3.6: Card Spending** (Real) 

 

 

 

Source: CBRT, ODMD, TURKBESD.  Source: CBRT.  

* Dashed lines show the trend for the 2010-2018 period.  * As of July. 

** Deflated by the CPI. 

Production indicators settled on an overall trend of deceleration in the second quarter. In April and May, 

industrial production was volatile due to bridge days associated with Ramadan as well as fluctuations in the 

production of typically volatile sectors. In this context, industrial production declined in April but the 

correction in May offset this decline. Thus, the industrial production index increased in the second quarter 

(Chart 2.3.7). However, the quarterly growth rate slowed down, and when sectors with typical volatility were 

excluded, industrial production edged down on a quarterly basis. Following the acceleration in the first 

quarter of 2025, services production declined in April and increased in May, led by sectors such as 

professional, scientific and technical activities as well as information and communication, which are 

considered to be relatively less related to household demand. Thus, on a quarterly basis, it fell slightly in 

May after rising by 3.3% in the first quarter of the year. The construction production index declined in the 

second quarter as of May, following a strong increase in the first quarter. Driven by domestic demand, 

survey-based indicators such as the BTS and PMI point to a weakening in industrial activity in the second 

quarter. During this period, survey indicators related to current production and orders recorded a decline 
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compared to the previous quarter. The PMI production indicator stood below the threshold value in the 

second quarter and continued to hover below this value in the third quarter in July (Chart 2.3.8). The 

capacity utilization rate declined further in the second quarter and stood at 74.7% and went down to 74.1% 

in July. In sum, production indicators in the second quarter point to a slowdown in both industrial and 

services production. Survey-based indicators imply that the weak trend in industrial production continued 

in the third quarter as of July. 

Chart 2.3.7: Industrial, Services and 

Construction Production Indices (Seasonally 

and Calendar Adjusted, 2021=100) 

 Chart 2.3.8: Capacity Utilization Rate and 

PMI** (Seasonally Adjusted, %) 

 

 

 

Source: CBRT, TURKSTAT.  Source: CBRT, S&P, TURKSTAT. 

* As of May for services and construction production.  

** Industrial production excluding recorded media, 

computer-optical instruments, basic pharmacy and other 

transportation sectors that are typically volatile. 

 * As of July. 

** Dashed lines show the average capacity utilization rate 

for the 2011-2019 period and the threshold value of 50 for 

the PMI. 

Investment expectations of manufacturing industry firms declined further. Investment tendencies of firms 

started to decline in the second half of 2023 and continued to do so in the second quarter of 2025 

(Chart 2.3.9). The production of capital goods excluding vehicles and other vehicles picked up in the first 

quarter of 2025 but decelerated slightly in the second quarter. However, imports of capital goods excluding 

transportation increased quarter-on-quarter (Chart 2.3.10). BTS data indicate some recovery in investment 

expectations in July. 

Chart 2.3.9: BTS Expectations for Fixed 

Capital Investment Spending (Up-Down, 

Seasonally Adjusted, %) 

 Chart 2.3.10: Production and Import Quantity 

Indices of Capital Goods Excluding Vehicles 

(Seasonally Adjusted, 2021=100) 

 

 

 

Source: CBRT.  Source: CBRT, TURKSTAT. 

* As of July.   
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Labor Market Developments  

Employment edged down in the second quarter, while the unemployment rate increased. In the second 

quarter, seasonally adjusted employment was down by 0.1% (41 thousand people). In this period, the 

seasonally adjusted unemployment rate increased by 0.3 percentage points on a quarterly basis, while the 

labor force participation rate remained unchanged (Chart 2.3.11). Population growth added 0.17 

percentage points and the fall in employment 0.12 percentage points to the unemployment rate 

(Charts 2.3.12 and 2.3.13). On the other hand, the labor underutilization rate, a complementary indicator of 

the labor market, rose by 3.5 percentage points on a quarterly basis and maintained its high level 

(Chart 2.3.11 and Box 2.2). Accordingly, it is considered that the labor market is less tight than implied by 

the headline indicators. Indeed, the Composite Labor Market Indicator (CLMI), which takes into account a 

more comprehensive data set in addition to headline indicators, points to a less tight outlook (Box 2.3). 

Chart 2.3.11: Total Unemployment Rate and 

Labor Force Participation Rate (Seasonally 

Adjusted, %) 

 Chart 2.3.12: Contributions to Change in Total 

Unemployment Rate (Seasonally Adjusted, % 

Points) 

 

 

 

Source: TURKSTAT.  Source: CBRT, TURKSTAT. 

* Average of the monthly data.  * A negative value for the employment loss effect indicates 

an increase in employment. 

** Average of the monthly data. 

Survey indicators point out that manufacturing firms' employment expectations for the future still hover 

below the historical average. Survey data for manufacturing industry firms indicate that in the second 

quarter, firms' employment expectations declined compared to the previous quarter and remained below 

their historical averages (Chart 2.3.14). BTS data for July, on the other hand, point to a slight improvement 

in manufacturing industry firms' employment expectations. 
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Chart 2.3.13: Total Employment (Seasonally 

Adjusted, Million People) 

 Chart 2.3.14: Employment Outlook and 

Expectation in the Industrial Sector** 

(Seasonally Adjusted, Up-Down) 

 

 

 

Source: TURKSTAT.  Source: CBRT, S&P Global. 

* Average of the monthly data.  * As of July.  

** BTS indicator is adjusted where 50 denotes neutral level in 

line with the PMI. Dashed lines show the 2011-2019 average 

for BTS and the threshold value 50 for PMI. 

High-frequency data imply a weaker course in labor demand compared to the previous year, and labor 

supply, which was brisk in the first half of the year, has recently weakened. According to data from 

Kariyer.net, new job postings declined somewhat at the beginning of the second quarter due to holiday-

related effects, but recorded a sharp increase in June. Thus, despite a quarterly increase, new job postings 

still lag behind the previous year's level (Chart 2.3.15). Meanwhile, job applications, which trended 

downwards as of the middle of the first quarter, followed a volatile trend in the second quarter due to the 

religious holidays, yet hovered below the previous year's levels as of the first week of August (Chart 2.3.16). 

Chart 2.3.15: New Job Postings in Kariyer.net* 

(Four-Week Average, Thousand) 

 Chart 2.3.16: Total Job Applications 

Kariyer.net* (Four-Week Average, Million) 

 

 

 

Source: Kariyer.net.  Source: Kariyer.net. 

* As of August 6, 2025. Vertical lines show the beginning of 

quarters. 

 * As of August 6, 2025. Vertical lines show the beginning 

of quarters. 

The annual rate of increase in non-farm nominal wages was 44.7% in the first quarter of 2025 

(Chart 2.3.17). Partial labor productivity in the non-farm sector (non-farm value added/non-farm 

employment) increased in the first quarter. Real unit wages in the non-farm sector (real per capita 

wage/productivity) rose in the first quarter, with real per capita wages increasing faster than the growth in 

productivity in this period (Chart 2.3.18). It is expected that real unit wages will register some deceleration 
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in the rate of increase as of the second quarter and further contribute to the disinflation process in the 

remainder of the year. However, the heterogeneity of real wage and labor productivity growth across 

sectors leads pricing behavior and its impact on inflation to vary, and monitoring wage developments on a 

sectoral basis is still important (Zoom-in 2.1). 

Chart 2.3.17: Net Minimum Wage and Non-

Farm Wage Index (Nominal, Annual % Change) 

 Chart 2.3.18: Non-Farm Partial Labor 

Productivity*, Real Wage Per Capita and Real 

Unit Wages** (Seasonally Adjusted, 2021=100) 

 

 

 

Source: CBRT, Ministry of Labor and Social Security, 

TURKSTAT. 

 Source: CBRT, TURKSTAT. 

* Non-farm value added/non-farm employment.  

** Real per capita wage/productivity. Deflated by the CPI. 

Prospects for Foreign Trade and Balance of Payments 

In the second quarter of 2025, both exports and imports increased. In the second quarter, seasonally and 

calendar-adjusted total exports and exports excluding gold increased quarter-on-quarter on the back of 

rising export prices driven by the moderate growth in external demand and most significantly by the uptick 

in the exchange rate in favor of the euro (Chart 2.3.19). Motor vehicles, other transport equipment, 

electrical machinery, appliances and tools, metal goods and chemical products contributed positively to 

export growth, while gold, various manufactured goods, fruits and vegetables, medical and pharmaceutical 

products and textile products pulled it down. On the other hand, in the second quarter, gold imports 

increased, while energy imports receded, and the rise in total imports was driven by the uptick in the 

seasonally and calendar-adjusted imports excluding gold and energy (Chart 2.3.20). The increase on the 

import side is attributed to calendar effects led by public holidays in the second quarter, as well as 

uncertainty over customs duties, which caused demand to be brought forward. Seasonally and calendar-

adjusted imports of consumption goods and investment goods recorded a brisk increase in this period, and 

imports of consumption goods excluding jewelry also increased, with the largest contribution coming from 

automobiles. Against this background, the seasonally and calendar-adjusted foreign trade balance slightly 

deteriorated amid the deterioration in the foreign trade balance excluding gold and energy. On the other 

hand, provisional foreign trade data point to an uptick in exports and a decline in imports in July in 

seasonally and calendar-adjusted terms, resulting in an improvement in the foreign trade balance. 
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Chart 2.3.19: Exports (Seasonally and Calendar 

Adjusted, USD Billion)  

 Chart 2.3.20: Imports (Seasonally and Calendar 

Adjusted, USD Billion)  

 

 

 

Source: CBRT, TURKSTAT. Source: CBRT, TURKSTAT. 

The export quantity index remained flat while import quantity index increased, and the terms of trade 

improved. In the second quarter of 2025, export prices rose faster than import prices. Accordingly, the 

terms of trade continued to improve also in this period (Chart 2.3.21). This improvement in the terms of 

trade had a favorable impact on the foreign trade balance, while the decline in the prices of the imported 

intermediate products eased the pressure on input costs. In April and May, the uncertainty primarily 

stemming from tariffs adversely affected the global growth outlook and led to a decline in energy prices. 

However, geopolitical developments led energy prices to increase again in June. The decline in the average 

energy import unit value index in the second quarter compared to the previous quarter had a favorable 

effect on the energy trade balance. Foreign trade volume indices for the second quarter, adjusted for 

seasonal and calendar effects, suggest that exports remained flat and imports increased on a quarterly 

basis (Chart 2.3.22). While the increase in import volume was spread across all sub-groups, the rise in 

consumer goods was noteworthy (Chart 2.3.23). 

Chart 2.3.21: Foreign Trade Unit Value Indices 

(2015=100) 

 Chart 2.3.22: Foreign Trade Quantity Indices 

(Seasonally Adjusted, 2015=100) 

 

 

 

Source: TURKSTAT. Source: CBRT, TURKSTAT. 

In the second quarter, the services trade surplus remained unchanged. The seasonally and calendar-

adjusted services trade balance recorded an increase due both to transport services and the travel revenue 

balance (Chart 2.3.24). In this period, the seasonally and calendar-adjusted total number of visitors also 

increased, and the travel revenues balance improved. On the other hand, leading indicators suggest that 

net travel revenues are going to maintain favorable prospects. 
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Chart 2.3.23: Import Quantity Indices by 

Goods Groups (Seasonally Adjusted, 2015=100) 

 Chart 2.3.24: Services Balance (Seasonally and 

Calendar Adjusted, USD Billion)  

 

 

 

Source: CBRT, TURKSTAT  Source: CBRT 

The seasonally and calendar-adjusted current account deficit widened in the second quarter 

(Chart 2.3.25). In seasonally and calendar-adjusted terms, the energy trade deficit receded in this period, 

while the balance of payments-defined foreign trade deficit grew wider due to the gold trade deficit as well 

as the rise in the foreign trade deficit excluding gold and energy. The primary income balance improved 

quarter-on-quarter, while the secondary services balance deteriorated slightly. As of August 1, 2025, with 

the announcement of the US's new customs tariffs, tariff-related uncertainties have waned compared to the 

previous reporting period, but have not completely disappeared. While the announcement of tariff rates 

has increased short-term predictability, ongoing negotiations with major trading blocs, chiefly China and 

the European Union, indicate that uncertainty persists. In particular, the impact of tariffs on supply chains 

in strategic sectors such as energy and technology stands out as a factor that may increase volatility. The 

15% tariff rate applied to Türkiye is relatively moderate compared to countries subject to higher tariffs. 

Although the aforementioned uncertainties do not currently appear to have a negative impact on Türkiye's 

total exports, developments in global trade policies are being closely monitored in terms of their impact on 

global growth. The initial downward effect of tariff uncertainty on energy prices was reversed in the 

following period due to geopolitical developments, and volatility in energy prices increased again. The rise 

in the euro/USD parity in the second quarter had a positive effect on the trade balance and on the current 

account balance, in turn. If this parity hovers around its current level, the downward effect on the current 

account deficit compared to the previous year is expected to continue. Lingering tight financial conditions 

further limit domestic demand-driven pressures on imports. Although gold imports slowed somewhat in 

June and July, gold price developments and the resulting trend in gold demand are also important for the 

current account balance. It is considered that the conclusion of the tariff debates and Türkiye's relative 

position in the new trade balance that will emerge can shape the current account balance. 
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Chart 2.3.25: Current Account Balance 

(Seasonally and Calendar Adjusted, USD Billion) 
 

Chart 2.3.26: Financing of the Current 

Account Deficit (USD Billion) 

 

 

 

Source: CBRT. Source: CBRT.  
* Denotes the CBRT reserves plus cash and deposits at 

banks abroad. A negative value indicates an increase in 

reserves. 

Official reserves declined in the second quarter due to capital outflows. However, data for July indicate a 

significant recovery in reserves, with net inflows from both equity and debt securities markets. The 

second quarter saw net capital inflows through direct investments and deposits of non-residents and net 

capital outflows through portfolio investments and loans (Chart 2.3.24). The financing need decreased in 

the second quarter, with inflows from the net errors and omissions item and the narrowing current account 

deficit, unadjusted for seasonal and calendar effects. In the second quarter, external financing was 

predominantly financed by official reserves due to net capital outflows. Data for July points to net inflows 

from both equity and debt markets and a significant recovery in official reserves. 

Public Finance Developments 

In the first half of 2025, the central government budget ran a deficit of TRY 980.5 billion and a primary 

surplus of TRY 131.0 billion. In this period, the Treasury remained a net borrower in domestic borrowing 

and a net payer in external borrowing to meet the financing need. In June 2025, the ratio of central 

government debt stock to GDP is estimated to be 23.0%, while the ratios of domestic and external debt 

stocks to GDP are estimated to be 13.2% and 9.8%, respectively. 

In the first half of 2025, revenues and expenditures were up by 46.1% and 43.7%, respectively, compared 

to the same period of the previous year. The ratio of primary expenditures covered by tax revenues was 

87.3%. In the first six months of the year, current transfers and personnel expenditures, which make up a 

sizable portion of primary expenditures, rose annually by 37.4% and 36.0%, respectively. Transfers totaling 

TRY 103.9 billion and TRY 79.5 billion to Electricity Generation Corporation and BOTAŞ, respectively, as part 

of assignment expenditures, and TRY 29.9 billion and TRY 20.0 billion to Turkish State Railways and 

Türkşeker, respectively, as part of lending, stand out among the transfers to public enterprises in this 

period. On the other hand, income tax, which contributed the most to the recent rise in tax revenues, 

recorded a sharp annual increase of 96.5% in the first six months of 2025. This favorable performance is 

attributed to wage developments as well as higher withholding tax rates on deposits. Corporate tax has not 

contributed to the increase in tax revenues in the last two months, while the contribution of other tax 

items, particularly value-added tax on imports, continues to decline. Meanwhile, restructuring revenues of 

TRY 11.2 billion and privatization revenues of TRY 14.4 billion were recorded in the first half of the year. 

As of June 2025, the 12-month cumulative budget deficit to GDP ratio is estimated to be 4.7%. The end-

2025 target shared in the Medium-Term Program (MTP) is 3.1%. The ratios of 12-month cumulative primary 

expenditures and revenues to GDP are estimated to be 22.0% and 20.9%, respectively, as of June. 
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The Treasury cash balance posted a deficit of TRY 68.5 billion in July 2025. As a result, in the first seven 

months of the year, a cash deficit of TRY 1,362.3 billion has been recorded. The 12-month cumulative cash 

deficit to GDP ratio is estimated to be 4.5%, as of July. 

Zoom-in 2.1  
Recent Trends in Average Working Time 

Employment has been increasing since the first quarter of 2021, while the average weekly hours 

worked has been on a downward trend (Chart 1). In 2024, employment rose by 3.1%, while average 

weekly hours worked declined by 0.9 hours. Based on annual micro data from the Household Labor 

Force Survey (HLFS), an analysis of social security registration status broken down by major sectors, 

shows that average weekly hours worked declined across all sectors, with a more pronounced 

decrease among informal workers (Table 1). 

Chart 1: Employment and Average Weekly 

Hours Worked (Seasonally Adjusted, 

2020=100) 

 Chart 2: Average Weekly Hours Worked* 

(2020=100) 

  

 

 
Source: TURKSTAT.   Source: TURKSTAT.  

   * Dashed lines show informal workers, while solid 

lines show formal workers. 

 

Hours worked shifted across sectors in the post-pandemic period. Chart 2 presents developments in 

average weekly hours worked by sectors, distinguishing between formal and informal employment. As 

the share of informal employment within sectors remained broadly unchanged during this period, 

inter-annual comparisons are possible. Prior to 2020, trends in average weekly hours worked were 

similar across sectors; however, in the subsequent period, sectoral patterns diverged. Average weekly 

hours worked declined among informal workers in the services and manufacturing sectors but 

increased among formal workers and in the construction sector. The decline in average weekly hours 

worked among informal workers in manufacturing was mainly driven by food, textiles, wearing 

apparel, leather, wood, rubber, plastic and fabricated metal products, electrical equipment and 

furniture sectors. In services, wholesale and retail trade, repair of motor vehicles and motorcycles, 

water transport, warehousing and support activities for transportation and accommodation-food 

service activities stood out. 
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Table 1. Average Weekly Hours Worked 

  Major Sectors Employment Status 

 Services Manufacturing Construction Formal Informal 

2021 44.6 45.7 44.6 45.6 40.0 

2022 45.1 45.8 45.1 45.8 40.1 

2023 45.0 45.5 44.6 45.7 40.2 

2024 44.2 44.5 43.5 45.1 38.5 

(Annual Difference)  

2021 0.5 0.8 1.8 0.8 0.8 

2022 0.5 0.1 0.5 0.2 0.1 

2023 -0.1 -0.3 -0.5 -0.1 0.1 

2024 -0.8 -1.0 -1.1 -0.6 -1.7 

Source: TURKSTAT. 
 

Changes in working hours are also reflected in productivity indicators. To obtain a more detailed sectoral 

breakdown of how the faster decline in informal weekly hours worked after 2020 has affected labor 

productivity and wages, productivity (industrial production index, services production index or trade sales 

volume Index/hours worked) and real wage (declared wage deflated by CPI/hours worked) series were 

constructed using average weekly hours worked and wage data from HLFS micro datasets, together with 

the industrial production index, services production index and trade sales volume index. In Chart 3, the 

change in productivity and real wage per hours worked broken down by sub-sectors is presented by 

comparing the 2022–2024 average with the 2017–2019 average. In labor-intensive sub-sectors such as 

furniture, leather, installation of machinery and equipment, wearing apparel and accommodation-food, 

productivity increased, while real wage growth remained relatively moderate (Chart 3). In capital-intensive 

sub-sectors such as chemicals, pharmaceuticals and electrical equipment, the rise in real wages was more 

pronounced compared with productivity gains. Therefore, developments in productivity and wages require 

close monitoring as they impact the inflation outlook. 

Chart 3: Selected Manufacturing and Services Sectors (% Change from 2017–2019 to 

2022–2024) 

 

Source: TURKSTAT, Authors’ calculations.  
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2.4 Inflation  

Consumer inflation fell to 33.5% in July, slightly below the upper band of the forecast range presented in 

the previous Report. The disinflation process, which started in June 2024, is ongoing (Chart 2.4.1). Having 

declined since March, international commodity prices rose in June, led by the energy group, particularly oil, 

due to geopolitical developments. However, in July, they recorded a slight decline. In July, the global supply 

chain pressure index returned to its historical average, while the global and China-related transportation 

indices, which had significantly increased in June, declined again. The rate of increase in the currency basket 

during the reporting period was more limited compared to the previous period. The weakening of 

aggregate demand conditions in the second quarter is assessed to have supported disinflation. Producer 

prices were affected adversely by geopolitical developments and showed slightly stronger increases, while 

annual producer inflation continued to remain below consumer annual inflation and reached 24.2% in July. 

Annual inflation continued to fall in the B and C indices (Chart 2.4.1). While the effects of recent exchange 

rate developments were felt in goods inflation, service inflation remained high due mainly to fuel price 

effects, backward indexation and items with strong time-dependent pricing behavior. Services inflation 

weakened, yet remained higher than goods inflation. An evaluation of developments in the last three 

months at the sub-item level indicates that the most significant contribution to the fall in annual consumer 

inflation came from the food group, followed by the services group (Chart 2.4.2). 

Chart 2.4.1: CPI, D-PPI, B Index and C Index* 

(Annual % Change) 

 Chart 2.4.2: Contributions to Annual CPI (% 

Points)  

 

 

 

Source: TURKSTAT.  Source: CBRT, TURKSTAT. 

* B index: CPI excluding unprocessed food, energy, 

alcoholic beverages, tobacco and gold. C index: CPI 

excluding food and non-alcoholic beverages, energy, 

alcohol-tobacco and gold. 

  

After increasing in April, the underlying inflation remained moderate in the subsequent period. The 

seasonally adjusted quarterly average of the indicators monitored for the underlying inflation decreased 

from 2.4% in the first quarter of 2025 to 2.2% in the second quarter and to 2.0% in the last three months 

(Chart 2.4.3). The average of six indicators suggests that the annualized underlying inflation will remain 

below 27%, while median inflation—considered a more reliable predictor—points to a level of around 25%. 

Taken together, these results indicate that annual inflation is likely to decline further (Chart 2.4.4). The 

multivariate trend inflation indicator, designed to measure the longer-term trend, was relatively flat during 

the reporting period (Chart 2.4.5).5  

                                                                        
5 For further details, see Inflation Report 2025-II, Box 2.2, “Multivariate Trend Inflation Indicator”. 
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Chart 2.4.3: Indicators of Underlying 

Inflation* (Seasonally Adjusted, Monthly % 

Change, Quarterly Average) 

 Chart 2.4.4: CPI, Underlying Inflation and 

Median* (%) 

 

 

 

Source: CBRT, TURKSTAT.  Source: CBRT, TURKSTAT. 

* Quarterly average of seasonally adjusted B and C 

indices and SATRIM, Median, exclusion of volatile items 

and DFM indicators. 

 * Annualized underlying inflation refers to the annualized 

value of the three-month average of six different indicators 

(seasonally adjusted B, C, SATRIM, Median, exclusion of 

volatile items and DFM). The annualized value of the three-

month average of the monthly value is used for the 

Median. 

In the second quarter, price increases weakened in the services and processed food groups making up the 

B index, while they edged up in core goods (Chart 2.4.6). The effects of exchange rate developments were 

felt in the prices of core goods, mainly durable consumer goods, which have high exchange rate pass-

through. The price increase in durable goods was mainly driven by automobiles and furniture. Annual core 

goods inflation increased slightly by 20.7% in July compared to the previous reporting period. In the services 

group, which remained elevated despite a decline, quarterly developments suggest that the highest price 

increase was recorded in the education and rents items —both with a strong backward-indexation 

tendency— albeit at a slower pace than the previous quarter (Table 2.4.1). Inflation in education services 

strengthened due to developments in private school fees. This group's impact on consumer inflation may 

become more evident in September as private university fees will step in. The outlook for rents inflation, 

which has shown notable inertia compared to the rest of the services group, points to a more persistent 

path than previously anticipated. Meanwhile, in services other than rents, inflation averaged 2.6% over the 

past three months, reflecting a slower pace. Price increases in transport services grew further due also to 

rising fuel prices caused by geopolitical developments. On the other hand, relatively milder price increases 

were seen in communication services as well as in the restaurants-hotels group, which is highly sensitive to 

demand conditions, exchange rate developments and food prices, led by red meat. Services items sensitive 

to demand conditions, such as package tours, also maintained a mild path. In July, a temporary increase 

was observed in the underlying inflation due to month-specific factors. During this period, price increases 

were particularly notable in services items with strong time-dependent pricing pattern (health, 

communication, etc.). 
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Chart 2.4.5: Multivariate Trend Inflation 

Indicator* (%)  

 Chart 2.4.6: B Index and Subgroups of B Index 

(Seasonally Adjusted, Monthly % Change, Three-

Month Average) 

 

 

 

Source: CBRT, TURKSTAT.  Source: CBRT, TURKSTAT.  

* Obtained applying the Stock and Watson (2016) 

MUCSVO model to monthly price changes of processed 

food and seasonally adjusted core goods and services.   

 * Processed food is not adjusted for seasonality due to 

absence of statistically significant seasonal effects. 

Domestic energy inflation has remained strong (Table 2.4.1). In the energy group, after the residential 

electricity tariff adjustment in April (20.8%), residential natural gas prices were raised (26.4%) in July. During 

the current reporting period, significant increases were observed in municipal water tariffs, which recorded 

the highest cumulative price rise among domestic energy sub-items in the first seven months of the year. 

Having dropped to USD 64 in May amid global developments, Brent crude oil prices rose sharply in June 

due to geopolitical tensions. Prices fluctuated around USD 70 after June 24 and re-assumed a downtrend in 

the first half of August. The increase in the currency basket over the past three months was more limited 

compared to the previous three months. As a result of these developments, in June and July, domestic fuel 

prices recorded noticeable increases. In July, alongside the price increases in administered items, the 

impact of the automatic lump-sum tax hikes on fuel and bottled gas were also felt markedly in domestic 

energy prices. 
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Table 2.4.1: Consumer Prices 

  
Quarterly % Change 

(Seasonally Adjusted) 
Annual % Change 

  2024 2025 2024 2025 

  III IV I II III IV I II 

CPI 9.3 7.3 8.1 6.7 49.4 44.4 38.1 35.1 

B 8.2 7.3 8.4 7.0 48.2 43.9 37.0 34.6 

C 8.6 7.7 7.9 7.5 49.1 45.3 37.4 35.6 

1. Goods 8.0 5.8 6.5 5.6 40.3 36.1 30.5 28.4 

     Energy 18.0 2.8 9.9 9.0 62.9 43.1 42.0 45.4 

     Food and Non-Alcoholic 

Beverages 
6.5 9.5 7.2 4.3 43.7 43.6 37.1 30.2 

         Unprocessed Food 6.4 13.8 3.6 4.1 43.3 50.3 39.6 30.3 

             Fresh Fruits and Vegetables  3.8 27.6 2.3 6.7 32.7 68.8 62.5 44.7 

             Other Unprocessed Food 8.1 5.2 4.5 2.3 50.1 38.8 25.5 21.4 

         Processed Food 6.6 5.6 10.5 4.5 44.1 37.7 35.0 30.0 

             Bread and Cereals  7.0 6.5 13.7 5.3 42.8 41.9 44.1 36.6 

             Other Processed Food 6.5 5.2 8.9 4.0 44.8 35.7 30.7 26.8 

     Goods (Excl. Energy and Food) 5.8 4.1 4.9 5.5 31.0 28.8 22.2 22.1 

       Core Goods 4.6 4.7 4.1 6.0 28.3 27.4 19.4 21.1 

          Clothing and Footwear 5.1 5.3 -1.0 3.4 29.9 31.7 14.0 13.8 

          Durable Goods (Excl. Gold) 4.0 3.6 5.6 7.6 22.8 22.5 18.0 22.4 

          Other Core Goods 5.3 6.0 6.0 5.5 36.6 32.6 26.3 24.8 

       Alcoholic Beverages and 

Tobacco 
15.2 -0.1 11.1 0.1 52.4 39.3 46.7 28.0 

      Gold 11.2 2.9 9.1 14.5 46.5 36.0 27.8 42.8 

2. Services 12.5 10.5 11.5 8.9 72.9 65.7 56.3 50.3 

         Rents 20.4 15.4 16.3 13.1 117.4 105.8 91.8 83.0 

         Restaurants and Hotels 10.0 8.4 7.7 5.9 65.4 57.1 43.4 35.6 

         Transport 9.7 9.8 9.9 9.2 53.9 47.5 49.6 49.6 

         Communication 6.5 4.9 7.2 1.7 55.1 44.2 33.2 21.7 

         Other Services 12.1 10.4 13.0 10.0 68.5 62.6 55.2 51.7 

Source: TURKSTAT.                 

Annual inflation in food and non-alcoholic beverages continued to decelerate in the current reporting 

period, making this group the largest contributor to the decline in consumer inflation. Annual inflation in 

the food and non-alcoholic beverages group decreased by 8.1 points to 28.0% as of July. In this period, both 

unprocessed and processed food inflation declined (Chart 2.4.7). Seasonally adjusted data indicate a 

slowdown in food inflation, albeit with divergence in sub-items, as price hikes gained strength in fresh fruits 

and vegetables while weakening in other food items (Table 2.4.1). In this period, fruits and nuts (dried fruit) 

prices rose at a rate significantly above their historical averages, due to the l frost that hit the entire country 

(Chart 2.4.8 and Zoom-In 2.2). Canned goods, confectionery and chocolate, and meat products stood out 

with above-trend price increases among other sub-items. Conversely, egg and potato prices, which had 

surged in the first quarter of the year, fell below their historical trends in this quarter, while vegetable prices 

maintained a favorable course (Chart 2.4.8). In sum, although the frost adversely affected fresh fruit prices 

in the first half of the year, the favorable course of vegetable prices partially offset this impact 

( Zoom- In 2.2). 
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Chart 2.4.7: Food Prices (Annual % Change)  Chart 2.4.8: Food Prices by Sub-Items* 

(2025Q2 % Deviation of Change from Historical 

Average, Ranked) 

 

 

 

Source: TURKSTAT.  Source: CBRT, TURKSTAT. 

  * Based on food sub-items, the difference between the 

quarterly percentage change in 2025Q2 and the historical 

average (first quarter average of the 2012-2021 period). 

Implications of the lump-sum tax increase in July were seen on the prices of alcoholic beverages and 

tobacco products. After an almost flat course in May and June, prices in this sector rose by 5.7% in July due 

to the automatic lump-sum tax increase and subsequent price adjustments by producers. As of July, annual 

inflation in the alcoholic beverages and tobacco group stood at 27.8%. 

Drivers of Inflation 

Although inflation expectations have improved, they continued to hover above the targets. According to 

the July results of the Survey of Market Participants, compared to the previous Inflation Report, 12-month-

ahead inflation expectations declined by 1.7 points, while 24-month-ahead expectations fell by 0.7 points. 

Expectations for five years ahead, however, remained broadly unchanged (Chart 2.4.9). Despite declining to 

29.7% by end-2025, inflation expectations remained above the forecast range presented in the report. 

Meanwhile, the real sector’s 12-month-ahead inflation expectation continued to decline moderately. 

Household expectations, on the other hand, posted a significant decrease in the current reporting period 

despite a limited uptick in July (Chart 2.4.10). 
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Chart 2.4.9: Consumer Inflation Expectations 

from the CBRT Survey of Market 

Participants* (%) 

 Chart 2.4.10: Consumer Inflation 

Expectations of the Real Sector and 

Households* (Next 12 Months, %)  

 

 

 

Source: CBRT.  Source: CBRT, TURKSTAT. 

* Results of the CBRT Survey of Market Participants that 

polls real and financial sector representatives as well as 

professionals.  

 * Inflation expectations of the real sector are obtained 

from the BTS, and those of households are obtained from 

the Consumer Tendency Survey. 

The diffusion index recorded a slight decline. In July, the diffusion index for headline inflation stood 

somewhat below its average in the first half of 2025. However, the persistent course in the services 

diffusion index continued to limit the fall in the headline indicator (Chart 2.4.11). To provide further insight 

into price-setting behavior, distributions of monthly price changes were produced at the five-digit item 

level. The June 2025 distribution pointed to a stronger clustering around the median and a decline in price 

increases that could be characterized as extreme values. In July, despite the emergence of some extreme 

values partly reflecting time-dependent price-setting behavior, the clustering around the median 

strengthened further (Chart 2.4.12). While inflation expectations and price-setting behavior have shown 

some improvement, they remain a source of risk for the disinflation process. 

Chart 2.4.11: DPI Diffusion Index* 

(Seasonally Adjusted, Three-Month Moving 

Average)  

 Chart 2.4.12: Distribution of CPI Monthly 

Inflation (Seasonally Adjusted, Five-Digit, CPI 

Excluding Fresh Fruits and Vegetables, Energy, 

Alcoholic Drinks and Tobacco)   

 

 

 

Source: CBRT, TURKSTAT.  Source: CBRT, TURKSTAT. 

* Calculated as the ratio of the difference between the 

number of items with increasing prices and the number of 

items with decreasing prices to the total number of items. 
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Recent data indicate that the disinflationary impact of demand conditions has increased. While growth 

was close to potential in the first quarter of 2025, it is estimated to have slowed somewhat in the second 

quarter. Indeed, among the leading indicators, the capacity utilization rate weakened in the second quarter 

(Chart 2.3.6), while quarterly industrial and services production remained almost flat (Chart 2.3.5). In the 

same period, the increase in retail sales volume (excluding gold) also lost some momentum (Chart 2.3.3). 

Against this background, aggregate demand conditions appear to have weakened, and the output gap is 

estimated to have shifted downward within the disinflationary zone (Chart 2.4.13). No significant change 

was observed in the real credit use (adjusted for exchange rate effects) in the last three months 

(Chart 2.4.14). 

Chart 2.4.13: Output Gap* (%)   Chart 2.4.14: Total Credit Change* (13-Week 

Average, FX-Adjusted, Real, Standardized 

Value)  

 

 

 

Source: CBRT.  Source: CBRT. 

* The average of eight output gap indicators calculated by 

using different methods are displayed with minimum and 

maximum values. 

 * FX- adjusted weekly credit changes are deflated by the 

CPI. The 13-week average is taken after weekly real 

changes are standardized. The mean and standard 

deviations of the series are calculated based on the 2006-

2019 period. 

As a result of recent geopolitical developments, commodity prices rose, led by the energy group. Global 

energy prices, which had been weakening amid protectionist policies in international trade, increased 

during the current reporting period—particularly in June—due to heightened geopolitical tensions, thereby 

pushing up the overall commodity index. In the same period, industrial metal prices also registered an 

increase, while the decline in agricultural prices limited the rise in the headline index. Gold prices, which 

had surged in the first four months of the year, showed some moderation in the subsequent period 

(Chart 2.4.15). Meanwhile, the increase in the currency basket during the current reporting period was 

more limited compared to the previous reporting period (Chart 2.4.16). Owing to parity developments, the 

depreciation of the Turkish lira against the euro was more pronounced, which adversely affected the prices 

of certain sub-items, such as automobiles, that are highly sensitive to euro exchange rate movements. 
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Chart 2.4.15: Commodity Price Indices* 

(2021=100)  

 Chart 2.4.16: Currency Basket* (Three-

Month % Change)  

 

 

 

Source: Goldman Sachs.  Source: CBRT. 

* As of August 11, 2025.  * USD and euro have equal weights. As of August 11, 2025. 

Percentage changes are calculated based on average 

values for respective months. 

Increases in international energy prices have also adversely affected domestic producer prices. In the first 

quarter of 2025, real unit wage growth was more moderate compared to the same period of previous years 

(Chart 2.4.17). Container and dry cargo transport costs, which rose significantly in June due to geopolitical 

developments, started to decline again in the subsequent period. Commodity prices increased, led by the 

energy group. In addition to transportation costs and energy prices, geopolitical developments also caused 

disruptions in global supply chains, and the Global Supply Chain Pressure Index rose compared to May. 

During the current reporting period, supply-side pressures increased somewhat, while the currency basket 

continued to rise, albeit at a slower pace. Against this backdrop, based on three-month moving averages, 

the underlying manufacturing inflation weakened again, whereas producer inflation rose due to the energy 

group (Chart 2.4.18). Nevertheless, annual producer inflation remained below consumer inflation, at 24.2%. 

Chart 2.4.17: Real Unit Wage per Hour 

Worked* (Value Added, 2021=100, Seasonally 

Adjusted) and Real Minimum Wage** 

(2021=100) 

 Chart 2.4.18: Manufacturing and Producer 

Prices (Monthly % Change, Three-Month Moving 

Average)  

 

 

 

Source: CBRT, TURKSTAT.  Source: CBRT, TURKSTAT. 

* Deflated by CPI. Real wage per hour worked/productivity. 

** Net minimum wage is deflated by the seasonally 

adjusted CPI. 
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Energy group-related developments and lump-sum tax adjustments made in July were noteworthy among 

the current period’s developments related to administered prices. Consumer tariffs for natural gas were 

increased in July, while industrial tariffs were raised more moderately. Significant increases in municipal 

water supply tariffs during the last three months constituted another energy-related development. Lump-

sum taxes on alcoholic beverages and tobacco products as well as on fuel and bottled gas were raised in 

line with domestic producer inflation of the first half of the year. In addition to the direct effects, fuel price 

increases are likely to adversely affect consumer inflation through transport services and logistics costs. As 

of July, the Turkish Medical Association revised health service tariffs, while the Turkish National Dairy 

Council raised the reference price of raw milk by 7% as of early August. Following the announcement of the 

2025 grain purchase price, price increases began to be observed in bread and cereal products. 

Zoom-In 2.2 

Impact of Nationwide Frost Damage on Fruit and Vegetable 

Prices 

The frost in February and April affected a wide area across Türkiye. According to TURKSTAT’s Crop 

Production 1st Estimation, the adverse impact of the frost on fruit and vegetable products, while 

negative, appears to be less severe than initially anticipated. Findings from field observations also 

support this assessment, indicating that frost damage was felt most acutely in fruits. Indeed, while 

vegetable crops are affected by adverse weather conditions, their relatively short production cycle 

allows for recovery within less than a year, implying that the impact on prices may be temporary. By 

contrast, in fruit crops—where harvesting typically occurs once a year—production cannot be 

replenished within a short period, leading to more pronounced effects on prices. Charts 1 and 2 present 

the estimated yield losses in fruits that were relatively more affected by the frost, as well as the degree 

to which the available production in 2024 met domestic consumption. Although production of these 

crops has declined significantly in 2025 compared to the previous year, the self-sufficiency ratios for 

2024 remain above 100%. In particular, apricots and hazelnuts stand out as products where domestic 

availability exceeds domestic consumption. Given that these products are also exported, the self-

sufficiency ratios in the charts are provided for indicative purposes only. 

Chart 1: Yield Loss, Self-Sufficiency Ratio (%)  Chart 2: Yield Loss, Self-Sufficiency Ratio (%) 

 

 

 

Source: TURKSTAT.  Source: TURKSTAT. 

In order to assess the impact of the frost on fresh fruit and vegetable prices, cumulative price 

developments in 2025 have been compared with historical (cumulative) averages (Charts 3 and 4). The 

purpose here is not to provide an absolute comparison, but rather to evaluate the relative position of 

current price movements. 
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Chart 3: Vegetable Prices (Cumulative Price 

Changes by Months, %) 

 Chart 4: Fresh and Dried Fruit Prices 

(Cumulative Price Changes by Months, %) 

 

 

 
Source: TURKSTAT.  Source: TURKSTAT. 

The frost episode has had an adverse impact on fresh fruit prices. In the first seven months of the year, 

while vegetable prices hovered below their historical pattern, cumulative price increases in fresh fruits 

exceeded their historical average (Charts 3 and 4). The favorable course of vegetable prices partially offset 

the impact of fruit prices, preventing a more adverse picture in unprocessed food inflation during this 

period. 
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Box 2.1 
Findings from Interviews with Firms 
The CBRT holds face-to-face meetings with firms as part of the “Economic Lens to the Real Sector” 

(RESİM)1 study. This box summarizes the findings from the interviews conducted in the April-June 2025 

period and the evaluations regarding the tourism sector, whose relative importance in economic 

activity increased during this period. 

Economic activity slowed down slightly in the second quarter of the year. 

While aggregate demand lost momentum due to domestic sales, exports continued to have a positive 

trend, and production activity weakened. The investment stance has continued to remain weak and 

this is reflected in employment plans. Demand conditions limited price increases, and the easing of 

cost pressures and price increase expectations led to a reduction in price increase plans. 

Domestic sales slowed in the second quarter. 

While the weakening of purchasing power continued due to price increases, tightening financial 

conditions and rising returns on alternative assets limited consumer spending. However, competitive 

pressure from campaigns and imported consumer goods partially mitigated the effects of the 

slowdown (Chart 1). This trend continued in July with demand pulled forward in some sectors 

supporting sales, and domestic sales at the beginning of the third quarter followed a similar trend to 

the previous quarter. 

Chart 1: Demand Perception of Firms* (Compared to the Previous 

Quarter) 

Source: CBRT RESİM. 

* Demand perception shows the evaluation made in view of the current sales, orders

and expectations of the firms. The difference series shows the difference between firms

with a positive perception of demand and those with a negative perception of demand

compared to the previous quarter and provides information on the prevalence of the

change in demand perception, not the size of the change.

Business-to-business trade remained weaker than consumer demand. Uncertainty in the demand 

outlook, tight financing conditions and receivables collection risks were the determining factors. The 

brief period of market volatility at the beginning of the quarter exacerbated uncertainty, but the share 

of firms that revised their year-end projections downward remained limited. 

1 The main purpose of this study is to obtain information on periodic production, domestic and international sales, 

investments, employment, credit conditions, cost and price developments in a timely manner, to closely monitor 

economic activity and to improve the communication between the CBRT and real sector representatives through 

meetings with firms in different sectors. The findings obtained from the semi-structured interviews constitute a high-

quality and timely source of information for monetary policy decisions. Interviews are held with firms in the 

manufacturing industry and trade and services sectors within the framework of the sample created by considering their 

weight in the total economic activity at sectoral, regional and scale levels. The charts are produced by scoring the 

anecdotal information obtained from the firm interviews. This study includes evaluations and inferences based on 

interviews with firms and does not reflect the views of the CBRT. The information and findings obtained may differ from 

the official statistics, information and findings that will be published later. 
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No significant change in the export outlook was observed. 

The increase in the euro/dollar parity and the tendency to offset losses in the domestic market 

contributed to foreign sales. The initial effects of the global trade wars continued to support exports, 

albeit at a slower pace, with additional gains achieved in the European market thanks to value-added 

products. However, competition conditions, global uncertainties and geopolitical developments 

continued to put pressure on exports. Interviews with firms held in July indicated that the negative 

effects of the global trade wars could intensify in the second half of the year, and that China could 

intensify its competitive pressure in non-US markets. 

Production weakened in the second quarter. 

For firms operating mainly in the domestic market, demand uncertainties, tight financial conditions, 

cash flow disruptions, increasing import tendency, competitive pressures and cost increases 

suppressed production. For exporters, the increased tendency toward foreign demand supported 

production. Interviews with firms held in July indicated that production in the third quarter would 

remain close to the previous quarter's levels. 

The investment stance of firms has continued to remain weak. 

Uncertainties in the demand outlook and tight financial conditions led companies to focus on 

preserving existing capacity rather than new investments. However, companies that differentiate 

themselves positively in their sectors, produce value-added products, and those that possess strong 

equity structures continued to invest. These investments were realized in the form of automation and 

modernization investments which were deemed necessary to increase efficiency, competitiveness and 

reduce costs, rather than increasing capacity. 

The employment outlook is more negative for firms operating mainly in the domestic market. 

Demand uncertainty, contracting business volume and high labor costs have limited employment 

plans. The textile and apparel sectors came to fore among the negatively affected sectors. The urge to 

retain qualified personnel has been instrumental in maintaining employment levels. 

Financing needs have continued to increase. 

While cash flow disruptions contributed to the increased need for working capital financing, cost 

pressures decreased. Financing needs for investment purposes decreased compared to the previous 

quarter. 

Business-to-business trade conditions tightened significantly in the second quarter. Firms experiencing 

difficulties in accessing credit and/or declining business volume increased their requests for maturity 

extensions. Collection delays negatively impacted cash flow, increases in bad cheque rates and news of 

arrangement for bankruptcy heightened risk perception, and firms adopted a more cautious approach 

in customer selection. 

Credit conditions tightened compared to the first quarter. Companies primarily felt this tightening 

through the interest rate channel. The decline in Turkish lira loan interest rates, which began in June, 

limited this impact. While a limited easing in access to credit was observed in July, Turkish lira loan 

costs continued to limit credit demand. 

Cost increases generally slowed, and the percentage of firms planning price increases decreased. 

The end of the annual wage increase period eased cost pressure. Input and supply costs remained in 

line with the previous quarter, while costs related to exchange rates, energy and financing increased. 

Demand and competition conditions have limited the full reflection of cost changes in prices, and 

campaigns and discounts have continued. The recent easing of cost pressure and expectations of 

moderate cost increases have supported the decline in the percentage of companies planning price 

increases. Companies plan to gradually reflect their accumulated costs in the prices. 
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RESİM Focus: Latest Developments and Expectations in Tourism 

Foreign demand increased seasonally compared to previous quarter, but remained flat annually. In 

April, demand rose in resort hotels due to the Easter Holiday and recovered moderately in city hotels 

after the slowdown in March. In May, demand stayed at seasonal levels in both types of hotels. With 

beginning of high season in June, demand fell below expectations in resort hotels due to competitive 

conditions, but seasonal increases could still be achieved with price cuts. Iran-Israel tensions led to 

reservation cancellations at city hotels. 

International arrivals are expected to increase slightly in the second half compared to last year.  

July meetings indicated a positive outlook for international arrivals with the contribution of price cuts. 

Although demand fell below predictions in July and August for resort and city hotels, occupancies for 

September and October achieved by early reservations at the beginning of the year were preserved. 

However, price cuts in July and August, which are the profitable months of high season, could not 

stimulate demand particularly in resort hotels as anticipated. Contacts from the sector reported that 

price cuts in these months could have more negative impact than in other months, but revenues could 

reach last year’s level in September and October (Charts 2 and 3). 

In this framework, travel revenues are expected to reach above 2024’s level, whereas July and August 

developments may pose a downward risk for the 2025 target (Chart 4). 

Chart 2: International Arrivals (Millions)   Chart 3: Travel Revenues (USD Billlion) 

 

 

 
 

Source: CBRT. 
 

Source: CBRT.  
 

Chart 4: International Arrivals and Travel Revenues (Annualized) 

 

Source: CBRT.  

* Travel revenues do not include international transport (local carriers) and mobile 

roaming which are covered in tourism revenues. International arrivals do not include 

Turkish citizens resident abroad. 

Firms reported that domestic tourism demand of residents remained weak. Also, the shift in their 

demand to all inclusive hotels increased the weakness in the regions dominated by boutique and small 

hotels. Firms also noted that the tendency to travel abroad rose. The number of residents travelling 

abroad rose slightly in the first six months of this year compared to last year, which is also reflected in 

the travel expenses. 
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Box 2.2 
Potential Labor Force in Türkiye 
While the unemployment rate has been declining recently, the labor underutilization rate has been 

increasing. In the first half of 2025, the underutilized labor force rose by approximately 1.9 million 

people compared to the same period of the previous year. Of this increase, 1.2 million, corresponding 

to 61%, originated from the potential labor force (Table 1). This box examines the components of the 

potential labor force, which accounted for the largest share of the increase in the underutilized labor 

force, using the (HLFS micro dataset. 

The vast majority of the potential labor force consists of individuals who are not actively seeking 

employment but state that they are willing to work and would be available to start a job within two 

weeks. Individuals in the potential labor force can be divided into two groups according to their 

response to the question on their reason for not seeking employment:1 

Discouraged labor force: Individuals who cite as their reason for not seeking employment, that 

they have previously searched extensively for a job but could not find one, people who believe 

that they will not be able to find a job suited to their qualifications, or think that they will not be 

able to find a job in the region where they live. 

Potential labor force excluding the discouraged: Individuals who are available to start work 

within two weeks but state other reasons such as continuing education, childcare/eldercare 

responsibilities, illness, having a disability or a permanent health condition, being occupied with 

household duties, family-related reasons, old age, other personal reasons, being a seasonal 

worker and other as their reason for not seeking employment. 

Table 1: Components of the Underutilized Labor Force (January-June, Thousand People) 

 
2023 2024 2025 

2025-2024 

Difference  

Unemployed (1) 3.399 3.118 2.953 -164 

Time-Related 

Underemployment (2) 
2.139 3.295 4.202 907 

Potential Labor Force (3) 3.161 3.946 5.148 1.203 

Underutilized Labor Force 

(1+2+3) 
8.699 10.359 12.304 1.945 

 

Source: TURKSTAT. 

Discouraged Workers 

As of 2024, approximately 2.2 million people are included in the discouraged labor force. The 

largest share of the discouraged labor force consists of individuals who do not seek employment 

because they believe that they cannot find a job suited to their qualifications (Chart 1). 

Compared to 2021, when indicators on the underutilized labor force began to be published 

based on actual data, the most significant increase has been observed among those who believe 

they cannot find a job matching their qualifications. On the other hand, the number of people 

who have previously searched extensively for a job but could not find one is relatively low and 

has not increased over time. Therefore, the tendency to exit the labor force due to unfavorable 

labor market conditions is not the primary determinant of the discouraged labor force. From an 

educational perspective, the discouraged labor force mainly consists of individuals with less than 

a high school education (Chart 2). This suggests that the issue of skill mismatch among highly 

educated individuals is not the primary driver of the increase in the potential labor force. Hence, 

training programs aimed at improving the skills of those with less than a high school education 

would support the participation of potential labor force members in the labor market. 
 

 

                                                                        
1 Another component of the potential labor force consists of individuals seeking employment but unable to start work 

within two weeks. The share of this group is relatively small and has not been included in the analyses presented in this 

box. 
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Chart 1: Discouraged Labor Force by 

Reasons for Not Seeking Employment 

(Thousand People) 

 Chart 2: Discouraged Labor Force by 

Education Level (Thousand People) 

 

 

 

Source: HLFS, TURKSTAT.   Source: HLFS, TURKSTAT. 

The analysis of previous employment status and reasons for leaving a job shows that a significant 

portion of the discouraged labor force consists of individuals who have never worked or worked in 

temporary/seasonal jobs (Chart 3). The share of those who were laid off or whose workplace closed 

down within the discouraged labor force is small. Taken together with the fact that the number of 

people who have previously searched extensively for a job but could not find one is low, this indicates 

that the discouragement effect caused by labor market conditions is not the primary determinant of 

the potential labor force. 

Chart 3: Reasons for Leaving Employment Among the Discouraged 

Labor Force (Thousand People)  

 

Source: HLFS, TURKSTAT. 

Potential Labor Force Excluding the Discouraged 

The other component of the potential labor force, the potential labor force excluding the discouraged, 

stood at approximately 1.9 million people as of 2024, with women making up the vast majority of this 

group (Chart 4). Although the number of both women and men in this category increased between 

2021 and 2024, the rise among women is particularly notable. Women in this group generally do not 

seek employment due to household work, childcare and adult care responsibilities (Chart 5). In other 

words, the potential labor force, excluding the discouraged, is prevalent among women with limited 

work experience, with household duties and childcare constituting the most significant constraints on 

job search. Indeed, Türkiye’s pre-school enrollment rate lags significantly behind many other 

developing countries (Chart 6). Expanding the availability of daycare and pre-school education 

facilities would increase the labor force participation of this group. 
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Chart 4: Gender Distribution of the 

Potential Labor Force Excluding the 

Discouraged (Thousand People) 

 Chart 5: Reasons for not Seeking 

Eployment in the Potential Labor 

Force Excluding the Discouraged* 

(Women, Thousand People) 

 

 

 

Source: HLFS, TURKSTAT.  Source: HLFS, TURKSTAT. 

* Other consists of other family-related reasons, other 

personal reasons, old age, those awaiting a response 

to a job application and those waiting to return to 

seasonal employment. 

Chart 6: Pre-School Enrollment Rates by Country* (%) 

 

Source: World Bank. 

* The most recent data for Australia, Austria, Switzerland, Chile, Denmark, Estonia, 

France, the UK, Mexico, the Philippines, Poland, Russia, Sweden and Jordan are as of 

2022, while the most recent data for Türkiye and the other countries are as of 2021. 

Conclusion 

The potential labor force is primarily divided into two groups with different dynamics. The 

discouraged labor force mainly consists of individuals with less than a high school education who 

believe they cannot find a job suited to their qualifications and who have either never worked before 

or have worked in temporary jobs. The potential labor force, excluding the discouraged, mainly 

comprises women who do not seek employment due to household duties or childcare, yet are willing 

to work. Given the heterogeneous structure of the potential labor force, designing labor market 

policies that consider the needs of different demographic groups could increase the labor force 

participation rate. 
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Box 2.3  

Composite Labor Market Conditions Index (CLMI) 

Recently, a divergence has been observed in the Turkish labor market between headline indicators 

and alternative measures. While commonly used indicators, such as the unemployment rate, suggest 

that labor market conditions remain tight, broader definitions of unemployment and complementary 

indicators point to a looser outlook. In this context, a composite index offering a holistic and 

consistent perspective on the labor market has been developed. This study introduces the Composite 

Labor Market Conditions Index (CLMI), constructed from 23 different labor market indicators for 

Türkiye, and examines its relationship with economic activity. 

The dataset used in the analysis covers the period from the first quarter of 2015 to the second quarter 

of 2025 and is compiled from multiple sources, including the TURKSTAT, the Turkish Employment 

Agency (ISKUR), online job posting platforms (Kariyer.net) and survey-based indicators (PMI and BTS). 

Annual changes (or, where necessary, annual differences) were computed, standardized and 

subjected to Principal Component Analysis (PCA) to extract common components. The indicators were 

then grouped into six categories: core indicators, broader indicators, complementary indicators, job 

listings, ISKUR data and survey indicators (Demir and Gül, 2025). Similar indices have been previously 

developed by central banks to evaluate labor market dynamics comprehensively. For instance, the 

Labor Market Conditions Index (LMCI), constructed by the Federal Reserve Bank of Kansas City, 

summarizes the overall labor market outlook. Hakkio and Willis (2013) used PCA to combine 24 labor 

market indicators into a single structure and defined two separate factors capturing the level and 

momentum of labor market activity.1 

For Türkiye, the first principal component derived from PCA explains approximately 46 percent of the 

total variance in the dataset and is used as the CLMI in this study. The second and third components 

explain 21 and 9% of the variance, respectively, capturing around 75% of the total variation when 

combined. The variables with the highest factor loadings in constructing the CLMI include 

employment, the combined rate of the unemployed and potential labor force, total weekly hours 

worked, labor underutilization rate, total job postings on Kariyer.net and labor force components 

(Table 1). Variables such as employment, total hours worked, labor force and job listings have positive 

factor loadings, while the unemployment rate, broader unemployment measures and applications per 

job listing have negative loadings. Accordingly, an increase in the CLMI indicates tighter labor market 

conditions, while a decline signals a loosening. Since the index is based on year-over-year changes, its 

interpretation requires comparison with the same quarter of the previous year.  

 

 

 

 

 

 

 

 

 

                                                                        
1 For a similar composite index study, see Chung et al. (2014).  
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Table 1: CLMI Factor Loadings 

Indicators Factor Loading 

Employment (TURKSTAT) 0.29 

Combined Rate of Unemployed and Potential Labor Force 

(TURKSTAT) 
-0.29 

Total Weekly Hours Worked (TURKSTAT) 0.29 

Employment Rate (TURKSTAT) 0.29 

Employed at Work (TURKSTAT) 0.29 

Composite Measure of Labor Underutilization (TURKSTAT) -0.27 

Total Number of Job Postings (Kariyer.net) 0.26 

Labor Force (TURKSTAT) 0.26 

Combined Rate of Time-Related Underemployment and 

Unemployment (TURKSTAT) 
-0.26 

Labor Force Participation Rate (TURKSTAT) 0.25 

Average Actual Weekly Hours of Work (TURKSTAT) 0.25 

New Job Postings (Kariyer.net) 0.25 

BTS Employment Expectations (CBRT) 0.19 

Unemployment Rate (TURKSTAT) -0.18 

Total Applications Per Job Posting (Kariyer.net) -0.13 

Number of Unemployed (TURKSTAT) -0.12 

Registered Unemployed (ISKUR) -0.08 
 

The evolution of the CLMI over time aligns with major economic and labor market developments in 

Türkiye (Chart 1). Economic activity slowed following monetary tightening in 2018, resulting in reduced 

employment and increased unemployment. The CLMI dropped to its lowest level in 2020 amid the 

COVID-19 pandemic but rebounded rapidly in 2021 with the post-pandemic recovery. In 2022, the 

index declined again as normalization effects became visible in the labor market. Earthquakes in the 

first quarter of 2023 led to a temporary weakening in the subsequent quarter. Monetary tightening 

policies implemented in the second half of the year helped rebalance domestic demand, leading to a 

softening in labor market conditions.  

Chart 1: CLMI over Time* 

 

Source: Authors’ calculations.  

* Standardized values. 

Chart 2 shows the trajectory of the CLMI and the labor market conditions implied by the inverse of the 

annual change in the unemployment rate over the last decade. In general, the two indicators move in 

the same direction and provide consistent signals about the overall state of the labor market. 

However, there are notable divergences in certain periods. In the first half of 2015, while the 

unemployment rate implied a weakening in labor market conditions, the CLMI-supported by the  
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positive contribution of broader indicators-pointed to stronger conditions than suggested by the 

unemployment rate. In the second half of 2017, the improvement in the unemployment rate was only 

partially reflected in the CLMI as improvements in other indicators were relatively limited. In the third 

quarter of 2018, following monetary tightening and a slowdown in economic activity, the 

unemployment rate rose sharply; however, the CLMI indicated a less pronounced deterioration since 

the weakening in other core, broader, and complementary indicators was more limited. In the second 

quarter of 2020, employment protection measures implemented during the COVID-19 period limited 

the deterioration in labor market conditions, while sharp declines in working hours and increases in 

labor underutilization rates led to a much more marked decline in the CLMI. After 2023, the 

unemployment rate generally signaled a relatively tight labor market, while alternative indicators-

driven particularly by broader indicators-pulled the index down, implying a less tight market. 

Chart 2: CLMI* and Unemployment Rate (Annual Change, Inverted)  

 

Source: Authors’ calculations.  

* Standardized values. 

The study also decomposes the contributions of different indicator groups to the index and tracks 

their divergence over time (Chart 3). These contributions facilitate a detailed interpretation of the 

index’s behavior. For example, in 2015Q1, 2015Q2, 2017Q2, 2018Q3 and 2019Q4, headline and 

alternative indicators signaled diverging labor market conditions. Such divergences became more 

prominent after 2023. In 2024, while the main indicators performed strongly, broader and 

complementary indicators pulled the index into negative territory, suggesting that overall labor 

market conditions were weaker. In 2024Q4, the contribution of the main indicators fell close to zero 

and with continued negative contributions from other indicators, the index remained negative. In the 

first half of 2025, all indicators contributed negatively to the CLMI. 

Chart 3: Contributions of the Series under Six Categories to the CLMI* 

 

Source: Authors’ calculations. 

* Denotes unstandardized raw index and contribution of its subcomponents to the index. 
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The strong correlation of the CLMI with GDP highlights its ability to track not only labor market 

dynamics but also overall economic activity. Compared to the unemployment rate or broader labor 

market indicators, the CLMI provides a clearer signal. As shown in Chart 4, the inverse of the annual 

change in the unemployment rate generally correlates positively with GDP growth. However, the CLMI 

shows a stronger and more consistent relationship. Similarly, simple regressions using GDP growth as 

the dependent variable and each of the CLMI, unemployment rate, broader unemployment measures, 

and employment as separate explanatory variables reveal that the model using the CLMI provides the 

best explanatory power (Chart 5).  

Chart 4: GDP (Year-on-Year % Change), 

CLMI and Unemployment Rate (Inverse of 

Annual Difference) 

 Chart 5: R-Square of the Regressions 

of GDP on Alternative Series 

 

 

 

Source: TURKSTAT, Authors’ calculations.  Source: TURKSTAT, Authors’ calculations. 

Moreover, regressions of GDP growth on the first three principal components demonstrate strong in-

sample predictive performance (Chart 6). While the aim is not to forecast GDP per se, these results 

underline the index's strong correlation with economic activity. The recent divergence between the 

unemployment rate and alternative labor market indicators raises the question of whether the link 

between labor market data and economic activity has weakened. However, findings confirm that the 

common component underlying labor market indicators remains closely aligned with economic 

conditions, and the CLMI captures this relationship effectively. 

Chart 6: Actual and Fitted GDP (Year-on-Year % Change) 

 

Source: TURKSTAT, Authors’ calculations. 
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These findings emphasize the importance of a comprehensive approach to analyzing labor market 

conditions rather than relying on a few headline indicators. While unemployment rates and broader 

labor market measures are widely followed, they may send conflicting signals about labor market 

strength and economic activity. A composite index based on a wide dataset offers a more accurate 

and robust assessment. Throughout 2024, core labor market indicators suggested tight conditions, 

while the index—due to the negative contributions of alternative indicators—pointed to a less tight 

labor market. In the first two quarters of 2025, core labor market indicators made only a limited 

negative contribution to the index, whereas broader and complementary indicators had a much more 

pronounced downward effect. Accordingly, the index implies that recent labor market conditions are 

less tight than suggested by headline indicators such as the unemployment rate. 
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Box 2.4  
Survey-Based Economic Uncertainty Indicator 

Uncertainty is a crucial tool in understanding the decision-making processes of economic agents. Key 

indicators such as investment, consumption and employment are directly influenced by the level of 

uncertainty. During periods of increased uncertainty, businesses delay investment, individuals reassess 

their consumption and direct their savings to risk-free assets. Following the global financial crisis and 

the COVID-19 pandemic, economic uncertainty has become a fundamental variable in generating 

future projections. In this context, the European Commission, since 2021, has developed a new 

indicator that directly measures economic predictability and allows for cross-sectoral comparison 

through the question on "the difficulty of forecasting the future"1, which was added to the Joint 

Harmonised European Union Business and Consumer Surveys.2 This box examines sectoral and overall 

economic uncertainty indicators for Türkiye, using these indicators, and compares them with EU 

countries. 

The uncertainty indicator is calculated based on the following formula, which has also been adopted by 

the EU. It involves weighting the responses to the uncertainty question. Sectoral uncertainty indicators 

for manufacturing, services, retail trade, construction and households are calculated separately. These 

indicators are then weighted3 according to the economic size of the respective sectors, resulting in an 

overall "Economic Uncertainty Indicator (EUI)" that reflects the whole country. The index value being 

below 100 indicates that the majority of participants believe economic actors do not have difficulty 

predicting their business or financial situation in the upcoming period, while a value above 100 

indicates that the majority of participants believe it has become more difficult to make predictions. 

𝐸𝑈𝐼 = (𝐷𝑖𝑓𝑓𝑖𝑐𝑢𝑙𝑡 + 0,5 𝑥 𝑀𝑜𝑑𝑒𝑟𝑎𝑡𝑒𝑙𝑦 𝐷𝑖𝑓𝑓𝑖𝑐𝑢𝑙𝑡) − (𝐸𝑎𝑠𝑦 + 0,5 𝑥 𝑀𝑜𝑑𝑒𝑟𝑎𝑡𝑒𝑙𝑦 𝐸𝑎𝑠𝑦) + 100  

Chart 1 illustrates the trend of overall and sectoral EUIs in Türkiye over time. It shows that Türkiye's EUI 

reached its highest level of 124.2 at the end of 2021, as a result of depreciation in the exchange rate. By 

March 2025, it had decreased to its lowest level of 112.0. As of July 2025, it stands at 114.9, which is 

below its historical average of 117.8. In terms of sectors, the highest level of uncertainty is observed in 

retail trade, while the lowest level is observed in industry. 

Chart 1: EUI and Sectoral Breakdown 

 
Source: CBRT, EU.  

 

 

                                                                        
1 The question "The future development of your business situation is currently: (easy/moderately easy/moderately 

difficult/difficult)" has been added for businesses, and for households, the question "The future financial 

position/situation of your household is currently (easy/moderately easy/moderately difficult/difficult)" has been included.  
2 See European Commission (2021).  
3 Economic Uncertainty Indicator = Industry*0.40 + Services*0.30 + Consumer*0.20 + Construction*0.05 + Retail 

Trade*0.05. These are the weights used in the EU calculation. 
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To analyze the impact of the monetary policy tightening implemented after 2023 on economic 

uncertainty, Chart 2 presents a comparative overview of the levels of overall and sectoral uncertainty 

indicators for the period from 2022 to 2025, as of July. During this period, the overall economic 

uncertainty indicator experienced a total decrease of 6.3 points. The most significant contributions to 

this decline stemmed from the services sector, which holds a 30% weight and recorded a 7.6-point 

decrease, and the consumer sector, with an 11.2-point decrease, holding a 20% weight. Additionally, 

the industry sector fell by 2.0 points, the construction sector by 10.5 points, and the retail trade sector 

by 8.2 points. These results demonstrate that the tight monetary policy has been effective in reducing 

the perception of uncertainty across sectors. 

Chart 2: EUI and Sectoral Breakdown 

 

Source: CBRT, EU.  

Chart 3 compares the time series of economic uncertainty indicators for Türkiye and the European 

Union. While similar overall trends are observed in both series, notable divergences occurred during 

specific periods. In December 2021, a depreciation of the Turkish lira led to a sharp increase in the 

uncertainty indicator, causing Türkiye’s indicator to rise significantly above the European Union 

average. The economic impacts of the Russia-Ukraine War, which began spreading in February 2022, 

led to a rapid increase in uncertainty within the EU. Despite the observed rise in the EU uncertainty 

index during this period, Türkiye's index remained relatively stable, creating a divergence in favor of 

Türkiye between the two series. By the end of 2023, with the war's effects weakening and the 

economic recovery in Europe, both series had balanced out at similar levels. At the end of 2024, as the 

effectiveness of the tight monetary policy implemented in Türkiye increased, the Türkiye’s uncertainty 

indicator dropped significantly below the EU average and has maintained this relatively low level 

through July 2025. This indicates that economic predictability in Türkiye has relatively increased in 

recent periods, with a consistent improvement in the perception of uncertainty. 
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Chart 3: Comparison of EUIs: Türkiye vs. EU 

 

Source: CBRT, EU.  
 

The findings suggest that the levels of economic uncertainty are not limited to domestic 

macroeconomic conditions alone; global developments, monetary policy implementations and 

geopolitical risks also directly influence this process. The depreciation of the Turkish lira at the end of 

2021 led to a sharp increase in the uncertainty indicator, while the Russia-Ukraine War, which erupted 

in 2022 and progressively deepened, raised the perception of uncertainty within the EU. However, in 

the post-2023 period, the tight monetary policy implemented in Türkiye led to a significant reduction in 

uncertainty perception both overall and across different sectors. Indeed, as of July 2025, Türkiye's 

uncertainty indicator continues to remain below the EU average, indicating a relative increase in 

economic predictability and a steady improvement in the perception of uncertainty. This trend 

contributes to more rational shaping of domestic demand and investment decisions, while also 

enhancing the effectiveness of monetary policy and fostering macroeconomic stability. 
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