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Turkish disinflation dips below central
bank’s forecast range
Turkey's CPI surprised to the downside once again in December.
Annual inflation has maintained its downward trajectory, moving
slightly below the central bank’s forecast range in 2025

Istanbul, Turkey. We're
expecting inflation this
year at 22%, but risks
are skewed to the
upside

At 0.9% month-on-month, Turkish inflation came in slightly below both consensus and our call of
1.0%. Annual inflation came in at 30.9% year-on-year vs the Central Bank of Turkey's 31-33%
forecast range in the latest inflation report, with a drop from 31.1% a month ago. December 2024
saw an increase of 1.0%, while the month's average of the 2003-based index for the last five years
was 4.0%, indicating that the base effect was not favourable for this year.

Core inflation (CPI-C) rose by 0.6% MoM, bringing the annual rate down to 31.1% on the back of
modest nominal Turkish lira depreciation in addition to a slow pace of increase in the PPI,
which keeps costs for producers under control. In December, PPI stood at 0.75% MoM, up 27.7%
YoY vs a month ago. While the data illustrates a notable weakening in cost pressures compared to
last year – also attributable to supportive currency developments – global commodity prices, and
particularly oil prices in the current geopolitical backdrop, will likely remain the key determinant of
the PPI trend over the coming period. 
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Preliminary seasonally adjusted data (set to be published by TurkStat and closely monitored by
the CBT) indicates that, in three-month moving average terms, the underlying inflation trend is
likely to improve. This is despite the monthly data showing an uptick in December driven by goods,
reflecting the impact of food prices.

Inflation outlook (%)
Core = CPI excluding energy, food & drinks, alcoholic beverages, tobacco, gold

Source: TurkStat, ING

Breaking down the data:

The food group made the largest contribution to monthly inflation (0.48ppt). While the price
increase in processed food lost pace compared to the same month of 2024, unprocessed
food turned out to be one of the major factors weighing on the headline inflation. Annual
food inflation stood at 28.3% vs the CBT’s expectation for this item at 32.3% for this year.
The housing group was another large contributor (0.24ppt). The key issue worth mentioning
in this group is the continuing momentum loss in rent inflation after large increases in
recent months.
On the flipside, negative impacts on the headline rate came from clothing (-0.18ppt) due to
seasonality and transportation (-0.16ppt), with a drop in oil prices limiting the monthly
change in December CPI.

As a result:

Goods inflation fell slightly to 25.0% YoY, while core goods inflation also improved at 17.7%
YoY.
Services inflation maintained its downtrend and stood at 44.0% YoY, which is still elevated
and demonstrates the extent of the inertia.
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Annual inflation in expenditure groups

Source: TurkStat, ING

Overall, while the December figures came in lower than expected due to non food prices,
disinflation in 2025 proved slower, driven by persistent pricing pressures in food and the
difficulty of achieving services disinflation, which requires a marked improvement in price
setting behaviour and inflation expectations.

Looking at some of the drivers that could impact disinflation in 2026:

The exchange rate will likely remain supportive of disinflation, as the CBT reiterated1.
that the exchange rate regime will be maintained in 2026, and this implies a
continuation of TRY’s gradual real appreciation. 
The government raised the minimum wage by 27.0%, close to market expectations.2.
A central bank study indicates that a 1% nominal increase in the minimum wage
increases CPI inflation by 0.06-0.08 points in the first quarter, and by 0.08-0.12 points
over a one-year period. Based on these findings, the potential impact on consumer
inflation is estimated to be between 2.2-3.2ppt. Given that this met expectations,
however, there should not be significant adjustments in inflation forecasts.
Administrative price adjustments seem to be lower than the revaluation rate (derived3.
from the PPI), close to the CBT’s target at 16% for this year. On the other hand,
TurkStat’s update of CPI weights – based on “Household Final Consumption
Expenditures” from National Accounts – together with the trajectory of global
commodity prices, particularly oil, adds uncertainty to the outlook.

Given this backdrop, we expect 2026 inflation at 22%, and risks are significantly on the
upside. The December data should encourage the CBT to continue its rate cuts this month
by 150bp, but continuing inflation risks could keep the bank cautious with a lower 100bp
cut, in our view.
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