TURKIYE

Tiirkiye's stabilization program continues, but disinflation has
slowed and the rise in regional tensions has disrupted reserve
accumulation. Inflation is expected to reach 29.3 percent at
end-2026, while growth is projected at 2.8 percent in 2026,
before strengthening to 3.8 percent in 2027. Maintaining tight
policies, strengthening fiscal discipline, and protecting vulner-
able households remain central to sustaining the adjustment.

Key conditions and challenges

Turkiye's post-2023 stabilization program has improved macro-
financial conditions, but disinflation remains challenging. Mon-
etary policy remains restrictive, with the Central Bank of
Turkiye (CBRT) policy rate at 37 percent since January 2026;
macroprudential measures restrain credit growth and sup-
port lira assets; fiscal policy has tightened; and growth has
slowed. Still, services and food inflation and 12-month ahead
inflation expectations remain elevated while the Middle East
conflict adds pressure.

A key challenge is to sustain disinflation while managing
slower activity. Tight financial conditions are weighing on
firms and households, especially small firms and lower-in-
come groups. Continued monetary restraint, credible fiscal
consolidation, and targeted social protection are needed
to preserve stabilization gains, while structural reforms to
improve the business environment, strengthen competi-
tion, and support innovation and skills would help unlock
productivity-led growth.

Population' Poverty’
million millions living on less than $8.30/day

85.9 3.5
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years primary (% gross)
77.4 102.4
GDP’ GDP per capita®

current US$, billion current US$

1602.1 18654.9

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

Recent developments

Activity has softened under the tighter policy stance. Real growth
slowed to 2.3 percent yoy in 2026-Q2 from 3.5 percent in 2025-Q4.
The contribution of domestic consumption and investment to yoy
growth declined, while net exports contributed negatively. Manu-
facturing remains weak: the PMI rose to 48.1 in August from 47.3 a
year earlier but stayed below 50 since April 2024. Despite the slow-
down in production, consumer confidence rose to 89.8 in July from
76.4 a year earlier, supporting domestic demand.

Labor market indicators show resilience but also persistent slack.
Headline unemployment fell to a record-low 7.6 percent in June,
one percentage point below a year earlier, but broad labor un-
derutilization reflecting part-time and discouraged workers also re-
mained high at 28.8 percent, near end-2025 levels.

Disinflation has continued, but slowly and unevenly. Annual con-
sumer price index (CPI) inflation declined to 31.5 percent in August
from 33.0 percent a year earlier, though services inflation remains
sticky at 40.3 percent and end-2026 inflation expectations stood at

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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29.4 percent as of August. The Middle East conflict pushed energy
prices up, though pass-through was partly limited by the sliding-
scale tax mechanism.

External indicators weakened and remain sensitive to shocks. The
12-month current account deficit reached around 2.2 percent of
GDP in June, compared with 1.9 percent at end-2025. Net reserves
excluding swaps stood at US$55.9 billion in end-August, lower than
around US$80 billion before the Middle East conflict in February.

Thefinancial sector remains broadly sound. The capital adequacy ratio
was16.6percentinjuly2026,above prudentialrequirementsbutslight-
ly lower than ayear earlier at 18.2 percent. Non-performing loans rose
toabout2.9percentinjulyfrom?2.2 percentayearearlier, mainlyincon-
sumer and SME segments. Restrictive policies slowed loan growth,
while high lira deposit rates support local-currency assets.

Fiscal consolidation has strengthened, supporting disinflation. The
12-month central government deficit stood at about 2.5 percent of
GDP in 2026-Q2, down from 4.4 percent a year earlier, while the
primary balance shifted to a 0.9 percent surplus from a 1.0 percent
deficit. Public debt is at 23.1 percent of GDP in 2026-Q1, down from
24.1 percent a year ago.

Poverty fell dramatically, from 10.8 percent in 2022 to 4.1 percent
in 2023, driven by increases in both wage and property income,
and continued to fall to 2.5 percent in 2024. Labor markets re-
main supportive, yet minimum wage hikes, which outpaced in-
flation in 2023, have since lagged inflation. A small reduction in
inequality is also observed between 2023 and 2024 (TURKSTAT
and the World Bank measure inequality differently: the World
Bank does not equivalize income to ensure comparability across
countries. Hence, there are differences in Gini coefficients: 41 by

TURKSTAT vs. 43.4 by the World Bank in 2024. However, the in-
dices were consistent in showing a decline in inequality).

Qutlook

Growth is forecast to slow from 3.7 percent in 2025 to 2.8 percent
in 2026, as tighter policies and uncertainty weigh on demand. In-
dustry growth is projected to slow amid weak manufacturing ac-
tivity, while agriculture growth is projected to recover significantly
in 2026, reflecting last year's low base, before being negatively im-
pacted by El Nino in 2027. Growth is projected to strengthen to 3.8
percentin 2027 and 4.5 percent in 2028 as confidence and demand
recover. Government consumption is projected higher, partly re-
flecting pre-election spending pressures.

CPl inflation is forecast to decline to 29.3 percent by end-2026 and
16.2 percent by end-2028. The current account deficit is forecast to
widen from 1.9 percent of GDP in 2025 to 2.8 percent in 2026 and
2.4 percent by 2028 as imports recover amid faster growth and en-
ergy costs stay elevated. The fiscal deficit is forecast at 3.2 percent
of GDP in 2026 and to stay around 3 percent afterwards, despite
improvements in revenues.

Risks are mainly on the downside. Premature monetary easing or
market volatility could re-ignite foreign exchange demand and ex-
change-rate pressures, slowing disinflation and reserve accumula-
tion. Higher-than-projected energy prices due to an extended Mid-
dle East conflict could further weigh on inflation and the current ac-
count. Tighter global financingand weaker EU demand could hurtex-
ports and capital inflows, pressuring the current account. On the up-
side, durable disinflation, continued credible fiscal adjustment, and
productivity-enhancing reforms could supportastronger recovery.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f
Real GDP growth, at constant market prices 5.0 3.5 3.7 2.8 3.8 4.5
Private consumption 10.5 4.5 4.1 3.7 4.2 4.7
Government consumption 2.3 -0.8 1.0 2.1 3.3 3.8
Gross fixed capital investment 7.3 2.7 7.3 3.4 3.7 4.1
Exports, goods and services -2.3 0.4 -0.6 -1.7 2.3 3.5
Imports, goods and services 12.1 -4.1 4.6 3.0 4.6 5.3
Real GDP growth, at constant factor prices 4.2 3.1 3.3 2.8 3.8 4.5
Agriculture 0.4 5.1 -8.8 7.0 0.8 1.5
Industry 3.1 2.1 2.9 1.4 2.3 3.1
Services 5.3 3.4 3.7 2.3 4.7 5.2
Employment rate (% of working-age population, 15 years+) 48.3 49.4 49.7 49.8 49.9 50.0
Inflation (consumer price index) 53.9 58.5 34.9 30.9 24.1 17.3
Current account balance (% of GDP) -3.7 -0.9 -1.9 -2.8 -2.6 -2.4
Net foreign direct investment inflow (% of GDP) 0.4 0.4 0.2 0.4 0.7 1.0
Fiscal balance (% of GDP) -5.1 -4.6 -2.9 -3.2 -3.0 -2.8
Revenues (% of GDP) 29.6 31.0 31.0 30.7 30.9 31.5
Debt (% of GDP) 28.3 23.6 23.8 25.3 25.9 26.8
Primary balance (% of GDP) -3.7 -3.1 -0.6 -0.2 0.0 0.1
International poverty rate ($3.00 in 2021 PPP)"2 0.2 0.1 0.1 0.1 0.1 0.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 0.4 0.3 0.3 0.3 0.2 0.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 4.1 2.5 2.4 2.3 2.2 2.1
GHG emissions growth (mtCO2e) 0.8 1.7 0.1 0.1 0.7 1.5

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2010-HICES, 2016-HICES, and 2024-. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using average elasticity (2010-2016) with pass-through = 0.8 based on GDP per capita in constant LCU.
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