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— Consumer inflation came in at 4.84%, above both consensus (4.2%) and our expectation (4.3%)
in Jan26, while annual inflation edged down only marginally to 30.7%. Headline inflation
deteriorated, driven by both food and core items, and we calculate seasonally adjusted (s.a.) CPI
as being higher than the Central Bank’s expectation of only a limited worsening.

— The substantial pick-up in core inflation (s.a.) stemmed particularly from basic goods inflation,
whose level surpassed its Jan25 level, confirming the importance of expectations as we could
have come to the end of the gains from real appreciation.

— In the new CPI basket, the weight of energy declined by 3.2pp, while the weight of services rose
significantly by 7.4pp. Contrary to speculative expectations, the weights of rent and food
changed only marginally. The new weights may reduce inflation volatility, but according to our
calculations, it could also strengthen inflation inertia.

— Underlying inflation trend deteriorated to 2.3%; while the 3-month trend of median inflation,
monitored by CBRT, has hovered around 2% for the past year, showing no meaningful
improvement. Beyond the second-round effects in February, there is an upside risk on
unprocessed food inflation due to Ramadan. We expect February CPI to be around 2.5%.

— Despite some improvement, inflation expectations remain elevated. Inertia remains strong, and
demand conditions are not providing disinflationary support as expected. Smaller-than-expected
rate cut in January and recent tightening steps in macroprudential measures appear to be taken
to support disinflation.

— The CBRT might keep the point target of 16% unchanged in the inflation report to be presented
on Feb 12th; however, given the upside risks, the forecast band may be revised upward for 2026.
Higher-than-expected January print and increased weight of services pose upside risks to our
year-end inflation forecast of 25% but the effects of recent policy measures should be monitored.
The inflationary pressure will require the CBRT to be cautious as we already highlighted with our
above-consensus policy rate expectation of 32% by year-end.

Challenging Near-Term Inflation Outlook: Revival in Basic Goods amid
Sticky Services

Turkstat introduced three major changes: revising the consumption expenditure classification in the
CPI basket, using National Accounts Household Final Consumption Expenditure data to determine
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expenditure weights, and updating the CPI base year to 2025 from 2003. By adopting the COICOP
2018 classification, the number of main expenditure groups increased to 13 from 12. A new group,
called as Insurance and Financial Services, was added, while communication group was renamed as
Information and Communication with an expanded scope. The goods-services differentiation was
clarified, with some items reclassified across groups. As a result of these classification and weight
changes, the share of core items in the CPI basket (Figure-1) rose significantly to 65% (+4pp rise), while
the energy share declined by 3pp to 7%. The increase in the core basket weight was driven mainly by
services, whose CPI weight rose to 38.4% (+7 pp), while the weight of core goods declined. While the
new weight composition may reduce inflation volatility, our calculations suggest that the higher weight
of services could strengthen inflation inertia (Figure 3-4).
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Figure 5. CPlI Weight Composition (% Figure 6. CPl Weight Composition* (%
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Consumer prices rose by 4.84% m/m in Jan26 (vs. 0.9% m/m in Nov25 and Dec25), significantly
exceeding both the consensus and our forecasts (4.2% and 4.3%, respectively). Despite the sharp
monthly increase, annual inflation continued its deceleration, easing to 30.65% y/y from 30.89% y/y
in Dec25. The contribution of food prices to headline inflation increased markedly to 1.6pp (vs. 1.0pp
in Jan25), driven by a deterioration in fresh food inflation. Beyond time-dependent price adjustments,
administered price increases and the direct impact of wage hikes at the start of the year, the data point
to a deterioration in the underlying trend, led by basic goods inflation. This likely reflects a correction
of the overly benign readings in recent months through more widespread price adjustments,
particularly in durable goods.

Seasonally adjusted headline inflation deteriorated to 2.9% m/m (vs. 1.7% m/m prev.), keeping the
three-month average at 2.1%. Core-C inflation also worsened to 2.5% m/m (vs. 2.0% m/m prev.), with
the deterioration mainly stemming from basic goods, whose inflation rose to 2.1% m/m in Jan26 -
exceeding its Jan25 level (2.0% m/m)- alongside persistently high services inflation at 2.7% m/m (vs.
2.9% m/m prev.). Considering sticky services inflation -whose subcomponents point to insufficient
disinflationary demand forces, the revival in basic goods inflation- suggesting that the low readings in
recent months mainly reflected delayed price adjustments amid a gradually managed currency rather
than an improvement in pricing behavior, upside risks to food inflation—with Ramadan-related effects
expected to materialize soon, the near-term inflation outlook appears unfavorable and is prone to
generate secondary effects through expectations. Therefore, the CBRT's decision to slow the pace of
rate cuts at the Jan26 meeting was not bold but rather necessary and perhaps a pause may have been
required.
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Figure 7. Consumer Inflation Indicators

Figure 8. Core C Inflation Indicators
(seasonal adj., monthly, 3-month average)
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Figure 9. Consumer Inflation Indicators

Figure 10. Consumer Inflation Indicators
Inflation (seasonal adj., monthly)

(seasonal adj., monthly, 3-month average)
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According to our calculations, the average of the underlying trend indicators closely monitored by
the CBRT deteriorated to 2.3% m/m (vs. 1.9% m/m prev.), bringing the three-month average back
to 2.0% (vs. 1.9% prev.), which implies an annualized inflation trend of around 27% in the absence
of additional tightening. Core-B and Core-C inflation rose to around 2.5% m/m (vs. ~2.0% m/m
prev.). Compared to same period last year, the monthly deterioration in median inflation (2.0% m/m

vs. 1.7% m/m in Dec25) and SATRIM (2.3% m/m vs. 1.8% m/m in Dec25) was more pronounced in
Jan26, reflecting more concentrated price increases.

By Core-C components, seasonally adjusted basic goods inflation increased sharply to 2.1% m/m
(vs. 1.0% m/m prev.), led by durable goods (2.9% m/m, +2.2pp), followed by clothing (0.6% m/m,
+0.8pp) and other basic goods (2.4% m/m, +0.3pp). Services inflation edged down to 2.7% m/m (vs.
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2.9% m/m prev., +0.2pp), driven mainly by improvements in other services (2.2% m/m, -0.4pp) and
rent (2.8% m/m, -0.4pp), followed by restaurant and hotels (2.5% m/m, -0.1), while communication
services deteriorated significantly (5.3% m/m, +1.7pp) and transportation services edged up (3.1%
m/m, +0.1pp).

According to seasonal adjusted figures, after recording relatively weak realizations in Nov25 (-0.2%
m/m) and Dec25 (1.6% m/m), in Jan26, food prices rebounded significantly (4.1% m/m in Jan26 vs.
1.3% m/m in Jan25) driven by a strong rise in unprocessed food prices (6.0% m/m) yielding an
annual inflation of 31.7% (vs. 28.3% y/y in Dec25). Looking forward, due to the potential food price
adjustments during Ramadan (Feb-Mar26), there are upside risks on the 18% annual food inflation
projection by the CBRT.

On the other hand, in Jan26 energy prices increased by 2.3% m/m (vs. 0.1% m/m drop in Dec25),
while in annual terms, energy inflation stands at 30.2%. Adjustment in SCT in fuel which is below
the change in the PPI of the last six-months in 2025 and the lower water price adjustments
contributed to a lower energy inflation compared to last year (6.1% m/m in Jan25).

On the producer side, cost push factors recorded a considerable surge (2.7% m/m), the highest rise
since last January where the minimum wage-adjustments had an effect. Furthermore, annual PPI
inflation moderated to 27.2% in Jan26 (vs. 27.7% in Dec25). While there are still risks to the
producer inflation stemming from potential carry-over effects of the minimum wage adjustment,
relatively weak energy prices compared to 2025 and controlled currency depreciation throughout
the year would be facilitating factors.

The challenges on disinflation outlook requires more effective policy mix

January inflation rose above expectations, driven by time-dependent price adjustments and high
food prices, despite supportive adjustments in administered prices and taxes. In February, inflation
could materialize around 2.5%, reflecting second-round effects and potential upside risks on food
inflation due to Ramadan. Meanwhile, the underlying inflation trend has failed to fall below 2% in
the past one year, indicating robust inertia led by especially services inflation. Although inflation
expectations have improved somewhat, they remain high and unanchored, continuing to reinforce
inertia. Indeed, 12-month-ahead household inflation expectations deteriorated in January—driven
by elevated food inflation and start of the year price adjustments—rising to 52.1%. By contrast,
expectations among market participants and firms showed only marginal improvement, coming in
at 22.2% and 32.9%, respectively; however they could again rise after January CPI surprise. As
highlighted in our latest activity report, demand conditions remain strong, failing to provide the
expected disinflationary support. Last but not the least, the increasing weight of services prices in
the CPI basket may further reinforce inflation inertia. As a result, upside risks to the inflation outlook
are increasing.

Citing the prevailing risks, the Central Bank (CBRT) delivered a 100 bps rate cut in January, contrary
to the market expectation of a 150 bps reduction. Taken together with the recent restrictive
measures on credit cards and overdraft facilities, these policy actions aimed to balance the upside
risks on inflation outlook. It will be important to closely monitor how restrictive these measures
prove to contain demand pressures. On the fiscal side, we expect the fiscal stance to turn neutral
in terms of demand conditions this year; while there might be favorable tax adjustments in favor of
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disinflation on the administered prices; indeed, Finance Minister Simsek’s statement that potential
fuel and tobacco tax hikes in July could be skipped supports this view. As challenges to disinflation
increase, the effectiveness of the economic policy coordination becomes even more critical.

The Inflation Report to be released on February 12 will be important for expectations, particularly
regarding the accounting of the 2025 deviation of inflation from target, as well as assessments of
the 2026 interim target and forecast band. The new monetary policy communication framework
states that the interim target will not be changed unless there is a clear risk, while the forecast band
may be adjusted more frequently in line with the risk balance. Accordingly, we think that while the
16% year-end point target may remain unchanged, the 13-19% forecast band could shift upward
under the current conditions. We will also closely follow the Governor’'s messages regarding the
pace of monetary easing.

Even though we assess upside risks on our 2026 inflation forecast due to the current momentum
and the rising weight of services, the effects of the recent tightening measures add uncertainty.
Therefore, for the time being, we maintain our above consensus year-end inflation forecast at 25%.
The CBRT may adjust the size of rate cuts depending on the risks on the inflation outlook. We
expect 100 bps cuts to continue at the remaining meetings in the first half of the year, with smaller
steps in the second half amid persistent inflation stickiness. In addition, we anticipate that
macroprudential measures and regulations—as seen in recent decisions—will continue to be used
actively to reinforce the policy stance. The appointment of a macroprudential policy expert to the
Monetary Policy Committee (MPC) recently may also signal this tendency. The CBRT might maintain
a tighter control over the exchange rate volatility and depreciation in the short term considering
recent challenges on inflation outlook. However, the sharp increase in seasonally adjusted core
goods inflation in January suggests that gains are gradually diminishing. As a result, a continued real
appreciation of the currency, combined with elevated inflation expectations, could support
consumer goods imports while posing downside risks to exports, potentially reinforcing the recently
deteriorating trend in the foreign trade balance.
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Figure 11. Consumer Inflation Figure 12. Services Inflation (YoY)
Subcomponents (YoY)
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Figure 13. CPI Diffusion Index (according Figure 14. Inflation Expectations (12 Month
to monthly SA changes) Ahead, %)
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Figure 15. CPlI Subcomponents Figure 16. PPl Subcomponents
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Total 4.84% 30.65% Total 2.67% 27.17%
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we
consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context
or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision
of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aware that
under no circumstances should they base their investment decisions on the information contained in this document. Those persons
or entities offering investment products to these potential investors are legally required to provide the information needed for
them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited, except
in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.



