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Introduction

This policy brief presents simulation results

examining the impact on the Philippine economy

of global oil and petroleum price shocks triggered

by geopolitical tensions stemming from U.S.–

Israel military actions (unprovoked bombing)

against the Islamic Republic of Iran. These

developments have contributed to significant

disruptions in global energy markets, including

sharp increases in oil prices and heightened risks

to key supply routes such as the Strait of Hormuz.

The analysis considers multiple scenarios,

comparing outcomes with and without

government intervention to assess the

effectiveness of different policy responses under

such external shocks.[1]

Simulations

The results of eight simulations are presented in

this policy note.

1.  Sim1 – Global oil and petroleum prices surge

by approximately 65%, rising from about

US$65 per barrel prior to the unprovoked

U.S.–Israel bombing of Iran to a peak of

US$107 per barrel. At the same time, global

fertilizer prices have increased significantly

by roughly 50%. In addition, disruptions to

the flow of key commodities—

[1] The simulation results are generated using a computable general equilibrium (CGE) model of the economy.

particularly oil and fertilizer— through the Strait

of Hormuz lead to a slowdown in the flow of

global trade. Even though there are no

Philippine vessels transiting the Strait, the

blockade exerts an indirect impact through

shifts in global market supply and prices. In this

simulation, the volume of Philippine imports of

oil, petroleum, and fertilizer slows down by 20%.

Furthermore, the government balance-to-GDP

ratio is allowed to adjust automatically in

response to the global oil and petroleum price

shock, reflecting the natural impact of changing

revenues and expenditures without the

introduction of additional policy interventions.

Various policy interventions are incorporated

into the simulations outlined below, capturing a

range of potential government responses to the

shock and their respective impacts on the

economy.

2.Sim2 – This scenario includes all the

assumptions from Sim1, with the additional

measure that all domestic taxes on oil and

petroleum are eliminated.

3.  Sim3 – This scenario includes all the

assumptions from Sim2, with the additional

measure that all domestic taxes on buses

and jeepneys are eliminated.
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 4. Sim4 – This scenario includes all the

assumptions from Sim3, with the additional

measure that all domestic taxes on food items are

eliminated.

 5. Sim5 – This scenario includes all the

assumptions from Sim4, with the additional

measure that all domestic taxes on agricultural

products and all other transportation (rail, air, and

water) are eliminated.

 6. Sim6 – This scenario includes all the

assumptions from Sim5, with one key modification:

the government balance-to-GDP ratio is held

constant. As a result, any policy shocks or

interventions that would otherwise widen the

fiscal deficit are fully and temporarily financed

through higher taxes imposed on the richest 10%

income group.

 7. Sim7 – This scenario includes all the

assumptions from Sim6, with the additional

measure that provides income assistance to the

poorest 10% income group to cope with higher

prices.

 8. Sim8 – This scenario follows the same

assumptions as Sim7, with the exception that all

domestic taxes are maintained at their pre-crisis

levels.

Results

The results presented in this policy note are

annualized and assume that tensions in the 

Strait of Hormuz persist throughout 2026, keeping

oil and petroleum prices elevated at above

US$100 per barrel. Under this scenario, sustained

high prices would have substantial negative

effects on the Philippine economy. If prices were

to rise further—for example, if Yemen’s Houthi

movement were to disrupt shipping through the

Bab al-Mandab Strait, which connects the Red Sea

and the Gulf of Aden—these adverse economic

impacts would become even more severe.

Conversely, if the conflict is resolved and market

conditions stabilize, the magnitude of these

negative effects would be significantly reduced.

The results are presented as percentage

deviations—unless otherwise specified—from a

baseline scenario defined by the absence of any

shock to global oil or petroleum prices. Within this

framework, all reported values reflect the extent

to which a given variable increases or decreases, in

percentage terms, relative to this no-shock

benchmark.

Macro Effects. Without any policy intervention, a

sustained shock to global oil and petroleum prices

lasting the entire year would reduce real GDP by

4.49% relative to the baseline (Sim 1 in Table 1),

corresponding to an annual GDP growth rate of

1.2%. 
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However, if the conflict is resolved in the second

half of the year and the economy returns to its

target growth rate of 6%, the average annual

growth—taking into account the impact of the

energy crisis in the first half—would be 3.4%. This

is lower than the 4.4% growth in 2025.

The decline in GDP reduces the tax base, leading

to a 4.1% percent decrease in government revenue

(direct income tax, indirect tax, and tariffs) relative

to the baseline. This corresponds to a substantial

revenue loss, amounting to approximately PHP

189.63 billion.

If reductions in domestic taxes are introduced as a

policy intervention to cushion the adverse effects

of the energy crisis (as modeled in Sim2 to Sim5),

they lead to a substantial loss in government

revenue. For example, under Sim5, government

revenue declines by as much as PHP 588.60

billion.  This macro imbalance is clearly not

sustainable. In contrast, when the cost of the

intervention is treated as a temporary measure

and shifted to the richest 10% of households

through higher taxes (as in Sim6 to Sim8), the

reduction in government revenue is significantly

moderated. Notably, in Sim6 to Sim8, the

government-to-GDP ratio is held constant to avoid

introducing additional macroeconomic distortions. 

Another noteworthy set of results emerges under

Sim6 to Sim8. The removal of domestic taxes

places a substantial strain on government

revenue, leading to a 21.7% decline in indirect tax

revenue in both Sim6 and Sim7. To maintain a

constant government balance-to-GDP ratio, this

shortfall necessitates a significant increase in

direct tax revenues, achieved through higher taxes

on the richest income group. In these scenarios,

direct income tax revenue must rise by 44.9%

relative to the baseline.

By contrast, in Sim8—where all domestic taxes are

retained at pre-crisis levels—the required increase

in direct tax revenue is considerably smaller. In

this case, direct income tax revenue needs to rise

by only 2.88% relative to the baseline to offset the

decline in indirect tax and tariff revenues.

Factor prices—including wages, returns to capital,

and land rents—decline relative to the baseline.

This reduction leads to lower household incomes,

which in turn results in a contraction in domestic

consumption.
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Sectoral Effects. Sectoral equilibrium effects on volumes and prices are presented in Table 2. Sim1

captures the impact of the energy shock in the absence of any policy intervention. The increase in world oil

and petroleum prices drives a sharp rise in domestic prices, with petroleum prices increasing by 64.50%

above the baseline and fertilizer prices by 45.55%. These substantial price hikes, in turn, lead to a

contraction in equilibrium volumes in the affected sectors.[2]

The energy crisis also generates significant indirect effects on energy-intensive sectors such as

transportation (including buses, jeepneys, and other modes), electricity, cement, and iron and steel. As

equilibrium prices in these sectors rise relative to the baseline, demand contracts, which leads to a

reduction in volumes.

DLSU-AKI POLICY BRIEF, 2026-04-066, APRIL 2026

[2] In these sectors, the contraction in supply – represented by a leftward shift of the supply curve – outweighs the decline in demand, which also
shifts leftward. As a result, the equilibrium outcome is characterized by a lower volume and higher price.
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The energy crisis also produces indirect effects on sectors that are relatively less energy-intensive,

although the pattern differs from that observed in energy-intensive industries. In these sectors, both

equilibrium prices and output volumes decline relative to the baseline, reflecting weaker demand and

broader economy-wide adjustments.[3]

Welfare Effects. The welfare effects are measured as a percentage of total expenditure for each household

group. The decline in economic activity resulting from the global oil and petroleum crisis leads to welfare

losses across all groups, as shown in Sim1 in Table 3. The largest decline is observed among the richest 10%

(HH10), followed by the next richest group (HH9), with the third largest drop affecting the poorest 10%

(HH1). However, while higher-income households experience relatively larger proportional losses, the

impact on their overall well-being is likely less severe than for the poorest group, for whom even smaller

shocks can have more significant consequences.
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[3] In these sectors, the contraction in demand – represented by a leftward shift of the demand curve driven by lower household income – outweighs the
decline in supply, which also shifts leftward. As a result, both equilibrium prices and output volumes fall relative to the baseline.

Welfare losses do not vary significantly across the policy interventions in Sim2 to Sim5. However, under

Sim7, favorable welfare effects are observed among the poorest household groups (HH1 to HH4). In

general, Sim6 also yields positive welfare effects across poor household groups, although HH1 experiences

a slight negative effect.

Poverty Effects[4]. The poverty effects of the energy crisis are presented in Table 4. The impacts of various

policy interventions on poverty are also shown. The crisis is projected to increase the number of people

living in poverty by 1.36 million. Among the policy responses, Simulations 5 to 7 (Sim5–Sim7) result in the

least adverse effects on poverty.
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Insights

The global oil crisis, triggered by the military escalation involving the United States and Israel and the

Islamic Republic of Iran, is expected to have significant economic repercussions for the Philippine

economy. If the crisis persists throughout 2026, economic growth could slow sharply to 1.2%, well below

the 4.4% recorded in 2024. Under a more optimistic scenario—where the conflict is resolved earlier and

growth rebounds to the target growth of 6% in the second half of the year—full-year growth would still

reach only about 3.4%.

 The most likely geopolitical outcome, however, may involve an early U.S. withdrawal from the conflict. This

would be driven less by a resolution of underlying tensions and more by mounting domestic political

pressures in the United States, including declining public approval and rising consumer prices, particularly

in the lead-up to the November midterm elections.

The policy brief evaluates several temporary policy interventions, including different combinations of

reductions in sector-specific domestic taxes. Under a policy criterion that prioritizes minimal adverse

poverty impacts and improved welfare outcomes for lower-income households, Sim7 emerges as the

preferred option within a context of sustainable macroeconomic imbalances. This scenario combines

reductions in domestic taxes with increased taxation on the highest-income groups.
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[4] The poverty effects are computed using a randomized poverty microsimulation using the CGE results and the household data in the Family Income and
Expenditure Survey.
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