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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. Siml - 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—

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
without the

revenues and expenditures

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.

2.8im2 - This scenario includes all the
assumptions from Siml, 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.

[1] The simulation results are generated using a computable general equilibrium (CGE) model of the economy.
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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 Simb, 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 Simb),
they lead to a substantial loss in government
revenue. For example, under Simb, 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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Table 1
Macro Effects (percentage difference from baseline, %)
Sim1 Sim2 Sim3 Sim4 Sim5 Simé6 Sim7 Sim8

Real GDP -4.49 -4.49 -4.48 -4.31 -4.26 -4.26 -4.27 -4.49
Government Revenue: -4.10 -5.00 -5.30 -10.48 -12.72 -1.51 -1.51 -1.73
Tariff revenue -3.65 -3.61 -3.61 -3.73 -3.83 -3.60 -3.38 -3.57
Direct tax revenue -3.15 -5.02 -3.00 -4.82 -4.67 44.48 44.49 2.88
Indirect tax revenue -3.33 -5.35 -5.9%9 -16.99 -21.77 0 -21.700 -21.72 -3.34

Change in govt revenue (Php bil.) -189.63 -231.45 -24524 -48523 -583.60 -69.84 -6993 -80.09
Factor Prices:

Wages, skilled -6.32 -6.19 -6.16 -5.92 -5.74 -5.66 -5.64 -6.32
Wages, unskilled -5.66 -5.54 -5.53 -5.40 -5.28 -5.30 -5.30 -5.68
Returns to capital -5.61 -5.46 -5.44 -5.25 -5.09 -5.05 -5.04 -5.61
Land rent -6.64 -6.56 -6.56 -5.95 -5.61 -5.07 -4.98 -6.54

Source: Author's calculation

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

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.

Table 2
Sectoral Effects (percentage difference from baseline, %)
Sim1 Sim2 Sim3 Sim4 Sim$ Simé Sim7 Sim8
Volume  Prices Volume Prices Volume Prices. Volume Prices Volume Prices Volume Prices Volume Prices. Volume Prices

Palay -0.75% =342 -0.92 -3.37 -0.96 -3.37 -0.61 -3.16 -0.82 -3.34 0.39 -2.98 0.58 -2.93 -0.38 -3.33
Com <0.60 -1.86 -0.75 -1.83 -0.77 -1.54 012 -1.63 0.14 -1.83 0.97 -1.5T 108 -1.53 -0.37 -1.50
Coconut <0.53 462 -0.65 -4.54 -0.68 -4.53 0.27 =417 0.36 498 1.04 471 1.11 -4.69 -0.35 -4.56
Sugarcane -0.53 =215 -0.66 =212 -0.69 =211 0.37 -1.98 0.34 2219 1.20 -1.9% 1.32 -1.9% -0.27 -2.00
Other crops -0.65 -3.68 0.76 -3.61 -0.78 -3.61 -0.17 -3.33 -0.05 -4.98 0.52 -4.73 0.58 -4.70 -0.50 -3.64
Other agriculture =2.20 =331 =216 -3.27 <217 -3.27 =162 =4.01 <0.7% 6,43 <0.46 -6.24 <0043 .22 <212 -3.27
Other mining =4.54 223 .14 216 =413 2.16 =421 237 =3.90 2.51 =4.08 2.65 =4.06 267 =457 228
Sugar milling -1.20 =145 -1.35 =146 -1.38 -1.45 =0.34 -4,72 -0.43 -4.79 0,58 =462 072 -4.59 -0.90 -1.40
Other food manufactures -1.72 =219 -1.86 -39 -1.89 <118 -L0® -5.17 117 =545 -0.37 -5.28% (.28 -5.26 -1.51 -11%
Rice 148 -3.20 -1.66 =3.16 -1.70 3.16 =1.34 =5.04 -1.64 517 -0.25 -4.83 <0003 -4.78 -1.05 =311
Petroleum =4.90 64,59 =4.49 62.37 «4.47 6238 =4.60 62,42 447 6247 4,89 6244 =482 62.44 5,10 64,58
Fertilizer -0.06 45.55 -0.10 45.54 -0.12 45.54 008 44.36 0.14 44.41 0.12 4440 0.16 44.40 -0.18 45.52
Cement -5.38 6.37 508 6.16 -5.07 6.16 -4.99 6,16 -4.63 6.08 -4.69 6.0 -4.70 6.11 -5.38 6.38
Iron steel -5.74 4497 -5.45 4.82 -5.44 4.52 -5.32 454 493 4.51 -4.95 4.80 -4.893 4.80 -5.75 4.87
Other manufactures =3.50 -0.06 -3.37 0.07 «3.37 =0.07 -3.51 =0.05 -3.35 «0.08 =355 0,09 -3.57 «0.09 «3.54 -0.06
Electricity -3.73 10,63 -3.67 10.27 -3.68 10.28 =377 10.36 -3.82 10.44 -3.80 1046 -3.81 1046 -3.74 10.63
Other industry -7.84 =107 =742 -L04 <740 -1.03 <706 -0.89 048 0,97 ~6.45 -0.75 644 0,74 -7.81 -1.06
Trade <0.80 -3.80 0.85 375 -0.87 -3.74 =101 -3.68 113 -3.66 -1.16 -3.65 -1.18 -5.65 <0.81 -3.81
Buses -4.86 417 -1.85 396 -4.30 L77 -4.70 1.32 -4.82 1.66 -5.14 1.60 -5.19 1.59 -4.9% 4.13
Jeepney 446 3.65 -4.49 345 -3.67 1.00 -4.12 104 -4.19 0.52 -4.72 039 -4.79 0.38 -4.63 3.58
Other transportation -146 8.88 -1.34 853 -7.31 549 -7461 8.52 -7.25 6.37 -8.47 6.14 -8.56 6.12 -T.83 8.74
Other services =1.06 -3.58 -1.13 =5.53 -1.14 -3.53 -1.45 -3.58 -1.63 -3.51 -1.88 -3.55 =151 =3.5% 113 3,60

Source: Author's calenlation

[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.

Table 3
Welfare Effects™ (ratio relative to expenditure of household group, %)

Sim1 Sim2 Sim3 Sim4 Sim5 Simb6 Sim7 Sim8
HH1 -0.0327 -0.0322 -0.0320 -0.0184 -0.0157 -0.0098 0.0133 -0.0087
HH2 -0.0134 -0.0171 -0.0179 -0.0233 -0.0306 0.0092 0.0231 0.0076
HH3 -0.0167 -0.0201 -0.0207 -0.0256 -0.0322 0.0050 0.0049 -0.0103
HH4 -0.0201 -0.0228 -0.0233 -0.0264 -0.0318 0.0002 0.0001 -0.0147
HHS5 -0.0227 -0.0250 -0.0253 -0.0274 -0.0319 -0.0034 -0.0035 -0.0181
HH6 -0.0255 -0.0272 -0.0275 -0.0283 -0.0316 -0.0070 -0.0071 -0.0216
HH7 -0.0276 -0.0291 -0.0292 -0.0297 -0.0324 -0.0098 -0.0099 -0.0241
HHS -0.0309 -0.0319 -0.0318 -0.0315 -0.0333 -0.0142 -0.0143 -0.0279
HH9 -0.0343 -0.0348 -0.0347 -0.0343 -0.0353 -0.0189 -0.0189 -0.0317
HHI10 -0.0421 -0.0428 -0.0427 -0.0470 -0.0485 -0.1002 -0.1041 -0.0535

Source: Author's calculation
*Measured in terms of EV (equivalent variation)

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 HHA4). 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.

[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.
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Table 4
Percentage Change Relative to Baseline (%)

Siml Sim2 Sim3 Sim4 Sim$ Simo6 Sim7 Sim8
Poverty Incidence, PO 11.47 10.97 10.88 6.77 5.63 5.78 5.80 11.57
Poverty Gap, P1 14.15 13.63 13.47 8.09 6.48 6.75 6.79 14.28
Poverty Severity, P2 16.26 15.69 15.51 9.04 7.11 7.43 7.46 16.46
GINI Coefficient -0.58 -0.55 -0.54 -0.83 -0.83 -0.79 -0.78 -0.56

Change in the number of poor 1,363,351 1,303,871 1,292,747 804,701 669,413 686,650 689.614 1,375,145

Source: Author's calculation

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.

[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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	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.
	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—
	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.
	Sim2 – This scenario includes all the assumptions from Sim1, with the additional measure that all domestic taxes on oil and petroleum are eliminated.
	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%.
	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.
	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.
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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.
	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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