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Key Policy Recommendations

To mitigate macroeconomic instability from energy shocks, the Bangko Sentral ng Pilipinas
(BSP) should maintain monetary discipline by ignoring first-round oil price swings, raising rates
only when shocks trigger second-round risks such as unanchored inflation expectations, wage
demands, or rising core prices. Fiscal policy must shift from blanket subsidies to targeted,
threshold-based support—digitally disbursing time-bound aid to PUV drivers, farmers,
fisherfolk, and low-income households only when predefined cost limits are breached.

To curb speculation during market spikes, the government should establish a public fuel
pricing dashboard breaking down landed costs, taxes, freight, and retail margins. Under the
Downstream Oil Industry Deregulation Act (R.A. No. 8479), such transparency enforces market
discipline without resorting to distortive price controls.

To enhance structural resilience, policymakers must strengthen strategic fuel reserves for
island provinces and critical sectors like food logistics and power generation. Concurrently, the
state should finance the renewable energy transition—expanding grid modernization, storage,
and EV infrastructure—by issuing sovereign retail "Green Bonds" to tap Overseas Filipino
Worker (OFW) remittances for local clean energy development.

Executive Summary

The Philippines is accustomed to oil price shocks, but the way these shocks reach households
is often misunderstood. Fuel prices are felt at once through jeepney and bus fares, LPG,
electricity, delivery costs, and the price of food moving across islands. Measured inflation,
however, does not always move in a clean, immediate way. That distinction matters for policy
because a quick, visible fuel shock can tempt the government to pursue broad subsidies or

aggressive rate hikes, even when the more durable inflation problem may lie elsewhere.

The study by Edra, Perez, and Valeroso found that global oil price shocks are associated with
movements in the peso and inflation, although the inflation response is estimated with
considerable uncertainty. The peso tends to react quickly. Inflation adjusts more slowly, and
the estimated exchange rate pass-through is present but limited and imprecise. In plain terms,
the exchange rate matters, but it does not appear to be the whole story. Direct cost channels—
fuel, electricity, transport, food logistics, and business operating costs—remain central to the

Philippine experience (Edra et al., 2026).

DLSU-AKI POLICY BRIEF, 2026-07-68, JULY 2026




The current setting makes the findings policy relevant. Inflation remains above the BSP’s target
range, while fuel prices continue to fluctuate amid changing global conditions, underscoring the
importance of understanding how oil-price shocks are transmitted through the economy
(Bangko Sentral ng Pilipinas, 2026; Philippine Statistics Authority, 2026). Reuters likewise
reported that food and transport costs remained important contributors (Flores & Corrales,
2026). Meanwhile, oil companies and the Department of Energy continued to monitor frequent
fuel price changes, including large rollbacks and renewed risks tied to international tensions

(Department of Energy, 2026).

The recommended response is therefore not a return to blanket fuel subsidies or price controls.
The stronger approach is a targeted oil-shock resilience framework: protect those directly hurt
by fuel costs, keep monetary policy credible, improve fuel price transparency, maintain

strategic fuel buffers, and speed up investments that reduce dependence on imported oil.

The Policy Issue

Oil shocks become political quickly because people feel them before they see them in official
statistics. A driver pays more for diesel today. A commuter pays higher fares soon after. A small
food seller notices that deliveries cost more. Yet the research shows that the path from world
oil prices to CPI inflation is indirect and uneven (Edra et al.,, 2026). This is the core policy
problem: the public experiences an immediate burden, while macroeconomic data may show a

delayed, more complex adjustment.

For the Banko Sentral ng Pilipinas (BSP), the danger is misreading a supply shock as a demand
shock. Raising rates too much in response to a temporary oil spike can slow output and credit
growth without producing more oil. Doing too little, however, can also be risky if transport fares,
wages, food prices, and expectations begin to adjust together. For fiscal authorities, the
challenge is similar. Relief is sometimes necessary, but broad fuel subsidies are expensive and

often leak to people who do not need them most.
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The Philippines has an added complication: geography. Because goods move across islands, oil
prices affect not only private motorists but also the movement of rice, fish, vegetables,
construction materials, and basic consumer goods. This makes fuel policy a food-price,
transport, and livelihood issue, not merely an energy issue.

What the Research Says

The paper uses an SVAR-MIDAS model covering the period from January 2001 to December
2024. The design is useful because it combines daily Brent crude oil prices and exchange rates
with monthly inflation and quarterly output growth. This avoids forcing fast-moving oil-market

information into a purely monthly model and gives a clearer picture of timing (Edra et al., 2026).

The main findings can be summarized as follows:

Finding Policy Meaning

Exchange rate monitoring matters, but the
peso alone should not be treated as the full
inflation channel.

The peso reacts quickly to oil shocks, but
the effect is short-lived.

Policy should allow for lags and should not
assume that every oil spike will become a
persistent inflation surge.

Inflation responds more gradually and with
less precision.

BSP credibility and expectations
management remain important, but fiscal
and energy measures are also needed.

Exchange rate pass-through exists but
appears limited.

Authorities should be more vigilant when oil
shocks occur in an already elevated-
inflation environment.

Pass-through may be stronger during high
inflation (exploratory evidence).

The policy mix should protect growth and
livelihoods, not only reduce headline
inflation.

Output effects appear more pronounced
than persistent inflation effects.

Source: Adapted from Edra et al. (2026)
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The practical interpretation is simple: oil shocks should be watched closely, but they should not
be treated as a one-channel problem. A peso movement can amplify imported costs, but
households often suffer through more direct channels—diesel for transport, LPG for cooking,
electricity generation, and logistics costs that work their way into food and retail prices (Edra et

al., 2026).

Recent Philippine Context

The issue is not theoretical. Recent developments provide useful context for the study’s
findings. In May 2026, the Philippine Statistics Authority reported headline inflation at 6.8%,
down from 7.2% in April but still high relative to the BSP's 2025-2028 target of 3.0% with a plus-
or-minus one percentage point band (Bangko Sentral ng Pilipinas, 2026; Philippine Statistics
Authority, 2026). The easing was welcome, but it did not remove the pressure on households

because food and transport remained sensitive to earlier fuel and supply shocks.

Fuel-price movements also remained uneven. Reports in late May and early June 2026 pointed
to large expected rollbacks following earlier increases (Department of Energy, 2026), while
renewed tensions in the Middle East raised the possibility of another diesel price hike (Flores &
Corrales, 2026). This kind of back-and-forth is exactly why policy needs a standing framework

rather than improvised relief every time oil prices move.

The lesson from recent conditions is that oil shocks are not isolated events. They can affect
inflation expectations, wage discussions, public transport petitions, the cost of food movement,

and the fiscal position of the government. A narrow response will miss these connections.
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Policy Options Considered
Option 1: Bring back broad price controls or blanket fuel subsidies. This is politically attractive
during fuel spikes, but it is fiscally costly, weakens price signals, and often benefits larger fuel

users more than poor households.

Option 2: Rely mainly on monetary tightening. This can help anchor expectations, especially
when second-round effects appear. But oil shocks are largely supply-side. Interest rates cannot

directly lower world oil prices, bring down freight costs, or speed up fuel imports.

Option 3: Use a coordinated oil-shock resilience framework. This is the preferred option. It
accepts that different agencies must do different jobs: BSP anchors expectations, fiscal
authorities protect vulnerable groups, Department of Energy improves supply resilience and
transparency, and long-term energy policy reduces the country's exposure to imported oil over

time (Department of Energy, 2024).
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Recommended Policy Package

1. Keep monetary policy credible but avoid overreacting to temporary oil movements. The BSP
should continue distinguishing first-round oil price effects from second-round pressures. A rate
response is more justified when oil shocks start changing inflation expectations, wages,

transport fares, and core prices.

2. Use targeted support rather than blanket subsidies. Assistance should focus on PUV drivers,
fisherfolk, farmers, low-income commuters, small delivery workers, and poor households.
Support should be time-bound, digital where feasible, and triggered by clear oil-price or

transport-cost thresholds.

3. Make fuel pricing easier for the public to understand. A simple public dashboard showing
landed cost, taxes, freight, margins, and weekly adjustments would help reduce suspicion during
price spikes. Transparency is not the same as price control; it is a discipline device for a

deregulated market (Republic Act No. 8479, 1998).

4. Strengthen strategic fuel buffers. Although Edra et al. (2026) do not directly examine fuel
inventories or reserve policies, reducing exposure to supply disruptions remains an important
complement to macroeconomic stabilization efforts. Policymakers may consider strengthening
emergency fuel reserves or other supply-security arrangements, particularly for transport, food

distribution, power generation, and island provinces that are more vulnerable to disruptions.

5. Finance the shift away from imported oil. The country should expand renewable energy,
storage, grid modernization, EV infrastructure, and energy-efficiency programs. One practical
instrument is a retail sovereign green bond marketed partly to OFWSs, allowing remittances to

help finance local solar, wind, storage, and island energy projects.
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Implementation Priorities

Period

Priority actions

Lead agencies

0-6 months

Activate targeted fuel
vouchers when thresholds are
reached; publish a weekly
fuel-price dashboard; monitor
oil, peso, fares, food prices,
and inflation expectations
jointly.

BSP, DOE, DOF, DSWD, LTFRB,
NEDA

6-24 months

Institutionalize rules-based
fuel assistance; strengthen oil
inventory monitoring; improve
competition oversight; and
review the operation of
petroleum excise-tax
provisions under the TRAIN
Law (Republic Act No. 10963,
2017) during extreme oil-price
shocks.

DOE, DOF, DTI, PCC, Congress

2-5 years

Scale renewable energy,
storage, island microgrids, EV
infrastructure, and retail
green bond financing.

DOE, DOF, NEDA, LGUs,
private sector
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Conclusion

Oil-price shocks will continue to test the Philippines. The research suggests that the inflationary
effects of oil-price shocks are neither automatic nor immediate, and the exchange rate is only
one part of the story (Edra et al.,, 2026). This calls for a more careful response: not panic
tightening or open-ended subsidies, but a calibrated mix of credible monetary policy, targeted

relief, transparent fuel markets, supply buffers, and faster energy diversification.

The policy goal should be straightforward: protect households today without locking the

country into the same vulnerability tomorrow.
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