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Policy Recommendations

The Philippines should not revive the Oil Price Stabilization Fund (OPSF). Although politically

attractive during periods of rising fuel prices, the OPSF is a blunt and fiscally risky instrument that is

poorly targeted and difficult to govern effectively. 

The more efficient and equitable response is to preserve downstream deregulation while

implementing EO No. 110's UPLIFT framework in a targeted, temporary, transparent, and fiscally

disciplined manner—with clear eligibility rules, time-bound assistance, fiscal caps, and transparent

monitoring and reporting. 

Blanket excise tax suspension suffers from the same fundamental weaknesses. Although it may ease

pump prices in the short run, it is fiscally expensive, poorly targeted, and only partially responsive to

how oil shocks most severely affect low-income households, who are more exposed through food

prices, transport fares, and electricity than through direct fuel purchases. 

The policy challenge is not to suppress price signals across the board, but to cushion the sectors and

households through which oil shocks most strongly translate into inflation and welfare losses. 

Policy should prioritize vulnerable households and high-pass-through sectors: public transport,

agriculture, fisheries, food logistics, fertilizer- and input-sensitive farming systems, and electricity-

sensitive low-income consumers, alongside stronger transparency and competition monitoring,

strategic reserves, supply diversification, and tightly-bounded emergency tax flexibility where

justified. 

Immediate relief should be paired with measures that reduce long-run oil dependence, including

accelerated deployment of electric buses in major mass-transport corridors, to cushion current

shocks and strengthen resilience against recurring oil-price spikes.
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Background

Global oil prices have risen sharply following the

escalation of renewed geopolitical conflict and

severe disruption in the Strait of Hormuz, a critical

maritime route for global energy shipments. From

a pre-conflict level of approximately US$72 per

barrel, Brent crude has surged to nearly US$150

per barrel as of mid-April 2026 (Reuters, 2026), a

roughly twofold increase, as tanker attacks and

fears of sustained supply disruption persist

despite a large coordinated reserve release by the

International Energy Agency.

For the Philippines, this matters because the

country remains heavily dependent on imported

petroleum and is vulnerable to external shocks in

shipping, farm inputs, and food systems. Elevated

global fuel prices quickly translate into higher

domestic transport and logistics costs, whereas

disruptions in Gulf-linked supply chains raise

fertilizer prices, increasing farm production costs

and placing further pressure on food prices.

Roughly 98% of the Philippines’ crude oil imports

and 45% of global sulfur exports used in fertilizer

production pass through the Strait. For an import-

dependent economy, the policy response should

therefore focus not only on fuel relief but also on

food logistics, farm input access, and the

resilience of domestic supply chains.

These developments have revived public debate

over whether the Philippines should restore the

Oil Price Stabilization Fund (OPSF), suspend fuel

excise taxes, or move toward re-regulation of the

downstream oil industry. But the policy context

has now changed materially. On March 24, 2026,

EO No. 110, s. 2026 declared a state of national

emergency and activated the Unified Package for

Livelihoods, Industry, Food, and Transport

(UPLIFT) as the government's whole-of-

government response framework (Presidential

Communications Office, 2026). The more relevant

policy question is therefore whether the crisis

should be addressed through broad price

suppression or through targeted, time-bound, and

coordinated emergency support.

How the Oil Shock Transmits to the Philippine

Economy

Table 1 shows that if elevated oil prices persist

throughout 2026, real GDP could fall by 4.49%

relative to a no-shock baseline, equivalent to 1.2%

annual growth. Under a partial-recovery scenario,

where the conflict resolves mid-year and growth

rebounds to the government's 6% target in the

second half, average annual growth would still

reach only around 3.4%. This is well below the

4.4% recorded in 2025. The GDP contraction

reduces the tax base, with government revenue

projected to decline by PHP 189.63 billion.
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Factor prices similarly decline, with skilled

wages falling by 6.32%, unskilled wages 5.66%,

returns to capital 5.61%, and land rents 6.64%

relative to baseline. These all translate directly

into lower household incomes and reduced

consumption. These results are presented

across eight policy scenarios in Table 1.

The oil shock also generates immediate

inflationary pressure. As of March 2026, the

Philippines' inflation rate reached 4.1%,

exceeding the Bangko Sentral ng Pilipinas’ 2-4%

target band, with fuel prices surpassing PHP

100 per liter and diesel experiencing the largest

single increase. A study by Terosa (2026)

quantifies how these price shocks propagate

across the economy through inter-industry

linkages. 
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 As shown in Table 2, a 10% increase in the price

of refined petroleum products alone would

push inflation up by 0.68 percentage points.

Accounting for downstream effects on

electricity, land transport, and air transport, the

combined inflationary pressure may be

substantially larger. Food products consistently

emerge as among the most affected industries

across every transmission channel analyzed. On

the supply side, a 1-peso reduction in the supply

of refined petroleum products is estimated to

reduce total economic output by PHP 4.68—the

largest output multiplier among all sectors

examined. Construction, retail trade, and food

products face the most severe production

declines under supply disruption scenarios

[1] The simulation results presented in this brief are drawn from a companion CGE analysis; see Cororaton (2026) for the full technical discussion.
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With an uncertain end to the U.S.-Iran conflict,

these developments have renewed public

debate over whether the Philippines should

restore the OPSF or move toward re-regulation

of the downstream oil industry. This highlights

the need to understand why the OPSF was

established and later abolished.

What Led to the Establishment of OPSF and

its Subsequent Abolishment?

The OPSF was established in 1984 in response

to rising world oil prices and external debt

pressures from the foreign exchange crisis by

reducing the frequency and magnitude of

domestic fuel-price adjustments arising from

exchange-rate fluctuations and global oil price

changes. The fund served as a buffer between

world prices and consumer prices.  

When global oil prices or exchange rates move

unfavorably, companies were reimbursed the

difference between actual import costs and

fixed selling price (Mendoza, 2014). When actual

import costs fall below the regulated selling

price, the difference must be contributed to the

OPSF. It is also funded in part by ad valorem and

specific taxes on oil products (Navarro, 2022).

Over time, it became associated with fiscal

strain, administrative complexity, and policy

distortions. Its collapse was triggered by the

Iraqi invasion of Kuwait in 1990, and by early

1995, it was effectively drained, as prices were

rarely adjusted due to political pressures of

upcoming elections. The Philippine National Oil

Corporation (PNOC) had to inject PHP 10 billion

to bail it out (Mendoza, 2014). 
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Policymakers eventually recognized that the OPSF

was no longer financially sustainable, and Republic

Act No. 8479 formally abolished it, operationalizing

deregulation through market-based pricing and

converting all outstanding OPSF claims into national

government accounts payable (Mendoza, 2014).

Why Reviving the OPSF Is Not Advisable

1.It is poorly targeted. A generalized fuel-price

stabilization mechanism benefits all fuel consumers,

including higher-income households with greater

vehicle ownership and fuel consumption. The

Philippine Institute for Development Studies (2022)

reported that the richest 20% of households account

for roughly half of total fuel expenditure, whereas

the poorest 20% account for only a very small share. 

Poor households are less exposed to all shocks

through direct fuel purchases, but they are highly

exposed through indirect channels such as food

prices, public transport fares, and electricity. Lower-

income deciles spend relatively more on food,

reaching up to 60% of total household expenditure

in the lowest decile, approximately twice the share

observed among upper decile households. 

This means that a broad stabilization fund would

disproportionately benefit better-off households

rather than the poor. Moreover, a 10% increase in

oil prices could increase inflation by as much as 68

basis points (Terosa, 2026), with the burden

disproportionately falling on poorer households

for whom food represents a larger share of total

spending. If the main burden on poorer households

comes through indirect channels, then the

response should also be targeted to those

channels.

2.It creates fiscal risk. When international oil prices

rise sharply and persistently, the cost of keeping

domestic prices artificially low becomes very large.

A stabilization fund can quickly become

underfunded, requiring public resources that may

crowd out spending for health, education, social

protection, and infrastructure. The historical

experience of the OPSF showed that such

mechanisms are vulnerable to depletion and

diversion, as it consistently paid out more in

reimbursements to oil companies than it collected,

leading to a growing accumulation of unpaid claims

and a separate PHP 5 billion Petroleum Price

Standby Fund drawn from the national budget to

bail out OPSF (Navarro, 2022).
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These historical lessons are especially concerning

given the Philippines' current fiscal position. The

Bureau of the Treasury (BTr) reported that national

government outstanding debt reached PHP 17.71

trillion as of December 2025, a 10.32% increase from

December 2024. The Iran-U.S. conflict intensifies this

pressure, where a weakening peso and rising oil prices

inflate the import bill and widen the fiscal gap.

Although economic managers maintain that debt

remains manageable if growth outpaces borrowing,

slower-than-expected growth in 2025 due to natural

calamities, corruption scandals, and now

compounded by global political tensions, has put this

assumption under strain. With limited fiscal space,

maintaining low domestic fuel prices through a

stabilization fund risk repeating the same pattern of

depletion, bailout, and budget displacement.

3.It is difficult to administer. The downstream oil

market today is more complex than during the earlier

OPSF period, with around 400 industry players

providing various downstream oil services. Monitoring

cost structures, validating reimbursement claims, and

preventing misuse would require significant

administrative discretion and oversight. In a market

with many players, this raises both technical and

governance challenges. Political interference remains

just as threatening as during the OPSF years.

Policymakers repeatedly failed to implement

necessary price increases, even rolling back an

increase in February 1994 due to public pressure,

which accelerated the fund's depletion (Navarro,

2022). With the upcoming 2028 elections and

threats of political destabilization, the discipline

required to manage a stabilization fund

responsibly remains a serious concern.

4. It weakens price signals.  Although painful, rising

fuel prices signal scarcity and encourage

conservation, improved logistics, energy

efficiency, and substitution toward less fuel-

intensive modes of production and transport. A

broad stabilization mechanism dampens these

incentives and may delay adaptation. 

5.It is a backward-looking response to a structural

problem. The current oil-price shock reflects

geopolitical and external market risks. As a small

net-importing country with a negligible share of

global oil consumption, the Philippines is a price

taker in the global oil market. It cannot influence

the source of the shock but can only manage its

domestic transmission. Reviving the OPSF

addresses the symptom, not the underlying

vulnerability: high dependence on imported fuel,

limited buffers, and insufficient energy

diversification. A temporary crisis should not

trigger a return to a structurally weaker policy

regime.
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Implications of EO No. 110, s. 2026 on the UPLIFT

Program

The case against the OPSF is not a case for inaction.

The government has already recognized this through

EO No. 110, s. 2026, which activates UPLIFT as a

whole-of-government response framework. This brief

argues that UPLIFT, when properly implemented and

governed with the right safeguards, addresses

precisely the failures that made the OPSF inadequate. 

By declaring a state of national energy emergency and

activating UPLIFT, the government has moved toward

a whole-of-government framework for temporary,

coordinated, and targeted response measures. This

strengthens the argument against reviving OPSF. A

standing fuel-price stabilization fund would socialize

oil-price risk broadly and inefficiently, whereas UPLIFT

allows support to be directed toward the sectors and

households most exposed to the shock. However,

UPLIFT should not be treated as a blank check. This

brief supports it in principle while insisting on four

safeguards: clear eligibility rules, time-bound

assistance, fiscal caps, and transparent monitoring

and reporting. Without these safeguards, even an

emergency framework can drift toward leakage, weak

targeting, and quasi-permanent subsidy dependence.

Implications of Removing or Suspending the

Fuel Excise Tax

Beyond the OPSF debate, a related proposal has

gained traction: suspending fuel excise taxes.

Although different from a stabilization fund, it

shares the same weaknesses: poor targeting, fiscal

cost, and price signal distortion. Calls to suspend

excise taxes are understandable during sharp oil-

price increases because they provide immediate

relief at the pump. However, the policy has four

key implications. 

First, it creates significant foregone revenue at a

time when fiscal space is constrained. The

Department of Finance estimates that a full

suspension of petroleum excise taxes could cost

roughly PHP 136 billion if implemented by May

2026 (Punongbayan, 2026). Simulation results

shown in Table 3 reinforce this concern wherein

removing all domestic taxes on oil and petroleum

while accounting for the current economic

slowdown leads to a loss of PHP 231.45 billion in

government revenue. Layering in further tax

eliminations on bus and jeepney transportation,

food items, and agricultural products and other

transport modes produces only limited additional

output gains, while cumulative revenue losses

reach PHP 588.60 billion.
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Second, it is poorly targeted, with higher-income households capturing a disproportionate share of benefits.

The bottom 30% of households receive only 17.3% of foregone gasoline excise revenue and 2.5% of diesel,

whereas the top 30% capture 47.5% and 84.9%, respectively (Punongbayan, 2026). Aside from the

distributional problem, third, is that blanket suspension weakens the price signal that encourages

conservation and adjustment toward less oil-intensive behavior.

Fourth, it does not efficiently address the main welfare problem of poorer households, who are more

affected through indirect channels such as food, transport, and electricity rather than direct fuel purchases.

Further evidence confirms that household welfare changes little for lower-income groups across broad tax

removal scenarios. By contrast, redirecting fiscal resources toward income assistance for the poorest 10%,

from temporary higher taxes on the richest 10% (Table 3, Sim7)—an UPLIFT type of framework—turns welfare

positive for the bottom four household deciles at a government revenue cost of only PHP 69.93 billion

compared to PHP 588.60 billion under cumulative tax removal. 
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A Better Policy Response

A. Targeted and time-bound subsidies under

UPLIFT. Provide temporary support to the most

affected and economically sensitive groups,

including public utility vehicle (PUV) drivers,

farmers, fishers, and vulnerable households facing

higher food and commuting costs. In addition,

support measures should help cushion the rise in

farm-input costs, especially where fertilizer price

increases threaten productivity and food supply.

Recent government announcements on fuel support

for PUV drivers reflect this direction, which would

achieve the same protective objective at far lower

cost than blanket fuel tax suspension.

B. Stronger market transparency and competition

monitoring. Maintain deregulation, but strengthen

oversight of price adjustments, inventory levels,

discount programs, and emergency support

implementation. Regular disclosure of price

components and closer scrutiny of market behavior

can improve public trust and deter anti-competitive

conduct.

C. Strategic reserves for emergencies. Public oil

reserves are more defensible as a contingency tool

for severe supply disruptions than as a routine

price-smoothing device. Strategic stockholding can

help manage extreme disruptions without

committing the state to generalized recurring

subsidies.

D. Supply diversification and bilateral sourcing.

The Philippines should continue efforts to widen

its pool of oil suppliers and reduce exposure to any

single conflict-affected region. Given the current

Hormuz disruption, this should include supply

diversification and bilateral arrangements to

ensure access to fuel during crises, and

contingency planning for fertilizer and essential

food-input supply chains.

E. Emergency tax flexibility with safeguards. If high

oil prices persist, temporary tax relief may be

considered, but only under a rules-based

framework with clear triggers, sunset provisions,

and fiscal safeguards. A blanket suspension of fuel

excise taxes should not be treated as the default

response because it is fiscally costly, poorly

targeted, and likely to benefit higher-consumption

users disproportionately.

F. Broader revenue reform is a separate question.

Broader questions of progressive taxation and

medium-term crisis financing are important, but

they should be treated separately from the

immediate design of oil-shock response. Structural

tax reform may improve equity and long-run fiscal

capacity, but it is not a substitute for choosing the

right emergency policy instrument. 
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G.Diversifying energy sources and transport systems. The recent oil price shock has exposed a deeper

vulnerability in the economy—its heavy reliance on oil-based power generation and transportation systems.

This underscores the need to accelerate energy diversification, strengthen public transport and logistics

systems, and expand the country’s transition toward renewable energy sources.
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	Background Global oil prices have risen sharply following the escalation of renewed geopolitical conflict and severe disruption in the Strait of Hormuz, a critical maritime route for global energy shipments. From a pre-conflict level of approximately US$72 per barrel, Brent crude has surged to nearly US$150 per barrel as of mid-April 2026 (Reuters, 2026), a roughly twofold increase, as tanker attacks and fears of sustained supply disruption persist despite a large coordinated reserve release by the International Energy Agency.
	For the Philippines, this matters because the country remains heavily dependent on imported petroleum and is vulnerable to external shocks in shipping, farm inputs, and food systems. Elevated global fuel prices quickly translate into higher domestic transport and logistics costs, whereas disruptions in Gulf-linked supply chains raise fertilizer prices, increasing farm production costs and placing further pressure on food prices. Roughly 98% of the Philippines’ crude oil imports and 45% of global sulfur exports used in fertilizer production pass through the Strait. For an import-dependent economy, the policy response should therefore focus not only on fuel relief but also on food logistics, farm input access, and the resilience of domestic supply chains.
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	Factor prices similarly decline, with skilled wages falling by 6.32%, unskilled wages 5.66%, returns to capital 5.61%, and land rents 6.64% relative to baseline. These all translate directly into lower household incomes and reduced consumption. These results are presented across eight policy scenarios in Table 1.
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	With an uncertain end to the U.S.-Iran conflict, these developments have renewed public debate over whether the Philippines should restore the OPSF or move toward re-regulation of the downstream oil industry. This highlights the need to understand why the OPSF was established and later abolished.
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	Why Reviving the OPSF Is Not Advisable
	1.It is poorly targeted. A generalized fuel-price stabilization mechanism benefits all fuel consumers, including higher-income households with greater vehicle ownership and fuel consumption. The Philippine Institute for Development Studies (2022) reported that the richest 20% of households account for roughly half of total fuel expenditure, whereas the poorest 20% account for only a very small share.
	Poor households are less exposed to all shocks through direct fuel purchases, but they are highly exposed through indirect channels such as food prices, public transport fares, and electricity. Lower-income deciles spend relatively more on food, reaching up to 60% of total household expenditure in the lowest decile, approximately twice the share observed among upper decile households.
	This means that a broad stabilization fund would disproportionately benefit better-off households rather than the poor. Moreover, a 10% increase in oil prices could increase inflation by as much as 68 basis points (Terosa, 2026), with the burden disproportionately falling on poorer households for whom food represents a larger share of total spending. If the main burden on poorer households comes through indirect channels, then the response should also be targeted to those channels.
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	Policymakers repeatedly failed to implement necessary price increases, even rolling back an increase in February 1994 due to public pressure, which accelerated the fund's depletion (Navarro, 2022). With the upcoming 2028 elections and threats of political destabilization, the discipline required to manage a stabilization fund responsibly remains a serious concern.
	4. It weakens price signals.  Although painful, rising fuel prices signal scarcity and encourage conservation, improved logistics, energy efficiency, and substitution toward less fuel-intensive modes of production and transport. A broad stabilization mechanism dampens these incentives and may delay adaptation.
	5.It is a backward-looking response to a structural problem. The current oil-price shock reflects geopolitical and external market risks. As a small net-importing country with a negligible share of global oil consumption, the Philippines is a price taker in the global oil market. It cannot influence the source of the shock but can only manage its domestic transmission. Reviving the OPSF addresses the symptom, not the underlying vulnerability: high dependence on imported fuel, limited buffers, and insufficient energy diversification. A temporary crisis should not trigger a return to a structurally weaker policy regime.
	Implications of EO No. 110, s. 2026 on the UPLIFT Program
	The case against the OPSF is not a case for inaction. The government has already recognized this through EO No. 110, s. 2026, which activates UPLIFT as a whole-of-government response framework. This brief argues that UPLIFT, when properly implemented and governed with the right safeguards, addresses precisely the failures that made the OPSF inadequate.
	By declaring a state of national energy emergency and activating UPLIFT, the government has moved toward a whole-of-government framework for temporary, coordinated, and targeted response measures. This strengthens the argument against reviving OPSF. A standing fuel-price stabilization fund would socialize oil-price risk broadly and inefficiently, whereas UPLIFT allows support to be directed toward the sectors and households most exposed to the shock. However, UPLIFT should not be treated as a blank check. This brief supports it in principle while insisting on four safeguards: clear eligibility rules, time-bound assistance, fiscal caps, and transparent monitoring and reporting. Without these safeguards, even an emergency framework can drift toward leakage, weak targeting, and quasi-permanent subsidy dependence.

	Implications of Removing or Suspending the Fuel Excise Tax
	Beyond the OPSF debate, a related proposal has gained traction: suspending fuel excise taxes. Although different from a stabilization fund, it shares the same weaknesses: poor targeting, fiscal cost, and price signal distortion. Calls to suspend excise taxes are understandable during sharp oil-price increases because they provide immediate relief at the pump. However, the policy has four key implications.
	First, it creates significant foregone revenue at a time when fiscal space is constrained. The Department of Finance estimates that a full suspension of petroleum excise taxes could cost roughly PHP 136 billion if implemented by May 2026 (Punongbayan, 2026). Simulation results shown in Table 3 reinforce this concern wherein removing all domestic taxes on oil and petroleum while accounting for the current economic slowdown leads to a loss of PHP 231.45 billion in government revenue. Layering in further tax eliminations on bus and jeepney transportation, food items, and agricultural products and other transport modes produces only limited additional output gains, while cumulative revenue losses reach PHP 588.60 billion.

	Second, it is poorly targeted, with higher-income households capturing a disproportionate share of benefits. The bottom 30% of households receive only 17.3% of foregone gasoline excise revenue and 2.5% of diesel, whereas the top 30% capture 47.5% and 84.9%, respectively (Punongbayan, 2026). Aside from the distributional problem, third, is that blanket suspension weakens the price signal that encourages conservation and adjustment toward less oil-intensive behavior.
	Fourth, it does not efficiently address the main welfare problem of poorer households, who are more affected through indirect channels such as food, transport, and electricity rather than direct fuel purchases. Further evidence confirms that household welfare changes little for lower-income groups across broad tax removal scenarios. By contrast, redirecting fiscal resources toward income assistance for the poorest 10%, from temporary higher taxes on the richest 10% (Table 3, Sim7)—an UPLIFT type of framework—turns welfare positive for the bottom four household deciles at a government revenue cost of only PHP 69.93 billion compared to PHP 588.60 billion under cumulative tax removal.
	A Better Policy Response A. Targeted and time-bound subsidies under UPLIFT. Provide temporary support to the most affected and economically sensitive groups, including public utility vehicle (PUV) drivers, farmers, fishers, and vulnerable households facing higher food and commuting costs. In addition, support measures should help cushion the rise in farm-input costs, especially where fertilizer price increases threaten productivity and food supply. Recent government announcements on fuel support for PUV drivers reflect this direction, which would achieve the same protective objective at far lower cost than blanket fuel tax suspension.
	B. Stronger market transparency and competition monitoring. Maintain deregulation, but strengthen oversight of price adjustments, inventory levels, discount programs, and emergency support implementation. Regular disclosure of price components and closer scrutiny of market behavior can improve public trust and deter anti-competitive conduct.
	C. Strategic reserves for emergencies. Public oil reserves are more defensible as a contingency tool for severe supply disruptions than as a routine price-smoothing device. Strategic stockholding can help manage extreme disruptions without committing the state to generalized recurring subsidies.
	D. Supply diversification and bilateral sourcing. The Philippines should continue efforts to widen its pool of oil suppliers and reduce exposure to any single conflict-affected region. Given the current Hormuz disruption, this should include supply diversification and bilateral arrangements to ensure access to fuel during crises, and contingency planning for fertilizer and essential food-input supply chains.
	E. Emergency tax flexibility with safeguards. If high oil prices persist, temporary tax relief may be considered, but only under a rules-based framework with clear triggers, sunset provisions, and fiscal safeguards. A blanket suspension of fuel excise taxes should not be treated as the default response because it is fiscally costly, poorly targeted, and likely to benefit higher-consumption users disproportionately.
	F. Broader revenue reform is a separate question. Broader questions of progressive taxation and medium-term crisis financing are important, but they should be treated separately from the immediate design of oil-shock response. Structural tax reform may improve equity and long-run fiscal capacity, but it is not a substitute for choosing the right emergency policy instrument.
	G.Diversifying energy sources and transport systems. The recent oil price shock has exposed a deeper vulnerability in the economy—its heavy reliance on oil-based power generation and transportation systems. This underscores the need to accelerate energy diversification, strengthen public transport and logistics systems, and expand the country’s transition toward renewable energy sources.
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