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1. The proposed Senate Resolution No. 350 merits strong support as a timely and
institutionally appropriate response to a rapidly evolving external shock with significant
domestic spillovers, particularly through energy prices, inflation, and external sector
vulnerabilities. As detailed in the resolution, the escalation of conflict involving the United
States, Israel, and Iran has already disrupted global oil supply chains--especially through the
Strait of Hormuz--triggering price spikes that is starting to be felt in the transport sector and
could cascade into food, electricity, and other input costs in the Philippines. In this context,
the creation of an ad hoc Senate committee (the PROTECT committee) operationalizes the
legislature’s oversight function by enabling a whole-of-government and whole-of-nation
coordination mechanism. Aligning policy responses and ensuring anticipatory rather than
reactive governance are crucial actions. By setting up a dedicated committee for strategic
assessment, policy coherence, and consensus-building, the Senate Resolution helps
strengthen state capacity to mitigate external shocks while safeguarding vulnerable sectors.

2. Overall, there are expected adverse macroeconomic impacts of the oil shocks, driven by a
combination of demand contraction, cost pressures, and external vulnerabilities. Oil shocks
are expected to dampen Philippine economic activity through multiple channels:

a. Consumption squeeze - Rising prices reduce real disposable income, leading to
lower household consumption, amplified by the fact that consumption is still the
primary driver of Philippine GDP.

b. Cost-push effects on firms - Energy-intensive sectors (manufacturing, logistics,
transport) face rising input costs, resulting in reduced output, lower profitability,
potential layoffs or hiring freezes.
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c¢. MSME vulnerability - Micro, small, and medium enterprises, particularly in
transport and retail, are highly sensitive to fuel costs. Contraction in these sectors
quickly translates to employment losses.

d. External labor demand risks - With millions of Filipino workers in the Middle East,
the conflict introduces downside risks to remittances, which account for a significant
share of external inflows.

e. External balance deterioration through a classic terms-of-trade shock - The current
account deficit widens because of higher oil import bills. The exchange rate
depreciates because of increased demand for foreign currency (to pay for imports),
coupled with global risk aversion. Moreover, emerging markets, including the
Philippines, face capital outflows amid oil-driven global uncertainty, reinforcing
currency weakness and financial volatility.

3. Indeed, the ongoing Middle East conflict triggered by US-Israel attacks on Iran constitutes
a classic external oil shock with large effects on the Philippine economy. Given the country’s
structural dependence on imported fuel—over 90 percent of supply being largely sourced
from the Middle East—the shock propagates rapidly through prices, incomes, and
macroeconomic balances. But while the first-order effect is inflationary, the dominant risk
lies in second-round food inflation and its regressive welfare consequences, ultimately
framing the crisis as a distributional problem rather than a purely macroeconomic one. This
is explained further below.

4. The primary transmission channel is through domestic prices. As the Philippines has a
deregulated downstream oil market, global price increases pass through quickly to local fuel
prices, affecting transport and electricity costs. However, the critical insight is
compositional: Fuel inflation is only the first-round effect. Food inflation—via transport,
logistics, and production costs—is the dominant second-round effect.

5. Given the Philippines’ large food weight in CPI (approximately 38.3 percent based on the
PSA CPI series with base year 2018) and the tight coupling between transport costs and food
distribution, oil shocks amplify food inflation disproportionately. This is the principal
channel through which inflation becomes welfare-relevant.

6. The inflation shock translates directly into poverty through real income compression. Table
1 below shows that based on FIES 2021 expenditure shares, the poorest decile allocates 64.1
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percent of total spending to food, compared to only 30.9 percent for the richest decile. This
implies that any increase in food prices is inherently regressive.

Table 1. Expenditure shares (%) by decile (from PSA FIES 2021)

Income Decile Food | Transport | Electricity | Others
1 (Poorest) 64.1 2.9 4.6 28.4
2 61.9 3.2 4.6 30.3

3 58.7 3.9 4.6 32.8

4 55.5 4.8 4.7 35

5 52 5.9 4.7 37.4

6 48.5 6.9 4.7 39.9

7 45 8 4.7 42.3

8 41.1 9.3 4.7 44.9

9 36.8 10.6 4.6 48

10 (Richest) 30.9 12.3 4.5 52.3

Notes:

(a) The 2023 FIES release (preliminary) has not yet publicly disseminated the full itemized decile
expenditure shares, so rigorous work still relies on 2021 FIES tables.

(b) Residual category (Others) includes: housing, rent, water, LPG; education, health; durables,
services.

(c ) Transport already includes fuel spending.

7. The transmission mechanism is straightforward: fuel price spikes raise transport and
logistics cost as well as agri-industrial production costs, in turn raising food prices. Then the
higher prices of food results in real wage decline and, ultimately, increased poverty. The
lower-income households experience higher effective inflation rates and faster erosion of
purchasing power. Moreover, they have lower capacity to smooth consumption.

8. Nominal wages in the informal sector and agriculture, where the poor and near-poor are
mostly employed, adjust sluggishly. As a result, inflation-induced welfare losses materialize
quickly, pushing vulnerable households closer to or below the poverty threshold.

9. Importantly, while transport costs have a larger expenditure share among higher-income
groups (see Table 1 above), the welfare impact remains regressive because food dominates
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the consumption basket of the poor. Thus, the poverty elasticity of inflation is driven
primarily by food price dynamics, not fuel prices per se.

10. Three reinforcing structural features make the Philippine economy exhibit nonlinear
sensitivity (i.e., effect is more persistent) to oil shocks, namely: energy insecurity due to
high import dependence; quick oil price pass-through because of the deregulated
downstream market; and strong food-energy linkage given the high CPI food weight. This
configuration makes inflation more persistent and more damaging than in economies with
buffers such as strategic petroleum reserves, higher indigenous oil resources, or diversified
energy sources. This means that policymakers must be prepared for the persistence of price
increases. Recent policy responses—including the declaration of a national energy
emergency and efforts to procure alternative oil sources—are in the right direction. More
can be done.

11. Since the ongoing oil shock is not merely a macroeconomic disturbance but a
disproportionate burden on the poor, there is a strong case for a distributional policy
response. While aggregate indicators (impacts on GDP growth, inflation, and current
account) may capture the scale of the shock, focusing on these could obscure the unequal
burden. The poorest households, with their high food expenditure shares and limited income
flexibility, bear the brunt of second-round inflation effects. In contrast, higher-income
households are relatively insulated. Thus, the appropriate policy response must move toward
targeted distributional intervention. This includes direct income or consumption support for
lower deciles, targeted subsidies (transport workers, farmers, and fisherfolk), protection of
real wages in vulnerable sectors, and food supply stabilization measures. Ultimately, the
central policy problem is not pump prices per se and how to subsidize oil consumption
through universal fiscal absorption of the price shock (which benefits higher-income groups
more than the poor). The central policy problem is how to address distributional asymmetry
to mitigate the socioeconomic impacts of the crisis.
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