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Shifting line in the sand

What'’s the story?
Over the past week, the conflict in the Middle East has escalated decisively beyond rhetoric into

direct supply disruption. Israel struck Iran’s South Pars gas field, which accounts for roughly 6—7%
of global gas supply, triggering retaliatory attacks on Qatar’s Ras Laffan liquefied natural gas (LNG) K
hub, responsible for around 20% of global LNG exports. Tanker flows through the Strait of Hormuz Markets are

have also come under pressure, with vessel attacks, heightened security risks, and tighter transit increasi ng |y
controls directly constraining energy shipments (Fig.1). While President Donald Trump has ..

announced a five-day pause on further US-led strikes targeting Iranian energy infrastructure to allow rep” cin g toward
diplomatic talks to proceed, disruptions to regional energy flows and shipping remain elevated, a “higher for

keeping global supply risks firmly in focus. ’
longer” macro

What’s the impact? regime, where

_ o . _ inflation proves
These supply-side shocks are now feeding directly into financial markets. Rising energy prices have .
reinforced global dollar strength and pushed inflation expectations higher. In the Philippines, this more persistent
has translated into a weaker peso beyond Php60/$, pump prices above Php100 per liter, and a and policy
repricing of local assets. The PHP 10-year GS yield has moved past 7%, while the PSEi has slipped
toward 6,000, reflecting higher discount rates, FX pressures, and concerns over rising input costs flexi bi”ty
(Fig.2). The macro backdrop is shifting from a liquidity-driven environment to one increasingly becomes more

constrained by supply. _
constrained.
The combination of peso weakness, higher energy costs, and rising interest rates is creating

synchronized tightening across asset classes. Imported inflation erodes real purchasing power,
elevated fuel prices pressure margins in transport, utilities, and consumption-sensitive sectors, and
higher bond vyields lift the cost of capital. Together, these forces form a reinforcing feedback loop
that tightens financial conditions and raises downside risks to growth. Markets are increasingly
repricing toward a “higher for longer” regime, where inflation proves more persistent and policy
flexibility becomes more constrained.

What’s our view?

The current combination of external supply shocks and tighter financial conditions calls for
disciplined, measured portfolio management. We view this as a volatility-driven stress phase and
portfolios should remain tilted toward resilience and flexibility, emphasizing liquidity, quality balance
sheets, and earnings durability.

Across asset classes, equity exposure remains selective, favoring companies with pricing power Romel Libo-on
and defensiveness while limiting highly leveraged and rate-sensitive segments. Fixed income Head of Research
continues to play a stabilizing role, with higher yields improving medium-term return potential and libo-on.romelfrancis@
supporting income and diversification. bdo.com.ph

. . . . . Alyssa Nufiez
More importantly, investors should avoid overreacting to short-term market headlines.

Geopolitical-driven volatility often unfolds unevenly, and reactive decisions tend to lock in losses nunez,a|y§§grrl,0an;g

rather than reduce risk. Maintaining a calm, long-term perspective remains essential, focusing on bdo.com.ph
capital preservation, drawdown management, and selectively adding exposure as valuations adjust

to the evolving macro backdrop. Laisa Llanes

Economist

llanes.laisamarie @

bdo.com.ph
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Figure 1. Dubai crude prices spike as Hormuz oil tanker passage stalls, YTD 2026
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Figure 2. PHP, PSE, and PHP10Y GS movements YTD 2026, indexed Jan 2026=100
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