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Substitutability of Intermediate Goods and Economic Growth after Natural Disaster
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This paper demonstrates that substitutability of intermediate goods can affect not only scales of economic loss
caused by disasters but also economic recovery speed. In the dynamic macroeconomic model developed in this
paper, a country with final goods sector, intermediate goods sector and household is considered. Optimization
problems of firms and household are formulated. Substitutability of the intermediate goods is determined by cost
for substitution. Dynamic general equilibrium and economic growth path after a disaster are illustrated to
investigate the effects of substitutability of intermediate goods.
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