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A CGE model with Endogenous Capital Utilization for Estimating Economic Impacts of Natural
Disasters
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The modern economy is based on supply chains that are geographically extensive. Consequently, economic damage
from natural disasters can spread through these supply chains to regions beyond those directly affected. Economic
models have attempted to capture the spillover effects of such damage, and numerous studies have been conducted.
In this study, we constructed a small-scale Computable General Equilibrium (CGE) model with the endogenized
utilization rates of capital stock and conducted numerical simulations using the model. Endogenizing the capital
stock utilization rate leads to larger spillover effects and more modest changes in goods prices in response to shocks
such as natural disasters compared to the model without endogenized utilization rate. Regarding the latter, the
standard CGE model has been criticized for producing price changes that are too large relative to reality. By
endogenizing capital stock utilization, the CGE model has the potential to better reflect reality and predict the

economic damage from natural disasters.
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