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Fig3 A numerical simulation for a restoration process after a disaster when the cost of substitution is high
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Table 1: Comparison of total economic loss and its contents between the cases in which the cost of substitution is high and

Cost of Substitution of Intermediate good

High Low
Intermediate good sector
Foregone Net Revenue (Primary Effect) 3.01 3.01
(Cascade Effect) -2.70 0
A Foregone Net Revenue Subtotal 0.31 3.01
Restoration Investment (Primary Effect) 0.52 0.52
(Cascade Effect) 1.72 0
B Restoration Investment Subtotal 2.24 0.52
Final good sector
Foregone Net Revenue (Cascade Effect) 2.87
C Foregone Net Revenue Subtotal 2.87
Total loss=A+B+C 5.44 3.03
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Economic Recovery Process Taking into Account the Cost of Substitution of Intermediate Goods:
Based on a Two-sector Economic Growth Model

Kazuyoshi NAKANO" and Hirokazu TATANO
* Graduate School of Informatics, Kyoto University

Synopsis
This paper focuses on the cost of substitution of intermediate goods and investigates how it affects
economic recovery process after a natural disaster. This paper develops a economic growth model with final
good sector and intermediate good sector to illustrate that the cost of substitution of intermediate goods is an
important factor for expanding economic loss by inducing the ”cascade effect.” In addition, it illustrated that
the cost of substitution can affect not only the amount of economic loss but also economic recovery speed.

Keywords: Cost of Substitution of Intermediate good, Economic recovery process, Cascade effect, Economic
growth theory
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