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ABSTRACT

Purpose- The purpose of this study is to develop a first fully functional Turkish Financial Computable General Equilibrium (FCGE) model that
analyzes the economic impacts of infrastructure investment projects under different financing options. We examine three alterantive
financing methods, i.e., public financing with tax revenues and government bonds, public financing with region specific tax policy and private
financing.

Methodology- The study employs Financial Computable General Equilibrium (FCGE) model. The FCGE model integrates the real economy
with the financial one, and traces the flows of financial and real resources among economic agents at the same time. Computable General
Equilibrium (CGE) models typically are comparative static equilibrium models of interregional trade and location based in microeconomics,
using utility and production functions with substitution between inputs. The transport system enters the spatial economy through the costs
of transport services. Transport sub models are applied to feed CGE models with cost changes in the transport sector as a result of policy
measures. Our model is composed of a multi-regional financial CGE model and a transport network model. Turkish Multi Regional
Computable General Equilibrium model constitutes of 11 regions. The model includes ten producers, one regional household, one national
(or central) government and the rest of the world.

Findings- The model is designed to analyze the economic effects of fiscal policies such as the transportation investment expenditures and
alternative financing approaches on economic growth and welfare. It is possible to estimate growth and distributional effects of each project
based on the financing method once the information on the investment expenditures, the construction location and the changes in the
accessibility generated by the project are injected into the FCGE model. As a first attempt, we builded a Financial Social Accounting Matrix
(SAM) for Turkey that FCGE models need, containing the details of financial institutions and transaction of agents’ assets and liabilities. The
model specifies the behaviours of ten different sectors, one household, a central government, and the rest of the world. The model is
designed to analyze the impacts of highway development with different financing strategies. We examine three alterantive financing
methods: it can (a) public financing with tax revenues and government bonds, (b) public financing with region specific tax policy or (c) private
financing.

Conclusion- The main contribution of this research is to develop a first fully functional FCGE model to analyze the economic impacts of the
infrastructure investment projects and their financing options on growth and welfare in Turkish economy. We develop a first fully functional
Turkish Financial Computable General Equilibrium (FCGE) model that analyzes the economic impacts of infrastructure investment projects
under different financing options. There are a number of ways to finance highway infrastructure investment: fuel taxes, user fees, trust funds
etc. This Financial CGE model is expected to assess the consistency of highway investment programs under different financing options, so
the government can make a decision on an approval for the project based according to their benefits and costs on national level.
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