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Intersectoral Terms of Trade and Capital
Formation in Developing Countries

Kazutoshi NAKAMURA*

Abstract

This paper analyzes the role of intersectoral terms of trade in developing countries
viewed from theoretical framework. The analysis found that before turning point,
intersectoral terms of trade become an indicator of the rate of return to capital in both
agricultural and industrial sectors. Considering the adjustment cost of capital formation,
it also means that intersectoral terms of trade determine the relative magnitude of invest-
ment between two sectors.

However, after turning point, this relationship does not exist. That is, intersectoral
terms of trade affect only the rate of return to capital in agricultural sector. So,
intersectoral terms of trade do not affect the relative magnitude of investment between

two sectors.

*Research Associate, Graduate School of International Cooperation Studies, Kobe University.



