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ABSTRACT

This paper analyzes the relationship between the terms of trade and the steady
state growth rate in a two-sector overlapping-generations model with endogenous
growth. We find that as long as its autarky steady state price differs from the world
price, a small open-economy will export the goods with comparative advantage. The
impact of the terms of trade on the steady state growth rate depends on the trade
patterns. Namely, if a small open economy specializes in a capital commodity, the
steady state growth rate is unaffected by the terms of trade. If it specializes in a
consumption commodity, the steady state growth rate is positively correlated with
improvements in the terms of trade.
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