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ABSTRACT

In this paper we measure the wage compression and composition
effects of educational expansion on the variance of real earnings in
Taiwan from 1978 to 1995. We find that the wage compression effect of
educational expansion is equalizing throughout the 1979-1994 period.
We also find that the composition effect exhibits the inverted-U
property. The composition effect is disequalizing in the early years (the
late 1970s and early 1980s), and equalizing in the later years (the late
1980s and the 1990s). From 1978 to 1983 the disequalizing composition
effect is greater than the equalizing price effect, causing the total impact
of educational expansion on earnings inequality to be disequalizing.
From 1983 to 1989 the equalizing wage compression effect is larger than
the disequalizing composition effect, causing the total impact of educa-
tional expansion to be equalizing. From 1989 to 1995, both the wage
compression and composition effects are equalizing, and therefore the
total impact of educational expansion on earnings inequality was also
equalizing. The overall impact of educational expansion in Taiwan
between 1978 and 1995 was therefore equalizing. If there had been no
educational expansion (and if the distribution and returns to other
human capital had remained constant), the variance in the log of real
earnings for paid employees would have increased rather than decreased.
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