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Economic Development, Education and Evolution of

Distribution and Inequality of Wage Income

Abstract: In a life-cycle model with education, the paper analyzes the impact of education on distribution
and inequality of wage income in the process of economic development. This study indicates that, since
higher interest rate leads to higher cost of education investment during the undeveloped period in an
economy, the wage of worker with high education will be much greater than worker with low education
and the number of worker will be less than worker with lower education. Therefore, the distribution of
wage income in the economy will be a pyramid form. With the economy developing, the interest rate will
decrease and hence the cost of education investment will decrease. With a result, the number of worker
with high education will increase and the wage of worker with high education will decrease.
Consequencely, the distribution of wage income in the economy will transfer from pyramid form to olive

form and inequality of wage income will decrease.
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