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The Variation in Internal Rate of Return
and Reconsideration of Economic Merits

of University Education

Yasushi TANAKA

Abstract

The economic merit of university education is analysed using the concept of internal rate of
return, in particular, with its variations in definitions of cost and benefit. As for the cost, living
cost and family burden are considered as well as tuition fees, while for the benefit wage profiles
by industry and pre/post tax wages are used.

The main results are; (1) going to university still has economic merit in Japan, (2) family
burden reduces the merit considerably, (3) the merit depends considerably on types of university
and accommodation, (4) the merit varies considerably by industry, (5) the high family burden
implies inefficient provision of equal opportunity of education and thus of equal society, and (6)
Japanese markets for higher education and graduate labour may not be well equipped for future
global competition.

The paper concludes by suggesting to; (1) strengthen educational loans, (2) lower tuition

fees, and (3) verify the appropriateness of the industrial wage differentials.

Keywords : Labour Economics, Human Capital Theory, Wage differential between high school

leavers and university graduates, Internal rate of return, University enrolment



