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1. I ntroduction

1.1  There is little argument that child labour isegious issue. At the global level,
the International Labour Organisation (ILO, 2003} festimated that there were some
245 million child labourers in 2000, and that in0Z20although their numbers had
reduced, the worldwide child labour population veadl at the level of over 217
million (ILO, 2006). While a global figure providea stark view of the magnitude of
the problem, an examination of country level datanot similarly enlightening. A
major reason is that there is at present no intemelly agreed statistical definition
of child labour. This makes the task of prepamogiparable and accurate estimates
of child labour difficult in countries where it lsmown that children are at work; it
also reduces the credibility of the published nurabdt is in this context that ILO/
IPEC (International Labour Organisation/InternaibRrogramme on the Elimination
of Child Labour) has been entrusted with the resiiolity of preparing a draft
resolution on child labour statistics and to présinat the 18 International
Conference of Labour Statisticians. Towards thgéedive, this paper provides an
overview of the existing research on the underlyiimgoretical issues dealing with
child labour.

1.2 Although child labour has been the norm thrawghhistory, the fact of
children working and under difficult conditions la@ee more evident and troubling
during the 19 century British industrial revolution. More re¢sn over the past
decade and a half, the spectre of children toiliogg hours under, at times,
dehumanizing conditions, has precipitated an imtendebate concerning appropriate
conditions and the permissible thresholds to worlchildren. This paper does not
attempt to provide a definitive diagnosis of theises and consequences of child
labour, but rather to review the existing theowdtend empirical research as to why
children work. The review consists of four sectiofrollowing the introduction,
supply side influences on child labour and the tbgcal research are presented in the
Section 2. Household decision making, itself, @sidered along with market
characteristics that constrain the choices famitieke concerning their children. In
Section 3, a similar approach is followed with nege the demand side influences on
child labour. Here the role that technological a®nor lack thereof, can play in
creating employment opportunities for childrenagiewed. In Section 4, an overview
of both micro and macro level theories on the dyicarof child labour is provided.

1.3 Before examining the theoretical issues it woloé helpful to give a brief
explanation of how the existing literature modeisict labour. In this regard, Basu
(1999) provides a synopsis of the evolution of gdlea modelling child labour, and
notes that more than a century ago Marx and Mdrsdrad later Pigou, had provided
significant insights for both the theory and polioyplications of child labour. While
Marx noted the impact of low wages for labour farcientire families to work in
order to make ends meet, Marshall extended thenagtto incorporate the inter-
generational effects that child labour could handhe accumulation of human capital
in the economy. Basu (op. cit.) notes that thesk @arguments can be related to the
results derived in the existing literature on chikbour. More recently, the
externalities argument has been paid a great desttention by economists such as
Grootaert and Kanbur (1995), and Gupta (2000).s&hd@eas are elaborated later.
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1.4  With regard to the modelling methodologies dbild labour, it is noted that
the pioneering works in this area (for instancesdétaweig and Evenson 1977,
Goldin 1979; Nardinelli 1990) included unitary mtsleof household decision-
making. These early models characterized the Imlde@s a single unit of decision-
making, on the lines of Becker (1981). This isaéid/approach if one person in the
household happens to be pre-eminent, or all mendfd¢re household have the same
utility function. Recent empirical evidence haswlever, shown that the unitary
household model may not provide significant inssgintto the behaviour of the
household. There is increasing empirical evidethed¢ a household’s consumption
pattern tends to change as the intra-household asitgqn of who earns how much
changes, even when the total earnings of the holdelie unchanged. A general
representation of this approach is the collectiveh (Bourguignon and Chiappori,
1994). Moehling (1995) has adapted this approactake account of the child.
Gupta (op. cit.) uses a Nash-bargaining approacinaael child labour. While
Moehling (op. cit.) models the bargain as occurnwithin the family (between the
parent and the child), Gupta (op. cit.) models laegain as occurring between the
employer and the parents of the child. Thereftine, agents in the bargain are
different in the two approaches. Basu (2001) mlesian interesting new perspective
for the issue. He notes that the literature ofect’e models of household decision-
making fails to account for the opposite effectd dimds that taking account of the
two-way relationship between power issues and €soin the household generates
interesting insights for household equilibrium dadchild labour. The author shows
that the structure of household power has a dexisffect on child labour but the
precise relationship is non-monotonic and sensiiivéhe parameters of the model.
This discussion is detailed further in the sectaraltruism.

1.5 Asis clear from the above, in the theoretimatelling exercises, the child has
seldom been given the status of an autonomousiadegisaker. Andvig (2000) makes
a plausible case for viewing the child as an indépet decision-maker. There is also
an increasing consensus among children’s rightsistst that children’s own voices,
opinions and experiences should be taken into atc{Myers, 1988). Another
component of child labour models is the labour reakhere children are potential
workers. The Basu and Van (1998) model make afocasaultiple equilibria. Alaka
Basu’s (1993) study of slums outside New Delhi asgg an inverted—U relationship
between the adult female wage and child laboure@ally the labour of a female
child. When the multiple equilibria argument ise¢akinto account, a parental decision
to send the child to work may be seen, partly astleas a social norm (Hirschman, as
cited in Basu, 1999). The dynamics of child labbarve also been modelled, and
‘virtuous spirals’, in the case of a child laboragt, have been shown to be plausible
(Chaudhri, 1997). This line of causation is elabed in a separate section.

2. Supply of child labour

A. Poverty

2.1 Poverty is well recognized as an important Bugple factor on the child
labour issue, and may be viewed as an influentipply side factor at both the micro
and macro level. At the macro level, it is seeat taconomically active children
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represent a decreasing proportion of the totalualbarce as gross domestic product
(GDP) per capita increases. A World Bank repo®9g) notes that the higher the
share of agriculture in an economy’s GDP, the highe incidence of child labour.
These macro level observations do not however helform a precise view of the
dynamics influencing child labour. The micro ledsihamics operate at the level of
the household. The existing literature discussedovwge makes two crucial
assumptions, namely, the ‘luxury’ and ‘substitutiarioms. These assumptions are
made for the labour market in which children arerkeos. As an extension, the
effects of adult labour supply and wages on thdsehiddren are examined. For the
above line of argument, poverty is analysed inti@ato the structure of the labour
market. In another line of argument, poverty islgsed in relation to cultural and
gender factors. Last, but not the least, sombaefiterature analyses poverty and risk
factors together to conclude that child labour idwfer mechanism for poor
households.

2.2  The Basu and Van (op. cit.) model is first ¢deed. The authors assume that
parents are altruistic. They then proceed to mtaekupply of child labour under the
two crucial assumptions mentioned above — the Hyixand the ‘substitution’
axioms. The luxury axiom asserts that househadasl sheir children to work only
when driven to do so by poverty. The substitutiaiom asserts that adult and child
labour are substitutes, that is that adults cawldat children can, subject to an adult
equivalency correction. Based on these assumptiankybrid supply curve is
derived; with three distinct regions (only adulbdar, increasing child labour and
total labour supply). The authors prove the eristeof multiple equilibria in the
labour market, with equilibrium where the adult wagte is low and children work,
and the other in which the adult wage rate is laigth children do not work.

2.3 The multiple equilibrium result in Basu and Vap. cit.) is established in a
partial equilibrium framework. Basu (2002) estabéis the multiple equilibrium
result in a general equilibrium model. The modaleloped considers the possibility
of multiple equilibria when a single decision-makianit (household) decides on the
labour supply of more than one agent. The geregpailibrium analysis shows that in
an economy in which child labour is prevalent, ¢hé&s a need to think of social
welfare functions, which attach a special weightmorker's welfare or a negative
weight to child work. This has important implicais for the policy conclusions that
one can derive from the modelHowever, the Basu and Van model is silent on the
guestions of income distribution and unemployme®innerton and Rogers (1999),
thus, extend the Basu and Van model to allow fetritutional considerations in the
economy, an issue that is considered later.

24 A substantial part of the literature notes thédck of alternative opportunities
for adults will tend to increase child labour syppi low-income households (Galli
2001, Rialp 1993). Andvig (op. cit.) argues tHahe production possibilities in the
economy are too poor, the Basu and Van model welliot a high child participation
rate equilibrium. He argues that while the Basu &@aeth model is interesting and
important for economies with a high rate of chédbdur supplied to private firms in
the market, the low incidence of such child labmakes the possibility of the non-
Pareto child labour trap less likely. Thus, thecgical policy implications of the Basu

! The role of social factors is elaborated on geparate section.
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and Van model for influencing child labour seemb®® limited. Grimsrud (2001)
agrees with Andvig (op. cit.) in noting this aspéxtthe Basu and Van model, but
argues that the model seems to be relevant in @atraspect. He notes that in the
model developed by Basu and Van the ‘added worfectéis crucial in explaining
the existence of a low wage-high child labour trdpthe household is too poor, it
will send both the adult and the child members ¢okwn the labour market and since
adult and child labour are substitutes, this wilsp down the level of wages in the
economy therefore leading the economy to be stuck low wage-high child labour
trap. Grimsrud (op. cit.) argues that an ‘addedkeo effect’ is also created when
children have to take on work in the household Falot or business, so as to enable
adult household members to enter the wage labotkenaThus, he argues that even
in economies with a low rate of child labour supglto private firms, the existence of
child labour in the household may lead to a low evaggh child labour equilibrium.
Significantly, Basu (op. cit.) notes that in a vg@gor economy it is entirely possible
that the demand for labour is so low that therenly one equilibrium and that is a
‘bad’ equilibrium, in which case a ban on child dab can backfire, leaving the
children and their parents impoverished and atitkeof starvation.

2.5 A more comprehensive argument that takes iotownt the above aspects is
offered by Basu, Genicot and Stiglitz (2000). Huo¢hors bring together the issues of
poverty and unemployment and analyze how these lpeajnfluencing children’s
participation in the labour market. An ‘added warleffect’ is possible when an
increase in unemployment causes an increase inudakapply and thereby
exacerbates the unemployment problem. Basu, Geraodt Stiglitz (op. cit.) show
how this added worker effect is stronger than #hiscouragement effect’ for low-
income households. They show that, if the primamyatwinner in a low-income
household has little possibility of finding workn@ome), the household will send its
other members of the household to seek work as Weése other members may be
children, or adults for whom the children must assilsome of the domestic duties.
Furthermore, bringing the children along with thehass to the labour market may
also increase the adult's opportunities for woBeveral studies seem to confirm this
connection between adult and child work.

2.6 Basu (2000) shows that minimum wage legislatiat tends to increase adult
wages can potentially increase child labour instehdlecreasing it in economies
where the amount of effective labour that the cbildof a single household can
supply is large. He notes that the implementatibmmimum wage legislation can
cause some adults to be unemployed and send thilElren to work, which in turn
displaces more adult labour and sends more chiltiramork. The author notes that
the effect of such a multiplier process can bedaagd, for appropriate parametric
configurations, child labour may fall or rise ag #dult minimum wage is raised. The
author argues that there is some theoretical refmsdoelieving that improvement in
the condition of adult workers results in the deelof child labour, since parents can
then afford to take their children out of the labforce. But much depends on how
any intervention in the adult labour market is igtrout. The author also notes that if
policies raising the marginal productivity of adworkers, which also raise their
wages and employment, are adopted then desirahldgenay be obtained.

2.7  The need for appropriate and considered pafitgrventions is also brought
out in a paper by Dessy and Pallage (2005). Thieoasitmodel the phenomenon of
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the worst forms of child labour. They show thaattlhe harmful forms of child
labour have an economic role — they maintain wadgeshild labour high enough to
allow households to send the children to schoolthis way, the worst forms of child
labour foster human capital accumulation in poamtoes. In light of the above, the
authors argue that a ban on the worst forms otidabour is unlikely to be welfare
improving. But instead, by reducing the employmeptions for children, it may
make their acquisition of schooling an unfeasilgéan.

2.8 Most of the existing literature has concenttaie modelling child labour as a
result of household poverty. An interesting extemsf this notion is provided by
Blunch, Canagarajah and Goyal (2002) who obserakttiere are asymmetries in the
child labour-poverty link, as well as quite compbinamics in the evolution of child
labour and schooling and their determinants oweeti They find that child labour is
responsive to poverty in the short run, but ndhmlong run, while child schooling is
unaffected by poverty in the short run but respandfie medium- to long-run. The
use of child labour by households as a buffer ovigal strategy has also been noted
by Galli (op. cit.).

2.9 Arguments have also highlighted the link betwg®verty and culture.
Blunch and Verner (2000) find evidence of a gengkgp in child labour linked to
poverty. They suggest that the gender gap needauassarily reflect discrimination
but rather reflect cultural norms. The relatiopsbetween gender and poverty is
explored in detail later in the section on the eopnomic work of children, where it
is noted that child labour and child poverty estesamay be systematically biased
against the girl child in developing countries,gids are more likely to engage in
household work which is not counted as GDP-relaterk. Lieten (2002) notes that
the cultural explanation for child labour is notcassarily distinct from the poverty
explanation and that it is necessary to reviewptlaee of children in society and to
look into the culturally conceived obligations tads, and expectations from, them.
There is also the argument that child labour isamoéconomic compulsion of all poor
families; it is instead the result of extreme sbeiad economic exploitation (Burra,
2005; Isvan Hayat, 1988).

B.  Altruism and issues of imperfect information

2.10 Parental altruism is a simplifying assumptodten made by models of child
labour. Broadly speaking, it implies that pareats in the best interest of their
children. This would imply that given favourablecamstances children would be
sent to school rather than work. Vice versa, thistence of child labour must imply
a constraint on household resources. It must leethe poverty of the household that
is the responsible factor behind children beingwatrk. This is a very easy
generalization of the assumption of parental atruiand its implications for
household decisions to send children to work osdhool. The important point,
however, lies in exploring to what extent the agstiom is valid — what if parents are
not altruistic?

2.11 An extreme assumption made by some of thdimxikterature is that parents

act only in their self-interest. The theoretiatdriature by Becker and Lewis (1973)
and Becker and Barro (1991) treats children aswuopson goods only. Gupta (op.
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cit.) assumes total bifurcation between agency amdfare, since parents and
employers take the child employment decision elgtine their self-interest. Basu
(1999) and Udry (2004) present the contrary arguntkeat parents are altruistic
towards their children, and it is poverty that ress$ their capacity to invest in them.

2.12 Anker (2000) notes that it is important tolizeathat there are limits to
parental altruism, especially for many poor fansilia poor countries. The author
identifies six reasons for making such a remarkrstfFfamily survival for poor
households may require income from child labourecddd, poor families benefit
from having several different income sources as liglps ensure an income flow at
all times. Third, some parents irrespective ofome level are not completely
altruistic towards their children. Fourth, famdyises can cause children to drop out
of school in order to work and help ensure familyvssal. Fifth, an important
economic benefit that parents might receive fromcated children — old age support
— is highly uncertain (also expounded in Rosati &mdnnatos, 2003). Sixth, work
and school are often combined.

2.13 The above illustrates that even when paremtsaliruistic, child labour may
arise as a result of household poverty (Humphr2€§3). This intuition has been
modelled in an important model of child labour diseed earlier, namely, the Basu
and Van model. Basu (op. cit.) notes that whileeriesting analyses of the link
between the status of children and the structufgoatehold decision-making can be
found in the theory, relatively little analysis hlasen done on the link between the
structure of power in the household and its eftecthe status of children. Important
work in this regard includes that by Moehling (of.), who shows that if one of the
agents in the household happens to be a childeategrincome contributed by the
child enhances the child’s power, which in turndie#o a greater consumption by the
child. Browning, Bourguignon, Chiappori and Lecadgii994), however, argue that
children are unlikely to have much say in househiédisions. Gupta (op. cit.)
develops a wage determination model of a child uaéwo using the consumption
efficiency hypothesis and Nash bargaining techniyhereby the employer and the
guardian of the child determine the child’s wag&he model developed reveals
surprising correlations regarding the split of tege between the consumption of the
child and the income of the guardian. Basu (op) shows that a household
equilibrium can be inefficient and that (for a e@ntclass of parameters) children will
be least likely to work in a household where poisesvenly balanced. As mentioned
earlier, he concludes that the precise relationbeipveen the structure of power in
the household and child labour is non-monotonic @&dvery sensitive to the
parameters of the model.

2.14 The above discussion has significance forroeteng how the degree of

parental altruism (Bhalotra, 2001) enters the meicisaof household decision-

making. The status of a child in the householdardy influences whether the child

has a say in the decisions that are made with degawork or school but also

whether the child is viewed as an asset or a itgthly his/her parents. Satz (2003)
notes that children have two kinds of interestsatw®en (1985) calls welfare interests
and agency interests. Welfare interests conceperaon’s overall good; agency
interests concern the ability to participate inideg matters that bear on that good.
Both children and adults have these interests mutifferent ways and to different

degrees.
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2.15 Additionally, Humphries (1999) points out thiaére is nanfans economicus
responding to market signals; most children aret@wtork by their parents. In ideal
labour markets, workers and employers are fullpna agents who transact on their
own behalf with perfect information. In child lalog however, parents make the
market decisions concerning their children’s timiéhis gap between the chooser and
the chosen in the market for child labour opensthg possibility that children’s
interests will be discounted.

2.16 Baland and Robinson (2000) investigate thalitioms under which decisions
by parents about their own children’s work are ficadnt. Using a simple two-period
model with altruistically linked family members, etyn show that child labour
decisions are efficient when credit markets aréegeiand intergenerational altruistic
transfers are non-zero. Moreover, they show thagnaie level of child labour is
inefficient, because of liquidity constraints orchase altruistic transfers are at a
corner, a ban on child labour can be Pareto impgpvi

2.17 In contrast to the results of Baland and Rsnn(op. cit.), Bommier and
Dubois (2004) show that the inefficiency of chilché allocation does not necessarily
rely on capital market imperfections, but may resaly from the inability of family
ties driven by altruism to reach efficient outcom@fe authors set up a non-
cooperative game between parents and children,enther first action is decided by
the parents and the transfers are chosen by tldrarhi The disutility of child labour
is central since it generates a breakdown of taesterable utility condition. It is
shown that two-sided altruism allows the disutildly child labour to be taken into
account by reducing its level, but not enough tchethe efficient level. It is also
shown that labour disutility reduces the likelihabdt a marginal ban on child labour
will be Pareto improving. To sum up, the authorsvglthat when parents are not
altruistic enough, there is a ‘rotten parents’ @ffe@ which parents rationally sacrifice
some childhood utility and choose a level of cHdbour that is inefficiently high.
This result holds even if parents expect to reca@esfers in the later period of their
life. In fact, as soon as preferences include clhaldour disutility, parents and
children’s utilities are not transferable and tixésence of altruistic family transfers
does not guarantee that the family will choosefiaient level of child labour.

2.18 The theoretical research into the collectigeislon-making process involving
household members (for example, Browning and Cluappp. cit.) offers an
interesting insight. Cooperation between spousesieen intensively discussed in
this regard; however, very few have focused on eommpn between generations.
Bommier and Dubois (2004) note that cooperatiorogrgenerations within the
family is even less able to be taken for granted snat least as important when
human capital investments are considered. An aestarg paper by Rogers and
Swinnerton (2003) sheds light on the issue. Thbhaas note that in the presence of
two-sided altruism, that is, when parents and caiiccare about each other’s utility,
increases in parental income need not always leadcteases in schooling and to
decreases in child labour. This surprising reseltivees from the systematic way
credit market constraints bind as parental incosesr child labour increases as soon
as parental income rises by enough to eliminatesteas from children to parents.
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2.19 To summarize the above, one may model parbetsaviour towards their
children as selfish or altruistic or one may introd two-sided altruism by accounting
for the differing welfare and agency interests lesw parents and children. Another
aspect of the issue could, however, be imperfefdrnmation. Parents may have
imperfect information about the kind of hazardsthby their children at work (Aksit
et al, 2001) or they may not perceive the value of etioaufficiently to allow their
children to attend school. In such circumstanpasgnts might act in the best interest
of their children and yet appear to be acting nibnsatically.

2.20 Rogers and Swinnerton (2002) develop a mofdekploitative child labour,
where parents have imperfect information as to drethe employment opportunities
available to their children are exploitative or amid firms choose whether or not to
exploit their child workers. The authors show thdian on exploitative child labour
is desirable, because it resolves the problem gferfiect information faced by
parents, and therefore leads to Pareto efficien®oreover, as Dreze and Gazdar
(1996) point out, “the ability of parents to asséss personal and social value of
education depends, among other things, on themrd#ton they have at their disposal.
If their entire reference group is largely untouwthey the experience of being
educated, that information might be quite limitedt’is thus noteworthy that children
in bonded labour tend to have parents who were dobtetbourers themselves (Burra
1995). On a different note, children’s behavioself may greatly influence their
parents decisions (Anker, op. cit.). For exampleen a child does not like school
and/or does poorly in school, parents are les$ylilkkeview further schooling to be in
the best interest of the child or the family.

C. Social normsand cultural and community factors

2.21 Social norms and cultural and community factolay an important role in
influencing both the supply and demand side ofdcl@abour. Broadly speaking, they
influence the institutional context in which childbour occurs, by making child
labour either acceptable or non-acceptable. Asehe{pp. cit.) recommends, the
cultural and poverty contexts of the existence lofdclabour are not necessarily
distinct. At a subjective level, the relationshigtween poverty and the breakdown of
social systems finds particular mention in the egnhtof the worst forms of child
labour. For instance, a rapid assessment ILO cdaeduty Tanzania identified
poverty, the laxity of families and of community mieers at large (in the sense of
loose moral ethics, lack of hope, marital sepamatind domestic violence) as being
responsible for driving children out of their homasd into the streets, leading to
child exploitation by local and international prigasocial entertainers and for child
prostitution as a means for survival. Inverni2Z0@q0) in an analysis of the daily life
of child street workers, shows that cultural eletsesmnd gender are important in
explaining daily survival practices.

2.22 Majumdar (2001) diverges from the family stggt approach of contemporary
economists and demographers that identifies chitdur as a resultant of the cost-
benefit calculus of the family head, and makessz ¢ar considering child well-being
as a separate problem of its own. The author arthat non-schooling and work by
children reflect not only parental income constigibut also, more importantly, the
paucity of publicly provided educational opportugst Thus child labour is the
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product of not just a parental utilitarian calculugt of deficiencies in public policy
and social institutions.

2.23 Anker (op. cit.) brings out a case for comrtiasi (such as villages and
neighbourhoods, religious groups, ethnic and trdgralups; castes and extended kin
networks) playing an important role in determinitigg level and extent of child
labour, and, in particular, the level and extenhatardous and other worse forms of
child labour. He specifies four factors as beingpamant. First, communities
establish, shape and determine values and traslit®@cond, work opportunities for
children and their hazardousness, are mainly datednby local labour market
working conditions and traditions. Children are gratly unable to migrate in search
of work and so tend to be almost totally dependent local labour market
opportunities and working conditions. Third, soni¢h® most important child labour
policies are implemented at the community levelurig community level data are
very important for researchers.

2.24 At the theoretical level, there are importamalyses, notably by Zelizer
(1985), that point to the changing social conceptid childhood, and relate it to the
value of the child. Social norms matter and somesi in very concrete ways, as has
been discussed by Lopez-Calva (2003), followingriuelels of Lindbeck and others
(1999). Lopez-Calva (op. cit.) develops a simpledei of cultural and behavioural
rules at the community level and their impact ondahold decisions, including child
labour. The argument follows that social norms ammpatible with multiple
equilibria. Thus, two innately identical societiean socially engineer themselves
into different levels of child labour which, onae place, tend to persist. The social
stigma may vary depending on the type of labouregiwér a child works in a factory,
farm or at home, for example), and may cause thenexf different kinds of child
labour in urban and rural areas and between fast@md homes, to vary as well.

2.25 Finally, on the demand side of child labourinGrud (op. cit.) notes that in
addition to the economic reasons, an explanatiorctold labour must include
attitudes, values and norms surrounding the phenomeThe author cites Bolin-
Hort, who notes that entrepreneurs in differenttwwak (Lancashire, Scotland,
Massachusetts and the American south) historicagd the same technology and yet
pursued significantly different employment stragésgi resulting in quite different
levels of child labour.

D. Economiesin transition

2.26 Transition economies present an interestinge cstudy of the kind of
circumstances that can lead children to the worsh$ of child labour. It is important
to review the rapid assessments (ILO/IPEC, 2003him regard, essentially because
the case of economies and societies in transisi@me that requires attention. Briefly,
the rapid assessments note that a combinationaddlsand economic factors make
children vulnerable to exploitation and trafficking These are: poverty and
unemployment, lack of social safety nets, sociabnaie including crime and
corruption, threatened family structures includiagsent parents, single parent
households, large families, remarriage, concomiiedtyle hazards such as alcohol,
violence and drugs, school dropout and low enrotmesrly entry into child labour;
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lack of hope, unmet aspirations, desperation ta eapugh to survive; life and work
on the streets, unbalanced or lack of informatiord alefective socialization;
institutionalization; marginalization on the ba%§ ethnicity (Roma, Gypsies) or
disability; migration for work and particularly @gular migration; existence of
established routes for drug trafficking and cordrah newly opened or still poorly
controlled borders; a climate of social toleran¢eexploitation and trafficking and
expansion of organized crime.

2.27 Poverty has been identified as an especialilpantial factor. The rapid
assessment studies clearly identify most of thddan as being from socially
vulnerable families with high demands on disposab®me. Where families are
poor or where family size or structure puts strasnsdisposable income, there are
often tensions between adult family members andidxst parents and children. The
family relationships may include specific problermach as domestic violence,
parental alcoholism or substance abuse, and seklahce. Cultural factors such as
traditional involvement of children as labourersumal areas and a low value put on
education were also noted as being influential. edwer, child labour itself
contributes to an increased vulnerability to tiing, for the reason that working
children tend to look upon moving abroad to work, @ogress to better living
standards.

E. Risktheory

2.28 In a research paper supported by World Bardzrhlann and Jorgensen
(2000) note that “All individuals, households andnomunities are vulnerable to
multiple risks from different sources, whether thag natural (such as earthquakes,
flooding and illness) or man-made (such as unemmpéoy, environmental
degradation and war). These shocks hit individuademunities and regions mostly
in an unpredictable manner or cannot be preverdged, therefore, they cause and
deepen poverty. Poverty relates to vulnerabilibhce the poor are typically more
exposed to risk while they have limited access ppraepriate risk management
instruments.” This succinctly sums up the posisybdf child labour applied as a risk
management instrument by the poor. In fact, instigly, Grimsrud (op. cit.) has
noted that an additional element in the househddjgply of child labour might be
different types of risk-mitigating strategies. Chiabour might occur because poor
households cannot insure themselves adequatelynsaigancome fluctuations
(Grootaert and Patrinos, 1999; Grootaert and Kandgurcit.). In the most extreme
cases they may sell the value of the future worthefchild as a substitute for credit;
this is at times termed as ‘bonded labour’.

2.29 An interesting piece of theoretical work bywhari and Weiss (1974) deals
with determining the effect of risk on a househsldiecision to invest in human
capital vis-a-vis physical capital. The authorssider a Fisherian two-period model
where future labour earnings are randomly depenalewcurrent investment in human
capital. They make the assumption that human aaigsitmore risky than physical
capital and base their results on the case in wigtdrns to non-human capital are
known with certainty. The reason for human capigihg more risky, as given by
Levhari and Weiss (op. cit.), is the non-saleapiif embodied human capital and
also the limited possibility for diversificationHowever, this reasoning for greater
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risk element in human capital is more relevanthat individual than at the social
level. At the societal level greater flexibility ase of human capital under various
economic circumstances may be an advantage.

2.30 Levhari and Weiss (op. cit.) show that thouglman capital is risky,
investment in it will not be discouraged. The tielaship between the expected
marginal rate of return on human capital and onemthssets depends on the
correlation between the marginal and average dtesturn to human capital. If this
correlation is positive, or if the variance in d@ags is increasing with the level of
schooling, then, and only then, will the expectetlim on human capital be higher
than on the same non-human asset. Under the assnmpf decreasing absolute risk
aversion and increasing risk, it is shown that maordase in initial wealth will
encourage the investment in human capital. Thieoasitshow that an increase in the
rate of interest will induce a decrease in the stwent in human capital when the
individual is a net borrower during the investmpetiod. When the individual is a
net saver, an increase in the interest rate vatl ® opposing income and substitution
effects and the result is ambiguous.

F. Credit and insurance markets

2.31 One would intuitively believe that should f®or households have access to
well functioning credit and insurance markets, tlveguld send their children to
school and not to work. In such a scenario, thesébald resource constraint would
be relaxed and altruistic parents would send tbkildren to school. This is the
scenario that Baland and Robinson (op. cit.) capiartheir model of child labour,
discussed in the section on altruism. The authloosvghat when capital markets are
imperfect or when the bequests are zero, childuabtay arise in equilibrium even
though it is socially inefficient and parents alteusstic. Grote, Basu and Weinhold
(1998) address the interrelationship between thekehdor schooling and that for
child labour using a model which shows that und&tain circumstances the major
causes for the emergence and existence of childutamay be credit market
imperfections and the high costs of education.

2.32 Other important literature in this area triesmodel the interaction between
poverty and credit market imperfections (Ranjar@2)9between credit markets, trade
sanctions and incidence of child labour (Jafareg &ahiri, 2002), between the
development of financial markets, old-age secuaity fertility (Rammohan, 2001),
incidence of child labour in debt bondage and fai@nsector development in the
economy (Basu and Chau, 2003). These issuessamasded in greater detail below.

2.33 Ranjan (op. cit.) shows how poverty in combarawith credit constraints can
give rise to the phenomenon of child labour in deweg countries. The author
develops a theoretical model of a developing ecgntmnshow that child labour arises
due to imperfections in the credit market. The nhasleleveloped in respect of an
education/ child-labour trade-off, as a child atrkvis most likely to be out of school.
The author offers an interesting discussion on hdrethe emergence of informal
credit markets in developing countries may be s&em substitute for the missing
formal credit markets. It is argued that inforroeddit markets work mainly for short-
term loans to meet unforeseen contingencies, whegsear households need long-
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term credit to be able to substitute for the foregearnings of their children, which
are unlikely to be compensated through the infororadit markets prevailing in
many developing countries. This, the author arguesates a role for government
intervention to improve welfare. Ranjan (2001) eleps an overlapping generations
general equilibrium model where inefficient childbbur arises due to credit
constraints. Furthermore, a positive relationgl@fween inequality in the distribution
of income and the incidence of child labour is dedli

2.34 Jafarey and Lahiri (op. cit.) examine therext&on between credit markets,
trade sanctions and the incidence of child labaua iwo-goods, two-period model
with unequally wealthy households. Both povertd @oor education qualitynter
alia, are important determinants of child labour. Tineidence of child labour
decreases as one moves from a situation of borgpeonstraints to circumstances in
which poor households can borrow freely from ricte® and then to the scenario of
perfect international credit markets. Trade sametican increase child labour,
especially among poor households, a possibilitydieareases as their access to credit
improves.

2.35 Rammohan (op. cit.) examines the link betwibendevelopment of financial
markets, old-age security and fertility, when chigdbour is prevalent. The model
demonstrates that when returns from financial eapitarkets increase, fertility levels
and investment in children’s schooling are reduded,child labour levels increase.
However, the return to child labour is also an imgat determinant of fertility
decisions. In particular, if there is a child labomarket, fertility decisions are
determined mainly by the child wage rate and ctelaring costs. Finally, the model
shows that the development of financial capital ket implies a reduction in
borrowing rates, which, in turn, leads to an inseea schooling investments and a
rise in adult labour.

2.36 Basu and Chau (op. cit.) conduct a cross-smatistudy and subsequently
construct a theoretical model, which identifies @y and the absence of reliable
legal and financial systems through which the poam secure loans to safeguard
against hunger or unexpected consumption needsjoasauses of child labour in

debt bondage. Consequently, child labour in debbdbge grows out of an

institutional arrangement in which labour and drembntracts are interlinked and

outstanding household debts are paid at least rintipaugh the labour services of
children. Genicot (2002) identifies the lack oftable alternatives as the causative
factor behind workers opting for a life in servieud

2.37 An interesting perspective on modelling ctelldour in a framework of credit
market imperfections is provided by Udry (op. citllhe author notes that two issues
are very important in trying to account for a hdudd’s decision to send its child to
school or to work. These are: first, an inability seize advantageous long-run
investments in children’s human capital becausereflit market constraints; and
second, problems of agency within households. Ageoroblems arise because
decisions regarding child labour and schoolinggaeerally made by parents — who
do not necessarily themselves experience therglications of these decisions. He
goes on to note that agency problems within a Hmldebecome even more salient
when they occur in the typical environment of infpet financial markets. If the
household cannot borrow (and does not plan to dées) decisions regarding child
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labour and educational investments cannot be madbalancing the current financial
gain and the discounted future financial cost afdclabour. Instead, decisions are
made by balancing subjective welfare costs andfliend®arents balance the benefit
in terms of current welfare of increasing childdab against the current subjective
cost of the child’s reduced welfare. The immedaatestion that arises in this case is
whose subjective welfare determines the child’s cadlon and labour force
participation? Parents may well have divergent gesfces regarding such
investments, so that shifts in bargaining powerhinitthe household could have
important effects on child labour.

2.38 An interesting approach is provided by Purk#ya (1998), who uses a
modified neoclassical household model that incafes parental power. The author
demonstrates that under certain conditions, aniitdabour laws that effectively
reduce the child’s wage may be instrumental in owjg the child’s welfare. In an
alternative two-period model it is shown that i& thousehold borrowing constraint is
stringent, sanctions may conditionally improve harmapital of the child.

G. I ncome distribution

2.39 A branch of the theoretical literature on a@hibour models the effect of
income distribution in the economy on the incideatehild labour. In this regard, it
is notable that Swinnerton and Rogers (1999a, 10880 Rogers and Swinnerton
(2001) extend the Basu and Van model by introdudimg ‘distribution’ axiom.
Ranjan (op. cit.) develops a model of child laband shows explicitly the positive
relationship between the incidence of child labamd the inequality in the
distribution of income. Also interesting is the itichl economy model by Tanaka
(2003). The importance of the effect of income rihsttion in the economy for the
determination of child labour has been recognizednfsrud, op. cit; OECD, 1996)
and theoretically established in a number of saidi&rootaert and Kanbur (op. cit.)
note that as household level poverty is well knaarbe the major cause of child
labour, “general economic development, equitabstriiuted, is the best and most
sustainable way of reducing child labour.”

2.40 The work by Swinnerton and Rogers (1999a)ety Wnteresting as it shows
that an essential assumption for the results fieenBasu and Van model to hold is
the distribution axiom. The authors show that idiadn to the assumptions of luxury
and substitution axioms about the micro level behavof households and firms,
there is also an essential macro level assumptiannay be termed the distribution
axiom: income or wealth from non-labour sources tnigssufficiently concentrated
in the hands of a few agents. In other words,ath#ors show that if non-labour
income is distributed with sufficient equality, rkat equilibrium with child labour
cannot exist in the Basu and Van model. Basu aaml fdcus exclusively on labour
incomes as a determinant of child labour, andfyusitis focus by assuming that non-
labour incomes (returns to capital) are consumeditiner a capitalist class that owns
all the capital, or foreign owners of capital. 8merton and Rogers (1999a) depart
from these assumptions by supposing that some eofwibrking households own
capital.
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2.41 Further, Swinnerton and Rogers (1999b) extdmr discussion to an
interpretation of the results obtained by Fallon dizannatos (1998), who note that
there is a negative association between incometantevel of child labour for low-
income countries, but that this association becdess marked in the more affluent
developing countries. Swinnerton and Rogers (1p8Afgest that this weakening of
the negative relationship may be interpreted agd dabour observed in the more
affluent countries may be the result of an inequah income distribution.

2.42 Basu and Van (1999) note that the kind ofstelution that Swinnerton and

Rogers (1999a) write about concerns the ownerdhiippnas - workers own shares, so
profits may accrue to the workers. They, like tresB and Van model, focus on the
equilibrium in which all children work or no chileln work. Basu and Van (op. cit.)
present the argument that their model and thatwahi@rton and Rogers (op. cit.)

present polar extremes of a general model. Intyedhere may not exist either of

these two kinds of equlibria. However, whenevashsaqulibria do not exist, there

must exist another equilibrium in which some claldiwork and some do not — a
‘hybrid equilibrium’.

2.43 Rogers and Swinnerton (2001) extend the gkmeodel in Basu and Van

(1998) to allow for different types of householdsd the model in Swinnerton and
Rogers (1999b) to allow for a more general utifijmction. They suggest that in
higher-productivity countries with child labourp@re equal income distribution can
reduce or eliminate child labour, while in low-pumdivity countries a more equal
distribution of income can exacerbate child laboRogers and Swinnerton (op. cit)
show that the impact of economy-wide inequality cmld labour is generally

ambiguous. This is because while redistributingpme will tend to reduce child

labour participation among working households, ah also increase child labour
among households paying taxes. They also showpthlaty measures designed to
reduce inequality in the economy will have the miastourable impact upon child

labour in high productivity economies. The notitvat productivity matters in this

context is that high productivity implies high wagates and, therefore, levels of
parental income are sufficiently high so that aldidneed not work. As a result, the
supply of child labour falls. High productivitysal goes hand in hand with high skill
and, as skill levels in an economy improve, childiEcome less substitutable for
adults. Thus, the demand for child labour falls.

2.44 Interestingly, Ranjan (op. cit.) derives a it relationship between
inequality in the distribution of income and theigence of child labour, contrary to
the relationship being ambiguous (Rogers and Swiong op. cit.). The author
develops an overlapping generations general eqguiib model where inefficient
child labour arises due to credit constraintsis Ehown in a model where individuals
have differing abilities that if borrowing agairtbe future earnings of children is not
possible, greater inequality is associated witlaggeincidence of child labour.

2.45 Tanaka (2003) develops a political economyehotichild labour in which a
rise in the tax rate results in a decline in cHathour, but the tax rate itself is
deterministic and influenced by the level of indgyan the economy. In this model,
the government does not legislate against childuab Instead, it collects taxes and
runs schools and, by providing good schools, toesean children away from labour
to education. Thus, as long as a household daesend its children to school, rising
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tax rates make it worse off. But once the schomdsgaod enough for households to
decide to take children out of the labour market send them to school, its welfare
responds to the tax rate like an inverted-U, bexzaais increase in the tax rate
improves the quality of schools. Preferences &theokind that satisfy the conditions
for use of the median voter theorem. Tanaka thgmos®es the necessary technical
restrictions and uses the median voter theorenrddigi the tax rate (and therefore,
the quality of schooling) that the government whioose. This in turn determines the
incidence of child labour in the economy — a ris¢hie tax rate results in a decline in
child labour. However, if inequality is high, ing sense of the median income being
much lower than the average income, then the texwadl be low and child labour
will be high. Like the model of Swinnerton and Reog (1999b), inequality is closely
related to the incidence of child labour, though ¢ausation is very different.

H.  Quality of schooling and enrolment

2.46 Research has also revealed that a direat-tofidchlso exists between child
labour and child schooling. This is quite clearcHildren’s time is viewed as a
variable divisible between children’s work and sah&Vhile children who work full-
time are likely to be out of school as well, chddrwho work part-time are sacrificing
learning time to go to work. It therefore appethet for a household to be sending its
child to work than to school, the relative retufr@m schooling must be low or the
relative cost of schooling must be high. The relahip between child labour and
schooling has been formally modelled in the thecaktiterature. Examined below is
the political economy model by Doepke and Zilibg2D05), the model by Lopez-
Calva (2003), the intergenerational model by Anked Melkas (1996), and the
model by Rammohan (2000). While the former twol dath improving the quality
or productivity of schooling, the latter two dealhvincreasing the school enrolment
rates to decrease the incidence of child labour.

2.47 Child labour inhibits the acquisition of humaapital through loss of
education and through other channels, for instabgejamaging health or affecting
attitudes (Rosati and Rossi, op. cit; Grimsrud, @p). Education itself is a multi-
linked variable in a country’s statistical profil@NICEF, 1999). Doepke and
Zilibotti (op. cit.) develop a political economy el in which the act of restricting
child labour is endogenous. In their model, hootihwith many children and less
wealth tend to oppose legal restrictions on chalibur. The number of children and
the amount of human capital in a household depentlyrn, on whether there are
legal restrictions on child labour. They show tttere can be multiple steady state
equilibria in the economy. There can be an economyhich fertility is high, per
capita wealth is low and poorly distributed and @gpon to legal restrictions is so
high that government does not legislate againsid dabour, so these conditions
persist through time. Alternatively, the same econcaould be caught in a steady
state equilibrium in which household size is loguality is high and public opinion
strongly favours legal restrictions. The authorstead that one exogenous change
that can shift the economy from the first equilioni to the second is a rise in the
productivity of education.

2.48 Lopez-Calva (2003) develops a simple modeutitiral and behavioural rules
at the community level and their impact on housghdécisions, including child
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labour. In terms of the policy perspective, théhauemphasizes that reducing child
labour is not the objectivper se The main objective is to relax some important
constraints on household decision-making to improwasehold welfare and, more
important, to increase income generation capadslitf the individuals in the future.
That leads to the incorporation of other variabteshe analysis that should not be
neglected, namely, economic growth, regional dgwaknt and quality of schooling.
In an earlier model, Lopez Cahat al (2002) analysed the effect of compulsory
schooling on the incidence of child labour, withigynamic, overlapping-generations
general equilibrium setting. Both human and plalstapital is accumulated, and
altruistic parents care about their own consumptma the human capital they
bequeath to their children. It is suggested tbater a certain class of parametric
conditions, household welfare would be higher impalsory schooling laws were
eliminated and children could work more hours. Thason for this is that the
restriction on household income reduces the accafioal of physical capital without
compensating the family with a high enough accutrariaof human capital, thus
preventing the economy from reaching the thresh@gond which child labour is
eliminated endogenously.

2.49 Udry (op. cit.) argues that the most effectivey to draw children out of
damaging work is to encourage school attendancenpyoving school quality. He
argues that from a social point of view it may Iffeceent to increase child labour and
reduce schooling up to the point at which the predescounted value of future costs
of additional child labour is just balanced by therent benefit to the household of
that additional labour. It need not, however, be tase that the socially efficient
level of child labour is zero; this will depend upithe productivity of child labour, the
degree to which schooling improves future produistiand the interest rate at which
future earnings are discounted. For example, i€hdd has already sufficient
schooling so that further years of education havelaively small impact on his/her
future income, if he/she could generate a lot obme by working and if interest rates
are relatively high, then the immediate benefithaving the child work may be
sufficiently large to offset the present discountatlie of the child’s future earnings
as a less well-educated adult; and vice versath&umore, it is argued that the most
promising tool yet developed for reducing child dab is a targeted subsidy to
families sending their children to school. It acs@nes the problems associated with
imperfect or non-existent financial markets by balag the current cost of moving a
child out of the labour force and into school watleurrent grant. It addresses also the
main agency problem by providing current resourttass reducing the importance of
intergenerational transfers.

2.50 Grootaert and Kanbur (op. cit.) present therarlities argument to make a
case for bolstering the returns to education imat@mpt to draw children away from
work and into school. They note that significamtsitive externalities may exist

where the social returns to education are highan tprivate returns. Basu and
Tzannatos (2003), too, note the need for going heéymwverty and social stigma and
looking for causes of child labour, such as mayépendent on the quality and the
availability of schools and the transaction cost®lved. Grimsrud (op. cit.) notes
that the decision on how much time a child shoylénsl at school or work is

influenced by both the assessed cost and the kerfedm schooling and job

opportunities. It is evident that the supply ofléHabour will increase as costs of
education increase. The total cost to a houseatfadrolling a child in school is even
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higher, including not only the sum of the directmag costs but also the opportunity
costs. Opportunity costs are the implicit coststhedf time that children devote to
schooling, including the time they spend in thesstaom, travelling to school and
doing schoolwork at home. These factors affect pussibility of combining
schooling and work activities. Thus, inflexible soling schedules may unnecessarily
increase the opportunity costs of going to school.

2.51 Anker and Melkas (op. cit.) describe the ig¢serational vicious circle
comprising poverty, fertility, child work, school nelment and economic
development. Couples in poor households have rooitdren, partly because the
possibility that the children can work reduces tlwst of having children. High
fertility in turn increases the need for the incoprevided by child labour. It also
reduces the education levels of future generatitmereby helping to ensure that
future generations will have high fertility, sinparents education is one of the most
important determinants of fertility. Breaking tlagscle may impose an extra burden
on the generation that does so. On the demand @idducers might assume that
with an increased labour supply as a result ofdctabour, their return on capital
would increase. But a reduction in the child labsupply would result in higher
wages for both children and adults. At the maeneel it could be the case that if
children were withdrawn from the work force, cemtaactivities within specific
industries and some industries in their entiretyuMashrink or face closure. In the
long run, however, an increased education leveldcpave the way for increased
labour productivity.

2.52 Rammohan (2000) develops a theoretical framewedhere fertility and
schooling decisions are made in an environment eviebildren contribute through
child labour when young and provide old-age segues adults. The model
demonstrates that the child wage rate, which @ thls opportunity cost of schooling,
is a crucial determinant of total fertility. Andrease in the child wage rate leads to
lower schooling investments and higher fertilityvdés. However, changes in
schooling costs have no impact on fertility deaisio They only affect the allocation
of children’s time between schooling and child labo A similar analysis on the
fertility and child labour dynamics has also been@ Dessy (2000). The environment
considered is one where children's time has anaemnvalue and schooling and
child labour are the main competing claims on dd&hitime. Using a one-parent
family overlapping-generations model, it is demeetsid that compulsive measures
against child labour are justifiable as an integiat of an intervention that combines
incentives and regulations in order to eliminatiédclabour.

2.53 Ankeret al (1998) note the importance of taking parental @etion into
account in accounting for the household’s decigmrsend a child to school or to
work. They note that many poor parents feel thadsg their children to school
(especially after they have completed lower primangl attained literacy) will not
improve their children’s employment chances in.lif&rimsrud (op. cit.) similarly
presents the argument that to explain the obselessa of child labour it may be
argued that risk-averse households systematicaligenestimate the value of
education, and that there may be inter-tempordtildigion problems (Baland and
Robinson, op. cit.) between those who have to inmesducation and those who will
receive the return of this investment.
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2.54 Bhalotra (2001) offers a new approach to amadya household’s motivation
behind sending a child to school or to work. Théhar suggests studying the wage
elasticity of child labour supply. Incorporatingbsistence constraints into a model of
labour supply, it is demonstrated that negativeemalgsticity favours the hypothesis
that poverty compels children to work, whereas gpasiwage elasticity would favour
the alternative view that children work becauserétative returns to school are low.

2.55 Also interesting is the analysis put forwaydBasu and Tzannatos (op. cit.) in
respect of child labour and education across gjblinThe authors argue that although
a particular child working cuts into education, Wa@nd education often seem to go
together across siblings in poor families: onedilabour makes it possible for the
other child to go to school. Though this phenommenb sibling complementarities
seems obvious, it has not received much attentidhe literature. The case for giving
importance to studying the impact of such an effiectontext of its policy as well as
gender implications, has been made by Grimsruddjopand also by Satz (op. cit.).

3. Demand for child labour

A. Nimblefingershypothesis

3.1  The nimble fingers theory claims that childreave a comparative advantage
in some kinds of occupation, that is, children u@e suitable labourers than adults
for some occupations. This theory can then pldysikplain the existence of a large
proportion of child labourers, and was the heldwfer a long time. More recently,
however, important studies have refuted the theony exposed new directions of
causality explaining the demand for child labour.

3.2  An important work on the demand side of chdfdur is the collection of

research studies in Anket al (op. cit.). This study gives an understanding ref t

economics of replacement of child labour with adaktour in the carpet, gems and
diamond industries. The papers in this volumeteetbe nimble fingers theory, and
note that non-pecuniary and non-economic factogsoften very important reasons
why employers hire children. Among the non-pectnigasons given for hiring

child labour are (i) awareness, subservience amocence (that is, child workers are
more docile and less troublesome, children showatgrewillingness to do repetitive
monotonous work, have greater innocence, do lessenédeism, do not join trade
unions or agitate for their rights, etc.); (ii) pading traditions in scoiety (tradition of

hiring child labour by employers, traditional ocetipns encourage the children to
work alongside parent(s), the social and commustgtus of the employer gets
enhanced by providing jobs to children in the comity) employers need workers
and this assures availability of skilled labourthe future); and (iii) the physical

characteristics of children.

3.3 Edmonds (2003) refutes the nimble fingers theod finds that a majority of
child labourers are involved in agriculture whiteetfocus of much of the research has
been on the employment of children in the indukss@etor. In this regard, Isvan (op.
cit.) proposes a framework for studying the proorctprocess and peasant
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households in which this process is seen as comgrig/o conceptually distinct but
highly interdependent sub-processes: production FRamusehold consumption
(including the production and reproduction of hdwdd labour power) and

production for the market. The distribution of thebour pool between the two
household production processes outside wage empluyns determined by: the
household production characteristics, the agrarsmcture within which the

household is located and the gender system wittirchwthe household is located.
Application of the framework to the Chayanov conaafpself-exploitation in peasant
production reveals the possible existence of sépaseploiter and exploited groups in
what hasgenerally been assumed to be a reflexive phenomdhas argued that

under many gender systems, self-exploitation tdkesform of the exploitation of

female and child labour by elder members.

3.4  Grimsrud (op. cit.) cites a number of studefsiing the nimble fingers theory
(United States Department of Labor, 2000; Burr&®5)9He mentions that employed
children are generally paid less than adults in ghme job, which indicates that
children are more willing to accept lower wages,otiner measures that are cost-
saving for the employer. There are two possiblesagea for this: first, children's
productivity and quality of work are lower than tlod adults and second, children are
easier to exploit. Studies have indicated that oty be the case (Burra, op. cit.).
Grimsrud (op. cit.) remarks that the more the tagehe case, the more child labour
can be spoken of as demand-driven and hence thtegthe scope for interventions.

3.5  Grimsrud (op. cit.) notes that another possd#enand-side explanation for
child labour is that child labour is caused by artdge of labour in general, leading to
more marginal groups entering the labour markethi$ is indeed the case, one
should find a corresponding upward pressure ontadadies. But, on the contrary,
downward pressure on adult wages is more commdrdgreed. This helps us reach
the conclusion that the direct labour market demfancthildren is closely linked to
the price of children’s labour. The more opportigsitfor the employer to hire
children at a lower price than adults, the greeténe demand for child labour. These
differences in opportunities could be caused bl ta#degislation, lack of control, or
acceptance through social norms. The more impomaimect demand (the supply in
conjunction with the parents work) for child labasrlinked to the range of income
opportunities for adults.

3.6 Furthermore, Grimsrud (op. cit.) argues that aomy also look at the total
labour demand and supply in the economy. By sogjairis noted that child labour
supply is a result of decisions within the housdhofluenced initially by the wealth
of the household. Working children’s relationshipthe labour market is generally
closely linked to their parents’ labour market tielas. With reduced income the
household will respond by sending its children iotib the labour market or will let
them take over tasks in the household or on thélyfdand that, in turn, will release
adults for the labour market. Such increased daiur could be stimulated by an
external crisis that the household was not ableesolve through the credit market.
These various issues are discussed in detailen dactions.

3.7  With regard to the hazardous and worst formshdtl labour, Anker (op. cit.)
notes that the same is determined to a large ekteamployers and traditions, since
they establish working conditions as well as thaceptability. A report on child
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trafficking (ILO/IPEC, 2005) notes that younger ldnén are the usual victims. It
notes that there is a differentiated market forngmr children often trafficked into
begging either alongside their parents or as faat group of children put to beg on
the streets with a handler. The young age of tchgdren is precisely why they are
exploited in begging. Thus, diverse factors inflcerthe employment of children as
labourers. While the nimble fingers theory has beefated in most studies, the
existence of a differentiated market for childrewalved in trafficking points to
exceptions that need better analysis.

B. Technological progress

3.8  The impact of technology on child labour hasrbanalysed in diverse ways.
Humphries (2003) offers an historical overview loé tpattern of child labour in the
early industrializers and offers a comparison il present developing countries. A
theoretical perspective on the issue is providetienmodels developed by Hazan and
Berdugo (2002), Dessy and Pallage (2001) and G@®@1). The model by Hazan
and Berdugo (op. cit.) is particularly interestiag) it analyses the dynamics of child
labour in a model where fertility is endogenous.

3.9  Considering Humphries (op. cit.), the authaleadhat child labour was more
prevalent in the 1®century industrializers than it is in developirauntries today. It
was particularly extensive in the earliest indadizers. Humphries (op. cit.) suggests
that this pattern may be a source of optimism dligpigathe spread of technologies
that have little use for child labour and of valukat endorse the preservation and
protection of children. The author offers four tgpaf explanation for the observed
trends. The first focuses on developments withipitaast labour markets. It
examines the effects of technology as well as menagand trade union strategies on
children’s work. The second focuses on the paret¢aision to send the child to
work. The third relates to the legal and politisence of the state. The fourth focuses
on social norms and beliefs about appropriate bhebavThe author finds that the
organization of the labour process generated biofittdand indirect implications for
the demand for child labour through its influenceerotechnology, employment
strategies and labour relations. It is noted thiaitdeen’s work was often the
consequence of failed or incomplete mechanizatiowas a necessary evil essential
to the competitive success of the key industrieshefindustrial Revolution. But with
the development of the capitalist labour marketdbmand for child labour faded as
more advanced industrial technologies replacechdexl for the unskilled labour of
children (Goldin and Parsons 1989; Nardinelli op.).cAs Cunningham (cited in
Humphries, op. cit.) observes, “it is assumed teahnology has its own in-built
rationale and that it always acts in favour of &dnld in opposition to child labour”.

3.10 Next, Hazan and Berdugo (op. cit.) explore e¢kelution of child labour,

fertility and human capital in the process of depehent. In the early stages of
development the economy is in a development traprevichild labour is abundant,
fertility is high and output per capita is low. Tewlogical progress, however,
gradually increases the wage differential betwearemqtal and child labour, thereby
inducing parents to substitute child educationcfutd labour and reduce fertility. The
economy takes off to more sustained growth, stesdie equilibrium where child
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labour is effectively abolished and fertility dews. Here, prohibition of child labour
would expedite the transition process and genar&areto dominating outcome.

3.11 Dessy and Pallage (2001) show that a techpdiaged coordination failure
may explain the emergence of child labour. Childola may arise because of the
lack of a coordination mechanism between parerdaistbns to invest in the human
capital of their children and firms' decisions twest in skill-biased technologies.
This coordination failure and a vicious circle @liefs may be the source of a poverty
trap. This result is established on the basis wdethacts: first, in an environment in
which children’s time has an economic value, edogathildren presents parents
with an opportunity cost; second, the reward frdmidcen’s education will arise in
the long term provided firms have invested in tedbgy that requires high skill
workers in the meantime; and third, investing inegonomy with low human capital
is a risky venture. Legislative intervention in Bu@ case helps coordinate
expectations towards a Pareto-superior outcome imikstments both in human
capital and in skill-biased technologies.

3.12 D'Mello (2002) develops a micro socio-economidel of a technologically
backward small industrial capitalist enterprisettha a particular context, has a
propensity to employ child labour. It is noted thatanalysis of capitalist competition
at the industry level, wherein the backward caisitaénterprise has less space to
accommodate rising wage rates, is found to be iflatmg in understanding the
propensity to employ and exploit child labour. Thealysis is undertaken to
understand the circumstances in which a technatlgicbackward industrial
capitalist enterprise, situated within the instdnos and structures of under-developed
capitalism, may change the incidence of employnaent the exploitation of child
labour.

3.13 The related research also includes Gupta [20@Relops a two sector
dynamic model of a small open economy with a claldour market. This model
analyses the simultaneous accumulation of humarphysical capital, and shows the
possibility of multiple long-run equilibria with bbw level equilibrium trap (child
labour trap).

C. Structur e of the labour mar ket

3.14 Lieten (op. cit.) presents the paradox thatreéas where one can expect more
push forces because of poverty and illiteracy,itlegdence of child labour is lower
than in areas where levels of poverty and illitgrare considerably lower. The author
suggests that an explanation for the above candyaded by specific labour market
segmentation, a low reward for labour power and hayels of employment under
conditions of social, economic and political sulsinieness. Moreover, since the vast
majority of the poor are cut off from higher-statbgyher-wage jobs, in competing for
the jobs for which there are no credential barridrgy further drive down relatively
low wages. So the pattern of supply of workers iffeent types of jobs can be
expected to strengthen labour market segmentation.

3.15 A rapid assessment study on child traffick{lREC, 2005) notes that in this
case the demand paradoxically comes from a supgé actor. In many obvious
sectors, there is no consumer demand but only goramity for an exploiter to
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profit. In the absence of consumer demand, itesetkploiter who therefore generates
the pull equated with demand in the form of a deso profit by exploiting an
opportunity. This is what economists call deriveeindnd and it can operate where
there is no obvious consumer. The study cites ®dhlardt, “in these cases, the
‘demand’ comes in fact from the ‘supply’ side actior the extent that the would be
migrant may ‘demand’ help to migrate and may irs thiay end up ‘acquiring the
services’ of a trafficker”.

D. Efficiency wages

3.16 An efficiency wage is a wage paid that excebdsnarket wage. It stimulates
worker productivity and can result in higher em@oyevenues that offset the higher
wage cost. Genicot (2001) argues that if somegdaatult wages is used to purchase
child nutrition and if efficiency wages are beingigy child labour may tend to
increase. This is because parental altruism, &deesed by higher incomes for
parents and better nutrition for children, impleekakage of the efficiency wage paid
to adults, which can create an incentive for theleger to employ the adult along
with his or her children. He concludes that tmalgsis is consistent with the fact that
entire families are often employed together on faamd in factories and workshops.

E. Composition of household asset portfolios

3.17 The composition of household asset portfakossually an important factor
on the demand side of child labour. Cockburn (208Bows that an explicit
integration of the role of household asset profesvides a fuller and more nuanced
explanation of child labour and schooling decisiofite author uses a simple
agricultural household model with a missing labmarket to show how the extent
and composition of household asset portfolios siamglously determine household
income and the shadow wage of, and demand for daibdur. Child labour-
increasing (-decreasing) assets are characterizaddominant wage (income) effect.
An empirical analysis of data on rural Ethiopiaruseholds shows that both poverty
constraints and income opportunities play importates in the decision to send
children to school or to work. It is also shownttlhath work and school conflict
substantially but not entirely.

3.18 Another critique of poverty-based explanatiofschild labour comes from
Bhalotra and Heady (2003). Using data for Ghana Rakiistan the authors have
attempted to show that households that own (oradeetarger amounts of land tend
to make their children work more. Because a lalgiholding would typically mean
greater wealth, this seems to suggest that grpaterty does not lead to greater child
labour. The main reason that greater land ownenstap contribute to higher child
labour is, as Bhalotra and Heady recognize, tHaua market imperfections mean
that owning or controlling land amounts to havinge topportunity for more
productive use of the household’s labour, includohgd labour. If this is the case,
Grimsrud (op. cit.) remarks, then children of tle®pest households will not appear in
global child labour estimates.
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F.  Tradeand comparative advantage

3.19 Galli (2001) notes that for many developedntoes seeking trade sanctions
(United States Child Labor Deterrence Act of 19@gginst developing country
imports, the worry arises from the fact that theleation of children in many

developing countries can artificially depress tlstcof labour, leading to unfair

competitive advantage in world markets and to aewidownward pressure on
unskilled workers’ wages and employment in rich rdoes. A paper by Rodrik

(1996) explores the relationship between labourdsteds (including child labour) on
one side, and, comparative advantage and forexgsiment on the other, and finds
evidence validating the expectation of child labeaducing overall costs.

3.20 The above argument for an economic case @é¢ gsanctions should be seen in
light of the fact that just about 5 per cent of Wherld’'s child labourers are estimated
to work in formal economy export-related jobs (Baem, 2000). Arat (2002)
condemns trade-related bans and other consumentedieneasures intended to
combat child labour, and advocates instead a gtrengd role for labour unions and
consideration for the views of children themselwesspousing their rights.

3.21 Ranjan (2001) discusses that trade sanctigagst countries using child
labour may fail to reduce its incidence. Since nomstntries having a high incidence
of child labour are exporters of unskilled labontensive goods, the author discusses
the impact of trade sanctions on the economy haaingmparative advantage in the
unskilled labour intensive good. A trade sanction this economy will lower the
relative price of the unskilled labour intensiveodo This will translate into a lower
unskilled wage and a higher skilled wage from tlaenifiar Stopler-Samuelson
relationship between product prices and factorgstid@ his would increase the returns
to schooling and hence induce the altruistic parémtsend their children to school.
However, a decline in the unskilled wage would dthe income of parents who are
unskilled. Taking both these effects into accotmigde sanctions may fail to reduce
the incidence of child labour. An argument agatresie-related bans is also made in
Bhalotra (op. cit.).

3.22 Shelburne (2001) shows that trade opennesgesdhe benefits of child
labour for other members of society. In view ofthn open economy would thereby
reduce society's incentive to allow child labour. gublic choice model is
hypothesised wherelgocieties create institutions that benefit thos ttontrol the
political process. Using this framework, it is aeguthat child labour will exist where
the other factors of production gain from its piaet It is demonstrated theoretically
that the non-child-labour factors are harmed bydchabour in capital abundant
nations; therefore, child labour is unlikely to €xin these countries. In labour
abundant countries, the non-child-labour factorsr geom child labour when the
economy is closed. As a labour abundant economyorbes more open to
international trade, those gains diminish and eign negative as the size of the
economy increases. It is shown empirically thatdfess-country prevalence of child
labour falls with increases in a nation's per @jitome, its openness to trade and its
economic size. Therefore, the author argues thdetsanctions, as a remedy for child
labour, may be counter-productive. However, sirfee model shows that the non-
child-labour factors are sensitive to how econopaticy affects their incomes, trade
policy sanctions, which sufficiently target the admld-labour factors, could possibly
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be effective. The model also shows that as sosidiezcome more democratic, the
process sets in motion economic changes that wdletmine the practice of child
labour.

3.33 While the model developed by Shelburne (ap) shows that trade openness
by itself sets in motion a process whereby chilwbla in the economy decreases, an
alternative argument is sketched in Grimsrud (ap) which explains the standard
effect of trade argument in the context of childdar, and shows that it is in the
interest of the developing countries to elimindtédclabour in order to reap the gains
from trade. It is noted that child labour diffenscountries, over time but seems to
have a more constant presence in some industriesevidibour-intensive technologies
cannot be replaced by capital-intensive technolodye existence of child labour,
thus, may slow down or obstruct structural changesied for growth as explained by
endogenous growth theory.

3.34 When knowledge accumulation is located largelhe rich countries and the
poor country is also smaller in (economic) sizetipalarly in the size of already
accumulated knowledge capital (which determinesaeh effectiveness), the rich
countries capture a growing market share in thal taumber of differentiated
varieties and entrepreneurs in the poor countryeskeing capital losses, may
innovate less rapidly in long run equilibrium withternational trade than under
autarky. Trade reduces the profitability of edumatand research and development in
the poor country as it places local entreprenearsampetition with a rapidly
expanding set of imported, differentiated produdtsmay drive the country to
specialize in production rather than research aitisirwproduction to shy away from
high-tech products, favouring instead traditioqalssibly stagnant, industries, which
use the relatively plentiful supply of unskilled fkers, thus slowing innovation and
growth. Another important effect of trade is thiatnénating child labour may actually
alter the terms of trade between producing andwuirsy countries in favour of the
producing countries, since payments to the labotaefwill increase and some of this
increase will be transferred to the world marketgrGrimsrud observes that in light
of the above arguments, developing country govemsnshould be more eager to
legislate against child labour. That such a deslg exists on a limited scale, or has
been translated into practical policies to onlyreak degree, may be due to the fear
that an individual nation that unilaterally abobkshchild labour might easily lose out
if other countries failed to follow suit. It is altective action problem.

G. Non-economic activities of children and gender issues

3.35 Non-economic activities by children constisuga important demand on the
child’s time. As Grimsrud (op. cit.) notes, the ordy of the world's child labourers
are girls and most economically active children laogs. This difference in number
and gender composition is a result of children'skwia the household, activities
defined as non- economic. As Knual (1998) noteg #iandard definition of
employment leaves out the effort undertaken in igd'shown home that does not
directly lead to the production of commercial gaotiecluding housework in the
definition of child labour would substantially irease “the rates of work activity rates
among female children and youth ...”. FurthermorelliGap. cit.) notes that unpaid
family workers contribute to their household’s int® and survival by helping their
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parents in both paid and self- employment actisitie is common for families to
engage in sub-contracting where the family is Eigiece rates so that the help of
children is crucial to increase household produtgtiand daily income. Children
(especially girls) are often engaged in unpaid faractivities in order to free their
parents (especially their mothers) from houseward allow them to undertake paid
work.

3.36 Burra (2005) argues that the distinction atd¢bnceptual level between child
labour and child work is essentially flawed anddi@mndoned both at the level of
theory and practice. The ILO defines child labosiraork that deprives children of
their childhood and their dignity, which hampergithaccess to education and the
acquisition of skills, and which is performed undeplorable conditions harmful to
their health and their development.” Child work, the other hand, includes all paid
and unpaid work for the household or for the markdtether it is full-time or part-
time. Burra notes that the largest numbers of ofmlcare in fact to be found working
in agriculture and allied activities. Moreover,aage number of children are involved
in the informal economy, which in itself is verytersive. Informal enterprises run by
adults depend hugely on family labour (Bhalotra @amennatos, op. cit.), particularly
the labour of children. And, if children are noteaditly working on production-related
work, they are engaged in supporting the care eugrep that their mothers can be
freed up for wage employment. The author goes amte that it is being increasingly
realized that a large number of children are ousdafool largely because they are
involved in some kind of work within the househalia light of the above arguments,
the author advocates that the distinction betwddhd dabour and child work be
abolished and all children be targeted for compylpoimary education.

3.37 Grimsrud analyses the private return on clalibur and notes that it has
several elements, namely, the child's money incaheeyalue of the child's work in
the family enterprise, at the family plot, or irethousehold; the increased income
opportunities for adult members of the househoid #he skills or increased labour
market opportunities the child acquires while wogki He notes that the more
important of the stated factors is the value of Wk and the increased income
opportunities for adult household members. Childsenking in their own household
increase the adult labour supply. The money eaemmet the learning effects from
child labour are generally not of great economipantance for the household, but the
value of the work done and the increased incomemppities for adult members of
the household may be of more importance. There, willcourse, be differences
among households.

3.38 The above review helps shed some light om#tere, extent and importance
of children’s non-economic work. In the followingagagraphs an important
theoretical work by Rende that models children’sx-@DP-related work in the

household framework and suggests interesting promas is considered. The author
notes that the literature on the economics of chaldour often starts with the

presumption that market work is a competitor ofosthime. In the author’s view,

this is, however, a curious approach since thenatenal convention that delineates
the guidelines for children’s well-being, the Unitlations Convention on the Rights
of the Child, does not single out labour markeadtment as the only source of
violation of child rights. The guiding principle mather to determine whether work
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hampers the child's health, education and wellgp&iow and in the future, while
paying attention to the relations and environmeithiw which work is performed.

3.39 The author develops a unitary household mod&thich children’s time is
allocated between school, market and non-markek.wbhe author assumes one
parent and two children who live and pool resouricesvo periods. The parent is
concerned with consumption and the education ofchadren in the first period and
with household consumption in the second perioa dithor also assumes that there
exists a probability of being attached to the lalboarket, and denotes this by p and s
for the first and second child, respectively, ighti of the fact that in the literature
several studies argue that children's market-rlaterk will be easier to supply in
households with complementary assets, or with psneho have access to land and
labour markets.

3.40 On analysing the model, interesting implicasioare presented. First, in
households with a link to labour or land marketsildcen's GDP-related work is
expected to increase, independent of the levetaime. Second, parents will choose
a diversification strategy in choosing the optireafel of education for children. And
this will depend on wages offered in the marketjaty dictated productivity at non-
market work and productivity at market work. Incgean one child's productivity will
lead to an increase in the other child's optimatll@f education. Third, if the parent
is concerned over the total future income of hé&spring, increases in the probability
of finding a job during her daughter's adult lifél\wegatively affect the optimal level
of her son's education in the first period. Buthé parent is concerned over the
distribution of future income among her childrement improvements in the returns to
women's education do not affect boy's educatiatieénfirst period. After a threshold
level of income, neither child's productivity magtend the optimal level of education
rises for siblings.

3.41 The author concludes by noting that the liteeaon the economics of child
labour needs to reconsider the definition of cHd@our. If the main concern is
whether or not work interferes with a child's ediarg then the assumption that a
child's time is allocated only between market wamkd school deserves serious
consideration. If the main concern is that pricd amome changes are the incentives
for parents to reallocate their child's time, tliteis important to remember that GDP-
related work is not the only option available togrds for allocating a child’s time.

3.42 Finally, Grimsrud (op. cit.) presents an argatrin extension of Andvig’s, by
taking account of children working in householdsid&ig (2000) suggests an inverse
U-shape for children's participation rate in thieolar market in regard to poverty as a
possibility to explore. Grimsrud (op. cit.) obseswbat the inverse U-shape may be a
possibility in the case of economically active dhéin but the same is not necessarily
true of child labour; in poorer households childreay still be working in their own
household. He also notes that a related analypicadlem deriving from the use of
statistics for economically active children as exyrfor child labourers is that access
to the labour market is an important determinanp@¥erty. Since children in the
labour market are mainly sent by their familiesgremmically active children tend to
be from households with economically active pareAtslysis thus tends to exclude
those households where both adults and the chilairermpermanently or temporarily
out of the labour market and households with thekest connection to the labour
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market. Further, both children and adults workinghie illegal informal sector might
be systematically less represented in the staislibese conceptual and statistical
issues point to the importance of accounting fatdobn’s non-economic work in
order to derive a more accurate representationhef factors operating at the
household level in favour of continued work by dngin.

4. Theories of the persistence of child labour

4.1  The persistence of child labour can be seethasesult of the equilibrium
reached between both the demand and supply siderdacThus, much of the
discussion from the previous sections would be ablexplain why child labour
persists. Alternatively, a new perspective for gsialg the issue can be introduced.
One may differentiate the factors at the houselaldl from those at the level of the
economy as a whole. Thus, there exist in the tiieeatheories of dynastic traps and
the literature on economic growth, both in the fesvork of child labour.

4.2 Basu and Tzannatos (op. cit.) note that treesesmall body of literature that
analyses the dynamics of child labour. The studgssime that a person who receives
more education as a child should grow up to haghdri human capital. Under
normal conditions in capital and labour marketghbr human capital will mean a
higher labour income. Hence, a person who supphese labour and gets less
education as a child will grow up to be poorer msadult. Following the logic of the
basic model, this person’s child will also be senwork, thereby perpetuating child
labour across generations. Child labour can thubdagght of as a dynastic trap. Here
again there is the possibility of multiple equilioms. Of two otherwise identical
dynasties, one can be caught in the dynastic tlolur trap, whereas the other is not.
Furthermore, if an economy is caught in a childlaktrap, one would suggest a large
effort at educating one generation and this cantlgeteconomy moving towards a
virtuous equilibrium without need for further actio

4.3 Grimsrud (op. cit.) analyses the persistencehdtl labour by application of
the growth theories and notes that the endogenoowstly theory offers a new
analytical framework for studying child labour. r$t the question of how child
labour may be placed in the context of a neoclakgiowth model is addressed. The
neoclassical growth model normally does not diffiéete between different types of
labour; child labour is the same as other typelodur. Intra-household pooling of
labour and discriminating among different labourrkess are also not normally
reflected in a neoclassic growth model. If childege hired, it is because their work
at the wage paid has a positive marginal returthéoenterprise output and hence to
growth.

4.4 In the neoclassical model of growth, a susthinerease in investment raises
the economic growth rate only temporarily, theaaif capital to labour goes up, the
marginal product of capital declines and the econoraves back to a long term path,
with output growing at the same rate as the workdqquality adjusted, in more

recent versions) plus a factor to reflect improvprgductivity. Because the last term
is exogenous — determined outside the model €sr#ay that the neoclassical model
ignores the very engine of growth. In a neoclasgijcawth model, the existence of
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child labour does not therefore seem to pose amycpkar development problem.
Working children represent both themselves andthHgy corresponding growth in
adult labour supply, a source of economic growthpéhding on how one defines
productivity and the quality of growth in the lalvdarce).

4.5 Next, in Grimsrud (op. cit.) the endogenouswgho theory and how its
treatment of child labour differs from that of timeoclassical growth model are
examined. The endogenous growth approach bringsowements in productivity,
notably due to innovation and investment in humapital, fully inside the model, so
that outputs grow faster than exogenous factorsealould make them grow. Human
capital, for example, is not just another inputoirthe production process with
diminishing marginal returns, but one with the euderistics of a non-rival public
good and one whose accumulation can make margetains to other inputs,
particularly physical capital, increase, rathemtkdaminish (Srinivasan, 1998). It may
be assumed that the economy’s representative ageximizes its utility function
over time, and a decision in the household toHetahildren spend less time working
and more time in school could be an example of #eduction in the second period
will hence depend not only on the number of workbrg also on their productivity
and the quality of their works.

4.6 Lucas (....) adds to this a term representingxdarnal effect associated with
the accumulated human capital. In other wordsntbee human capital society as a
whole has accumulated, the more productive eagiesmember will be. In this way

endogenous growth theory makes human capital develot essential for economic
growth. It also foresees externalities associatigd this human capital development.
If child labour should be a phenomenon in an estdge of industrialization, the lost
opportunities that one generation has to forgo rdeo for future generations to

prosper not only must be an optimal deploymenesburces in period one, but must
also offset the reduced return to human capitéter periods. In neoclassical theory
this was not the case. Endogenous growth theomgfttre seems to offer a useful
analytical tool that casts new light over the catioms between child labour and
macroeconomic performance.

4.7 Brown, Deardorff and Stern (2003) in analysihg theory and evidence on
child labour, note that the supply of child labasrlargely a household decision
pertaining to work and educational attainment foildcen, and is influenced by
factors such as family size, parental work and mmestatus, and investment in child’s
education. Compulsory school laws, as also progrdessgned to improve school
quality and raise the return to education, havéengract too on child labour supply.
Achieving the optimal decision is, however, corigigd by a variety of market
dysfunctions, such as, inadequate availabilityreflit and insurance, the inability of
families to engage in efficient intra-generationbirgaining, inefficiency in
information gathering, coordination failure betwekms that invest in upgrading
technology and parents who invest in human camtabng others. The authors note
that demand-side forces have only a limited rolly,cend in that context, since later
stages of industrialization tends to be skill-béthseoften appears that demand for
child labour occurs when labour saving or othehtetogical innovations have not
been adopted.
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4.8. Brown, Deardorff and Stern (op.cit.) suggesnt their findings that child
labour is a consequence of both the supply of, taeddemand for, child workers.
Their analysis does not support the conventionadain that child labour is
essentially the outcome of a single cause sucloesrty, greed, or ‘nimble fingers’.
While research supports the view that poverty iases the incidence of child labour,
there is evidence that child labour surges whenl@mnpent opportunities are created.
Again, child labour may decline as incomes in deprlg countries rise, but there is
nothing in theory or evidence that indicates thathsan outcome is inevitable. The
authors highlight, moreover, that parents are thgle largest employer of children,
in household economic activity, family enterprise,farm, and the reason partly is
that hiring non-family members is more expensive mturs incentive problems. At
times, parents take along children to work as aeipiachild’ team for increased
productivity (and higher ‘efficiency’ wages), orgage the child for work allotted to
themselves under ‘sub-contracting’ terms for maging income. Thus, a policy that
targets a single dimension of child labour is ugljkto be efficient or effective.
Nonetheless, the authors conclude that evidengqwemiipitous decline in the hours
that children work and the improvement in the ctods under which they worked in
the West between the middle of thé"Ighd 28' centuries suggest that in the correct,
policy, and cultural environment, eliminating childbour is an obtainable social
objective.
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Annex

Statistical measurement practiceswith regard to
activities by children

This report dealt primarily with an overview of thenderlying research
expanding the determinants of the supply, demart pamsistence of child labour
(CL). The review of the literature in the repartiuded some econometric studies on
which the theoretical discussion of child laboutetminants was based. In this
annex, these studies are presented with an empbragdise variables and indicators
applied in analysing the CL phenomenon, along vétrselection of additional
empirical studies on CL measurement. The purpésimveying this aspect of the
research is to identify possible guidelines on ionBing suitable statistical
measurement practices in respect of activitieshogen.

The following studies (most have been reviewedereport, those marked *
are additional) are examined in this annex.

1.* Ahmed, Iftikhar: “Getting rid of child labourEconomic and Political Weekly
Special Articles, Vol.33 No.27 (July 1999), pp. 5&22.

2. Basu, Arnab K. and Nancy H. Chau : “Targetingdclabour in debt bondage:
evidence, theory and policy implicationsThe World Bank Economic Review,
Vol.17, No.2 (2003), pp. 255-281.

3. Bhalotra, S. and C. Heady: “Child farm laboure twealth paradox”The
World Bank Economic Reviewol. 17, No. 2 (2003), pp. 197-227.

4. Bhalotra, Sis child work necessary3TICERD Discussion Paper No. 26,
London School of Economics, August 2001.

5. Blunch, Niels-Hugo, Sudharshan Canagarajah, édagGoyal:Short and
long-term impacts of economic policies on childoab and schooling in Ghana,
Social Protection Discussion Paper No. 0212, W&#&hk, Washington DC, May
2002.

6. Blunch, Niels-Hugo and Dorte Vern&evisiting the link between poverty and
child labour: the Ghanaian experiencBolicy Research Working Paper WPS-2488,
World Bank, Washington DC, 2000.

7. Burra, Neera: “Crusading for children in Indialsformal economy”,
Economic and Political WeekBpecial Articles, December 2005.
8. Grootaert, C. and H. Patrino3he policy analysis of child labour: a

comparative studySt. Martin’s Press, NY, 1999.

9.*  Hussain, Mahmood:Child labour standards and economic growth: an
econometric analysisVorking Paper # 99-21, Department of Economiasyérsity
of Colorado at Boulder, USA, October 1999.

10.* Jayaraj, D and S. Subramanian: “Child labouiTamil Nadu in the 1980s: a
preliminary account of its nature, extent and thstion”, Economic and Political
Weekly March 2002.

11. Lieten, G.K, “Child labour and poverty: the poty of analysis”,The Indian
Journal of Labour Economi¢c$pecial issue on Child Labour: Dimensions andckol
Options, Vol. 45, No. 3 (July-September 2002).

12.* Ray, Ranjan, “Simultaneous analysis of ché¢bdur and child schooling —
comparative evidence from Nepal and Pakist&conomic and Political Weekly
Review of Labour, Vol.37 No.52 (December 2002), 5ip15-24.
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Each study is reviewed and brief descriptions bkjective and findings, (ii)
data used, and (iii) variables formulated, are jgled.

1. Ahmed (1999)

The study is an empirical analysis seeking a respom the policy question of
whether and to what extent changes in GNP per aapibverty, inequality, the
structure of the economy, demographic factors asicbeducation could effectively
reduce child labour. It is anticipated that chédbdur should be positively associated
with poverty, income inequality, the percentagepopulation below 15 years of age
and the share of agriculture in GDP. Furthermoteld labour is expected to be
negatively associated with GNP per capita, schooblment and adult and female
literacy rates. This hypothesis is tested usingssection data from a sample of
developing countries.

Scope: Cross-country analysis

Data sources:

- International Labour Organization (ILO)
- World Development Report

- ILO survey of estimates

Data source application/ econometric estimation:

- Data from the first source gives estimates forcctabour (10-14 years of age)

. Data from the second source gives information orPGiér capita, adult literacy
rates, primary age group enrolled in educationggr@age of population below 15
years of age and percentage contribution of agticeiko GDP

- Data from the third source provides informationpmverty and Gini coefficient

Table of variables:

Dependent variable Description/ notes
Child labour ¢ measured by the percentage of economically actiildren
in the age group 10-14 years
Independent variables Description/ notes
GNP per capita -
Poverty + the percentage of population or households witbrire (or

expenditure) below poverty line or the standardhim year
closest to 1995 for which data is available for toeintry
concerned

Gini coefficient ¢ measures inequality in the distribution of income o
expenditure at the personal or household levetHeryear
closest to 1995 for which data are available eitethe
national or the rural level

Primary age group -

enrolment in education

Percentage adult literacy -

Percentage adult female

literacy
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Percentage contribution of -
agriculture to GDP

Percentage of population -
below 15 years of age

2. Basu and Chau (2003)

The study contains an econometric analysis of #wofs influencing the
existence of bonded child labour. In light of threlings from the econometric model
a theoretical model evaluating the effectivenespalicy responses to bonded child
labour is developed. The econometric findings ssggeystematic correlations
between the incidence of child labour in debt bgedand the enforcement of core
labour rights and the stage of development of amn@my. Child labour in debt
bondage is less likely in countries where per eapgtl income is relatively high, the
rights of workers to freely negotiate wages andmfannions are respected and
financial markets are better developed.

Scope: 163 countries (cross-national study)

Data sources:

» Country report on Human Rights Practices for 1998ted States Department of
State 1999

* Worldwide Report on the Worst Forms of Child LahoGiobal March against
Child Labour 2000

* World Development Indicators, World Bank

* International Labour Office

* International Trade and Core Labour Standards (Mdaaumh), Organization for
Economic Cooperation and Development (OECD) 2000

Data source application/ econometric estimation:

» Data from the first three sources are used to oactsthe dependent variable,
bonded child

» Data from the last three sources are used to emtghre labour rights indicators

» Data from the World Bank provides information ornukehold consumption per
capita and GDP, and is used to construct indicafors financial market
development

Table of variables:
Dependent variable Description/ notes
Bondchild (Bonded child) ¢ constructed to take the value of one whenever émads of
child labour in debt bondage have been reportedaavalue
of zero otherwise

Independent variables Description/notes
Average real GDP per ¢ is a stage of economic development variable
capita, 1994-98
Legexag (labour rights ¢ constructed for each country and assigned a valuene
indicator) whenever child agricultural labour is exempt froational

minimum age legislations
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Enforcement (labour rights
indicator)

Share of economically active
population (age 10-14)
Intspread (financial
development indicator)

Priv (financial development
indicator)

Riskshare (financial
development indicator)

3. Bhalotra and Heady (2003)

deals with the enforcement of core labour rightssdal on
information (four point scores) in the OECD report

takes a value of O for the two groups of countimesvhich

enforcement of freedom of association and the right
organize is deemed adequate and a value of 1 éitwb

groups of countries in which more severe violatidrave

been reported

‘outcome’ indicator for the observance of core labaghts

captures the average gap between official lendatg and
the deposit rate during 1994-98

denotes the share of private credit (by depositepdranks
and other financial institutions) to GDP

attempts to measure the development of insuranckemsa
by estimating the extent to which variability inogs
domestic product per capita translates into vdrigbin
household consumption per capita (1970-98, constaab
prices). The estimated least square regressioriiaest in
the regression of the latter on the former gives \vthriable
‘riskshare’

when the coefficient takes a value of 0, household
consumption is fully insulated (insured) from peapita
income shocks in the country. When the coefficiakes a
value of 1, there is perfect pass-through of incearability
to household consumption variability

The paper suggests that land and labour markairdsilcan explain the

apparent paradox that children of land-rich houkihare often more likely to be in

work than the children of land-poor households. ifiddally, it suggests that credit

market failure will tend to weaken the force ofstimaradox. The effects from land,
labour and credit market failures are modelled estdnates obtained from the data. It
is found that even after conditioning for covargtéhe wealth paradox persists for
girls in both countries, whereas it disappeardfuys.

Countries: Pakistan and Ghana

Data sources:
- Rural samples of the Ghana Living Standards Suime$991/92
- Rural samples of the Pakistan Integrated Housebotdey for 1991

Data source application/ econometric estimation:

- Data used to construct the right and left hand sagables. Data structure and
definition of work as used in the referred data see sufficiently similar to allow
comparability across the two countries

Table of variables:
Dependent variable Description/ notes
Child work ¢ hours of child work on the family farm
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Independent variables
Child characteristics

Household resources

Farm organization

Household structure

Parents education

Community variables

<

* & 6 o o

Description/ notes
age, age squared
child of household head
log per capita food expenditure (this includes itepuvalue of
home produced consumption, and proxies for houdehol
consumption)
acres multiply 10 square, acres (square) multiplyolthe power
4 (land size, defined as the acres of farm landesnar operated
by the household, is the key regressor in the eguatA
guadratic term is included to allow the sizes @& thealth and
substitution effects to vary with land size)
dummy variables are introduced to distinguish #uedl owned
from rented land. A further distinction is betwesrarecropping
land, use of free or village land and number otpldf land §ee
farm organization, which is the next independemnialde)
land owned is a valid instrument for total land raped if it is
assumed to be exogenous — this takes care of theibf®
endogenity of land operated by virtue of includihg land rented
or sharecropped. An index of inequality in landtrilisition
within the community is used as another instrument
communities in which there is greater inequality l@and
ownership are expected to have more rental arraggesnover
land
unemployment rate at the community level togethath w
indicators of the level of infrastructural develogmh of the
community are used to instrument household consompto
account for a possible endogenity of the consumptariable if
decisions about consumption and labour supply axem
simultaneously. The within community variation income is
captured by including interactions of these vagabWith the
education of the household head
number of farms
rent, sharecrop, free farm or village farm?
household size
female head
males <5-7 years, males 5-9 years, males 15-1% yemies 20-
59 years, males >60 years
females <5-7 years, females 5-9 years, females91§éhrs,
females 20-59 years, females >60 years
household size and composition appear as regresasrshe
incentive to put a child to work on the farm depeod the size
of the farm relative to the size of the availabtolpof family
labour
an indicator for whether the household has a fernaéa serves
as a measure of household insecurity
mother - middle/secondary, father — secondary
to the extent that women’s education reflects theirgaining
power, inclusion of mother’'s education as distiftom father’s
education goes some way towards relaxing the common
preference assumption
primary school (girls), primary school (boys), nligldschool,
secondary school
public transport
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¢ log of male wage
¢ wage of hired labour is proxied by the going adtical wage
rate for men in the community (a statistic providad village
leaders identified as respondents in the community
guestionnaires of both surveys)
¢ an indicator for public transportation in the cormity is
included as it may affect access to school
¢ dummy variables for whether primary, middle andoseary
schools are present in the community in which thiégdclives
serve as a proxy for school costs
A set of province ¢ introduced in all the equations to capture any atffeof inter-
dummies province differences in wages and prices

4, Bhalotra (2001)

This paper investigates the hypothesis that chmlaverk because their income
contribution is necessary for the household to needisistence expenditures. A
testable implication of this hypothesis, which ged in the paper, is that the wage
elasticity of child labour supply is negative. Laibsupply models for boys and girls
in wage work are estimated. On conditioning fot fin¢ome, a forward falling labour
supply curve for boys is identified. This is comsig with the view that boys work on
account of the compulsions of poverty. It is aleowen that this finding is much less
clear for the case of girls.

Scope: Pakistan

Data source:
- Rural observations from the Pakistan Integratedsdbald Survey, 1991

Data source application/econometric estimation:
- Data used to construct the right and left hand gad&@&bles

Table of variables:
Dependent variable Description/ notes
Child wage work ¢ hours of child wage work
¢ two definitions of hours of child wage work are
constructed from the survey. One refers to the vioedétre
the survey, and the other to the annual averageeekly
hours of work

Independent variables Description/ notes
Child wage rate ¢ measured as earnings divided by hours of work
¢ wage rate is specific to the individual child andtn
constrained to be the local market wage. The latalket
wage is instead used as an instrument
¢ measurement of earnings is complicated by some @atgm
being made in kind and by earnings being repord f
different payment frequencies. It is reduced tcoenmon
denominator and payments in kind are incorporatadgu
cluster level grain prices and information on theumfities
of grain received
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Wage rates of other household
members

A life cycle consistent measure
of non-labour income

Acres of land owned by the
household

Dummy variables for the
presence of primary, middle
and secondary school in the
village*

Other variables

calculated in the same manner as for children

a interesting problem arises as the wage rate r@atards
many missing values — it is not uncommon to findtth
child is in wage work but one or both of her paseste not.
The authors mention two ways of dealing with thishglem
— first, predicting the wage rate using the sangfledults
for whom the wage data are available and secopthadieg
the wage rate of the person with the age and eidueht
level of the person. The latter is adopted and miare
education and age is replaced by the average éolucatd
age of all adults in the household

constructed using the cross sectional data on hoide
consumption and labour income of all household nesb
at a given household size, this reflects the maigin
productivity of farm/enterprise work

to proxy for the cost of school attendance

a quadratic in child age, a dummy indicating whettine
child was ill in the month preceding the surveymuies for
female headship, religion, a cluster level unempleqt
rate, province dummies, household size, indicatdrshe
age-gender composition of the household, birth rorde
dummies and dummies describing the relation otthiel to
household head

a cluster level unemployment rate allows for digidmium
in the labour market

province dummies pick up more aggregate regiorfaicef
including demand effects

5. Blunch, Canagar ajah and Goyal (2002)

This paper proposes that most of the empirical yarglof child labour has

been based on one-time cross-sectional samplethangh this may give an idea of
the incidence and determinants of child labourreg point in time, it is silent about
the dynamics. The econometric findings suggest ¢hdd labour is responsive to
poverty in the short run, but not in the long rwhjle child schooling is unaffected by
poverty in the short run but responds in the meditanong run.

Scope: Ghana

Data source:
Ghana Living Standards Survey 1987/88, 1991/928/0580

Data source application/econometric estimation:
- Data used to construct the right and left hand gad&@bles

Tables of variables:
Dependent variable Description/ notes

Activity of the child (y) ¢ y =1 if child i neither attends school nor workszy2 if child i
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only attends school; y = 3 if child i both attersthool and works;
y = 4 if child i only works

Independent variables Description/ notes

Individual characteristics ¢ age, age squared
¢+ female
¢ child of the household
Parent characteristics ¢ mother lives in household, father lives in housdhol
¢ education - mother: primary/middle secondary/posiddie
secondary, father: primary/middle secondary/post ddiei
secondary
Household ¢ children 0-6 years, brothers 7-14 years, sisteld years, males
characteristics 15-59 years, females 15-59 years, older than 60
¢ Muslim, catholic, protestant, other Christian
¢ (log) per capita expenditure
¢ male head of household
¢ age of head of household, square of the age of didaalisehold
+ household owns livestock, household owns land
Cost of schooling ¢ schooling expenditure
¢ distance (in minutes)
Location ¢ Accra, urban areas outside Accra, rural coasted] farest

6. Blunch and Verner (2000)

This paper is based on the premise that child lalsonot necessarily harmful
and goes on to analyse the determinants of haraffild labour viewed as child
labour that directly conflicts with the human capiaccumulation of the child. The
authors’ findings reinstate the positive relati@tvireen poverty and child labour.

Scope: Ghana

Data source:
Core Welfare Indicators Questionnaire 1997

Data source application/econometric estimation:
- Data used to construct the right and left hand gad&@bles

Tables of variables:
Dependent variable Description/ notes
Child work ¢ this is defined as: work=1 if main occupation isrkya=0 otherwise
¢ the indicator variable is based on the question &WWtas NAME's

main work status during the past 4 weeks”. If tr@mwork status
was labour related activities rather than schdwd, is interpreted as
indicating that the child is engaged in harmful ldhlabour
activities — those that directly conflict with tleecumulation of
human capital

Independent variables Description/ notes
Individual characteristics ¢ female:1 if yes, 0 otherwise

¢ age, age squared

¢ child of household head: 1 if yes, 0 otherwise
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¢ disabled: 1 if yes, 0 otherwise
Household ¢ ‘socio economic group of household head’ dummidfsak stated
characteristics below, 0 otherwise (public or semi-public sectonpéoyee is
reference group) — private sector employee (fornmalyate sector
employees (informal), own account worker (agriadjy own
account worker (non agriculture), unemployed or aotive, other
or unknown
¢ owns land: 1 if household operates land, O otherwis
¢ owns cattle:1 if household owns cattle, 0 otheryisens sheep: 1
if household owns sheep, 0 otherwise
Quintile ¢ household wealth quintile: households are weiglaecbrding to
various poverty predictors, for instance, how fratjly they get
meat to eat, whether the household uses toothetrste

Community ¢ urban location - 1 if urban community, O if ruranemunity
characteristics ¢ nearest primary school (minutes), nearest secondztyool
(minutes)

7. Burra (2005)

The paper's arguments have a few implication fatisical measurement
practices, namely:

i) The distinction between ‘child labour’ and ‘childovk’ should be
abolished for all practical policy purposes.
i) In light of the increasing recognition that @arde proportion of out of

school children are involved in some kind of workithin the
household, an attempt should be made to capturédrehis
involvement in non-economic work.

8. Grootaert and Patrinos (1999)

The case studies in this study analyse the sugmkila labour as a sequential
decision making process, using binary probit mad&lse case studies for Cote
d’'lvoire, Colombia and Bolivia also present for quamative purposes the results of
the multinomial logit model. The illustration belaszmade of the case study for Cote
d’Ilvoire.

Scope: Cote d’lvoire

Data source:
Cote d’lvoire Living Standards Survey, 1988

Data source application/ econometric estimation:
- Data used to construct the right and left hand gad@bles

Table of variables:

Dependent variable Description/ notes
Household’s time ¢ sequential probit model — first stage (probabitifygoing to school
allocation decisions and not working), second stage (probability of corinty work and
regarding their children school), third stage (probability of only working)lin addition to
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three stage sequential probability model, the@utbso runs an OLS
regression with weekly hours worked as the depanderable

¢ multinomial logit model (probability derivates ahet mean, in
percentage points): schooling only, work and scheairk only,
home care or no work

+ difference between the sequential probit and muatiial logit model
arises from the fact that the former models thesbbald decision
making process sequentially whereas the latter lmdtle same as
occurring simultaneously

Independent variables Description/ notes
Child characteristics ¢ age of child, age of child squared
¢ gender (female=1)
Parent characteristics ¢ years of education of father, years of educatiorattier multiply

gender of child
¢ years of education of mother, years of educatiomather multiply
gender of child
father employed, father employed multiply gendeclafd
mother employed, mother employed multiply gendectuld
age of head, age of head squared
gender of head (female=1)
number of other boys in household (0-5 years), rarmob other boys
in household (6-9 years), number of other boysauasehold (10-15
years), number of other boys in household (16-Bfs)e
¢ number of other girls in household (0-5 years), benof other girls
in household (6-9 years), number of other girlhausehold (10-15
years), number of other girls in household (16-édrg)
¢ household owns farm, household owns non-farm erserp
¢ household in poorest quintile
Cost of schooling ¢ cluster average of household education expendgarepupil (‘000
CFAF)
¢ school less than 1 km away (omitted), school 1-5amay, school
more than 5 km away
Location (urban) ¢ Abidjan (omitted), other cities
Location (rural) ¢ East Forest (omitted), West Forest, Savannah

Household
characteristics

* & & o o

0. Hussain (1999)

This paper considers a simple dynamic theory diddiabour, human capital
formation and economic growth that is consisterihvgome of the main features of
child labour and economic development. The empirgcelysis is based on panel
data from 64 countries for the period 1960-1980 asés different estimation
technigues (OLS and SUR). Estimations are obtaineder different model
specifications — linear and nonlinear, and usirfiedint dependent and independent
variables. The findings suggest that the incidentechild labour is negatively
correlated to parental human capital, negativetyetated with education quality and
positively correlated with education cost.

Scope: 64 countriecross -country analysis)

Data sources:
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- International Labour Organization’s Economicallyti&ke Population, 1950-2010

- Barro and Lee (1993) dataset, in “International parisons of educational
attainment,” Journal of Monetary Economics, 32,3G8-394

- UNESCO Statistical Yearbooks

Data source application/econometric estimation:
- Data from the first source is used for get estis&be child labour
- Data from the second source is used for estimates| @ther variables, except for

the cost of education

- Data from the third source is used for estimatesttie number of schools per
square mile, which is used as a proxy for the agbstlucation variable

Table of variables
Dependent variable
CLABOR (Child labour)

Independent variables
GDPCAP (GDP per capita)

HUMAN (stock of human
capital)

NHUMAN (level of future
human capital)
NGDPCAP (level of future
GDP per capita)
GRHUMAN (growth rate
of human capital)
GRGDPCAP (growth rate
of GDP per capita)
INVQLTY (quality of
schooling)

INVCOST (cost of
education)

Dummies to account for
unobservable temporal and
spatial effects

Description/ notes
ILO estimates of participation rates for childrebh0{14
years)
required data is available at 10 year intervalgifoe period
1960-80

Description/ notes
from the Barro and Lee data set

proxied by average schooling years in the totalufaifpn
over age 25

from the Barro and Lee dataset for the years 19835 and
1985

from the Barro and Lee dataset for the years 19835 and
1985

calculated for the years 1960-65, 1970-75 and B#0-

calculated for the years 1960-65, 1970-75 and BE0-

pupil-teacher ratio is used as the inverse of thality of
education: a higher ratio will imply lower quality

proxied by number of schools per square mile

the idea is that the proximity of schools signalswaer cost
of schooling

cross-sectional dummies — AFRICA, ASIA, CENTAM
(Central America), LATAM (Latin America), EUROPEn@
OCENIA. The country with all zeros for these dumsnie
the United States. Only 6 regional dummies basedhen
continents of the countries in the data are inadudestrike a
balance between the inclusion of spatial effect the loss
of degrees of freedom

time dummies - YR70 (1970) and YR80 (1980). These a
included to reflect the fact that many unobservabiel
qualitative factors evolve within a country and de&o
different amounts of child labour over the years
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10.  Jayaraj and Subramanian (2002)

This paper looks at secondary data sources witlew towards presenting
certain broad descriptive features of the phenomexicchild labour in Tamil Nadu,
its distribution across well-defined socio-econongimups (classified by gender,
sector of origin, caste), and its dispersal acrggace. An attempt is made to
circumvent the definitional inadequacy of the @rgtchild labour estimates by
estimating the numbers of children who constitute {statistically) ‘invisible’
workers. This is done by counting the numbers afidadn in the school-going age
group who are listed as neither workers nor attemdchool.

Scope: India (Tamil Nadu state)

Data sources:

- Various rounds of the survey on ‘Employment and rdplyment’ concluded by
the National Sample Survey Organization (NSSO)tam@ng to the years 1972-
73, 1977-78, 1983,1987-88

- The population census data for the year 1981

Data source application:

- The census and the NSS data are helpful in obtaestimates for the number of
total workers, defined as the workers who are gélinfemployed. To obtain
estimates for the number of invisible workers, ac#jic assumption is made —
‘invisible workersare defined as all those children in the congdeage group (5-
14) who are neither in school nor are listed askens:

- These data sources are also employed to study itfezedt categories of the
invisible workers, the relative disadvantage of ydapon sub-groups under
different grouping systems and spatial dispergiotiné incidence of child labour.

Statistical methodology:
1. Definition of children — as persons who have ptated 5 years of age but are
below the age of 15.

2. Definition of workers — all children aged 5-14avare neither in school nor listed
as workers as ‘invisible workers’. This is termextlae ‘liberal’ definition, as opposed

to the ‘restrictive’ definition that classifies grnihose as workers who are employed
gainfully.

3. Workforce Participation Rate (WPR) — is defiresl the ratio of the number of
workers in the age group 5-14 to the total popaoiatn this age group. The WPR is a
decomposable index and can be written as a popnlateighted sum of the group
specific WPRs. The group specific WPR is the waaktipipation rate of the group .
The grouping of the population can be along thediof caste, gender, sector of
origin, religion, occupation etc. Furthermore, mglie normalized index of relative
disadvantage can be constructed from the dataeopdpulation share of a group and
its contribution to the overall WPR. This can benstoucted in two steps. First, a
simple index of deviation from the norm of reprdséion in the working population
is obtained by the difference between the grougliative contribution to the overall
WPR and the group’s population share relative ® ginoup’s population share.
Second, a normalized value can be obtained by idiyithe above by its maximized
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value. A given group is deemed to be relativelyadisantaged when the normalized
index is positive and relatively advantaged whengaime is negative.

4. A simple binary classification of the populatisrmade by gender (boys and girls),
by sector of origin (rural and urban), and by cdqstsheduled castes and tribes and
others), and an index of relative disadvantagemputed for the disadvantaged sub
group in each pair of groups into which the popatais partitioned. Also, a simple
measure of the extent of inequality in the distiidu of WPRs across the sub-groups
of a population is calculated in an analogous marioethe Gini coefficient of
inequality.

5. A measure of the spatial dispersion of the imeak of child labour across districts
is calculated. The inter-district variability of woparticipation rates is measured in
terms of the squared coefficient of variation.

6. Finally, a generalized aggregate headcount measudeprivation is constructed
making use of the district level data on variousnehsions of basic capabilities. This
allows examination of the existence of any systematlationship between the
incidence of child labour and capability failurethre dimensions of literacy, health,
adequate shelter, mobility and access to potablerwa

Findings:

1. The estimate of the WPR under the restrictiiendi®n understates the incidence
of child labour under the liberal definition by ara@ 60 per cent. Moreover, the
categories of invisible workers and the distribatiof children by sex across the
categories provide a harsh commentary on genderimigation. These various
categories are: children perceived to be too yotmgvork or to attend school,
children reporting disability and children involvad domestic duties and free
collection of goods.

2. On calculating the index of relative disadvaetémy sub-groups within groups, the
authors find that girls are more disadvantaged thays, rural children are more
disadvantaged than their urban counterparts, aiddreh from Scheduled Castes and
Schedules Tribes (SCST) are more disadvantagedibarmon-SCST children.

11.  Lieten (2002)

In this paper the author raises some questione@nduses of child labour as well

as inquires why children participate in the labprocess. The author argues:

)] it is imperative to define clearly what child lalv@xactly means.

i) there is a need for separating the various categ@in different languages
different words exist for activities in which prozis, services, artifacts and
mental constructs are produced) before meaningfatisics and a
multivariate analysis based on those statisticsbeaproduced.

iii) it is necessary to review the place of childresaciety and to look at the
culturally conceived obligations towards and exatehs from them -
value judgments and evaluative standards rootednoh deriving from
developed country experience cannot always be megfnly
superimposed on the social realities of the dewetppountries.
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12.  Ray (2002)

The study investigates the key determinants ofdckabour hours and child
schooling experience, paying special attentior&interaction between the two. The
analysis recognizes the joint endogenity of chdfddur, child schooling and child
poverty. A three stage least squares estimatiorhadetogy is employed. The
findings suggest a sharp trade-off between chbdua and child schooling. A gender
bias in favour of boys’ schooling is observed inrbtihe country data sets.

Scope: Nepal, Pakistan

Data sources:

« Nepal Living Standards Survey (NLSS) conducted985Lby the Central Bureau
of Statistics (CBS)

- Pakistan Integrated Household Survey (PIHS)

Data source application:
- Datais used to construct the right and left hadd gariables.

The empirical exercise is based on a simultanequat®ns system, using three stage
least squares (3SLS), of a set of three equatimarsgely, the annual labour hours of
the child, the years of schooling experience of ttfald, and the poverty status
(1=poor, 0O=non-poor) of the household that the dchidelongs to. This is
complemented with a multinomial logit estimatiorathanalyses child labour and
child schooling participation.

Tables of variables:

Dependent variables Description/ notes
Labour hours ¢ annual labour hours of the child
Schooling years ¢ years of schooling experience of the child
Poverty status ¢ defined as equal to 1 if the child comes from argausehold,

and 0 otherwise

¢ for examining the impact of poverty on child lab@urd child
schooling, the study distinguishes between housepoterty
and cluster poverty. The former is a householdbate based
on the household’s income shortfall from the povérte, and
the latter is a community level variable which usie
headcount poverty rate to measure economic affienche
lack of it, of the cluster of residence of the hehsid

Choice outcomes for the ¢ 1 if the child attends school only, 2 if the chddmbines both
dependent variable in the school and work, 3 if the child is neither in schoor at work;
multinomial logit estimation and 4 if the child only works

Independent variables Description/ notes

Child characteristics currently attending school — 0 if no, 1 if yes
age of child, age of child squared
gender of the child — O if boy, 1 if girl

child wage

* & o o
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