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Bibliografický záznam
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Abstract
Child labor is still a big issue in the developing world. However, with
an expanding literature base, we can conprehend its sources and policies
in which we try to affect it in a much more precise way. This thesis
reviews relevant literature regarding child labor. The scope of this review
covers historical origins of child labor during the Industrial Revolution,
its basic economic modelling, coercive measures against child labor, the
effects of globalization, international trade, transitory income shocks and
credit constraints on child labor and education. The main contribution to
the literature are the three lessons about child labor. First, the parallels
between findings about child labor in today’s developing countries and the
Industrial Revolution are studied. Second, it is showed that in the case of
an import ban on child labor produce, there is always a better solution
for children. Finally, previously unstudied consequences of Conditional
Cash Transfer programs on children’s motivation for education are related.
Abstrakt
Dětská práce je stále velikým tématem v rozvojovém světě. Na druhou
stranu, s rozšiřujı́cı́ se základnou odborné literatury, můžeme mnohem
lépe pochopit jejı́ zdroje a také opatřenı́, kterými se ji snažı́me ovlivnit.
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Tato práce recenzuje relevantnı́ literaturu ohledně dětské práce. Rozsah
této recenze zahrnuje počátky dětské práce během průmyslové revoluce,
jejı́ základnı́ modelovánı́, donucovacı́ opatřenı́ proti dětské práci, efekt
globalizace, mezinárodnı́ho obchodu, přechodných přı́jmových šoků a
úvěrových omezenı́ na dětskou práci a také vzdělánı́. Hlavnı́m přı́nosem
práce jsou tři poznatky o dětské práci. Nejprve jsou studovány paralely
mezi poznatky o dětské práci v dnešnı́m rozvojovém světě a průmyslovou
revolucı́. Dále je ukázáno, že v přı́padě zákazu dovozu výrobků z dětské
práce vždy existuje pro děti optimálnějšı́ řešenı́. Nakonec jsou představeny
dosud nezkoumané důsledky programů podmı́něných finančnı́ch transferů
na dětskou motivaci ke studiu.
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Benáček, CSc., for his perpetual goodwill and help not only regarding this
work. My gratitute also goes to the IES, in extention to the whole FSV
UK, for an unforgettable life experience. Finally, I would also like to
thank my parents and my girlfriend, whose moral motivation helped me
to compile this work.
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Introduction
There is surely no understatement in saying that the issue of child
labour is complex. For over two hundred years our society has battled the
issue, based mainly on moral grounds. However, with an increased interest
from the academic public, there is now a compact literature, which allows
us to see the real causes of the rise and fall of child labor, as well as the
effects of various policies on its occurence.
The purpose of this thesis is to review this relevant literature and
contribute to it. Three areas of interest, in which I intend to provide
further insight into the issue of child labor have been identified. The first
asks how much is the child labor issue comparable between the Industrial
Revolution in the UK and the USA and the developing world today. The
second question asks, if child labor regulation is indeed the best possible
outcome for the major players. It will therefore be my task to attept to
introduce an alternative arrangement, which will be especially beneficial
to child laborers. Lastly, I intend to study possible negative consequences
of Conditional Cash Transfer programs on intrinsic motivation of pupils,
which have not yet been studied.
This thesis is organized as follows. Chapters one through six review
the relevant literature. Chapters seven, eight and nine present answers to
the topical questions outlined above. The contents of separate chapters is
outlined below.
In the first chapter, I delve into the history and try to uncover the
main drivers of child labor during the times of the Industrial Revolution.
I investigate both the status quo and the real causes of child labor that
have been established by contemporary economic historians. I also study
1

the effects of regulations on child labor, which is a popular form of dealing
with child labor even today. I conclude the chapter by examining the
key drivers in the sudden decrease in child labor participation during the
period.
Secondly, I study more conteporary efforts to theoretically depicture
and understand the problem of child labor. In the second chapter, I use
the basic Keynesian framework to study the effect of child labor on the
economy and follow up by introducing one of the most formative models,
which attempts at understanding the issue.
Third chapter is devoted to studying the various measures against
child labor and their effects in the developing world today. In my review,
I include International Labor Standards, product labelling, consumer
boycotts and the misuse of child labor legislation. I conclude the chapter
with an analysis of the common pitfalls of child labor regulation, which
need to be observed if we do not wish to bring more harm than good.
Fourth chapter studies the effect of globalization, FDI and openness
to international trade with respect to child labor. Using two examples
from Vietnam and India we analyze the impacts of sudden decreases in
domestic protectionism on the use of child laborers.
Fifth chapter studies the effects of transitory income shocks. It is
assumed that a sudden decrease in a household earnings may have a
detrimental effect on children and their labor market exposure. Effect of
access to developed financial markets as a substitutional buffer is also
studied. We also look at the Wealth Paradox, which is that in some
cases from rural areas, researchers observed that with more land, families
increased their child labor exposure, which is in contradiction with our
previous findings.
Sixth chapter studies education and its effect on child labor (and
vice versa). We review the reasons why children do not attend school
and also study if an increased child labor exposure may actually allow
children to increase their access to education. We also discuss compulsory
2

education, Food-for-education and Conditional Cash Transfer programs.
The seventh through ninth chapters build on the previous evidence
to present the three lessons about child labor. This is the authors own
contribution to the literature.
Chapter seven compares empirical observations concerning child
labor between the Industrial Revolution in today’s developed countries
and the developing world today. We analyze original entry point for the
child labor issue, as well as compare the causes of child labor, effect of
regulation and the decline in the number of child laborers.
Chapter eight presents a more theoretical insight using the introduced Loose Quota System. It postulates that in a situation, where a
ban on child labor produced imports is introduced, there is a better
alternative, which among other things generates income necessary to help
improve the situation of working children.
The last chapter is the first analysis of the effects of Conditional
Cash Transfer programs on intrinsic motivation of children in developing
coutries. Using the Cognitive Evalutaion Theory, we try to show that
these programs may have unintended negative spillovers and we present
alternative solutions, which would have the same effect without the harmful externalities.

3

Historical perspective on child labor
The motivation for looking backwards at child labor is quite straightforward - history can teach us more about the problems we face today
than we are often willing to accept. Let us begin this thesis by looking at
what were the drivers for the emergence and demise of the child labor
issue during the Industrial Revolution in Great Britain and the USA. It is
not my intention to give a comprehensive historical review of child labor,
as this has been very well carried out by several authors, such as Tuttle
(2009), Kirby (2003), Nardinelli (1980), etc. I seek to present the major
findings of contemporary and classical economic research regarding the
issue. This will allow me in a later chapter to compare these findings with
what we observe about the child labor problem in the developing world
today.
In the first section, I shortly summarize the history of child labor in
both Great Britain and the USA, which are two representative examples
of an extensive use of child labor and a consequent legal battle to prevent
it. In the second section, I look at what contemporary researchers say
were the most formative reasons for the emergence of child labor at the
beginning of the period. In the third section, I look at the effects of both
regulation and education on child labor. Fourth section explores the real
reasons for the decline in child labor and in the final section we summarize
found similarities and divergencies between the issues today and back then.

Industrial child labor before the World Wars
We start with Great Britain, as it was historically the first country, where a major societal outcry against child labor took place. It is
4

important to note, however, that before the end of the 18th century there
was hardly anyone, who saw working children as a problem - rather the
contrary. Children back then were actually expected to work (Kirby, 2003).
The most common professions for children were helping on a family farm
(which even today is the most prevalent form of child labor in the developing countries). Other children worked on bigger estates, were employed
as domestic servants in the richer households or became apprentices in
various trades.
Schools were reserved only for a select few and this establishment,
where the majority of children worked, was seen as extremely beneficial to
the children. They received food, shelter and most importantly their work
included many learning-by-doing elements, which they then used in their
grown-up careers. In the centuries before industrialization, public opinion
saw this kind of child labor as necessary for a healthy development of a
child. From today’s perspective, we can understand this in a way that
the majority of children received practical education, while aiding to run
either farms or trades. This is especially true for boys. Girls were more
prone to stay at home and learn to run a household. Not surprisingly,
it was idleness of children, which has been feared and fought, as it was
believed that it will bring about social exclusion and slowly drag the kids
into what we nowadays call a shadow economy.
This view, however, changed with the construction of the first textile
mills (Tuttle, 2009). Gradually, more and more children started to work
in the textile industry and mining, as new factories were created all over
the country. This quick change also led to first authors questioning and
criticizing the working conditions of children in these plants. Other factors
played their part too, such as tight discipline and long working hours to
name just a few.
The situation, however, was not that simple. The Industrial Revolution in Great Britain improved the well-being of many and the working
conditions were not as bad as often described in the literature of the
time (Tuttle, 2009). However, gradually the public came to see child
labor as necessary, yet required its regulation. This happened because
5

of the extremely biased Report of the Select Committee on the Bill for
the Regulation of Factories of 1832 and other like it. The fact that the
evolution of modern industrialism has been thus extremely biased is also
clearly professed in the work of Ludwig von Mises1 .
Although there has been some regulation prior to this report, it
was generally accepted that child labor was a necessary part of the economy. This report, however, used specifically trained and carefully selected
witnesses, who portrayed child labor in factories as terrible places (Nardinelli, 1980). This led to a major shift in public perception of child labor.
Moreover, based on contemporary studies, it was argued that without
legislation, the situation will deteriorate even further2 . Both of these
encouraged reform; however, even then the government never banned
child labor outright. It rather went with gradual regulation and reform
in the form of a series of child labor laws knows as the Factory Acts.
This legislation, heavily supported by the British labor unions (Doepke
and Zilibotti, 2005), lowered the maximum work hours and established a
minimal working age for children in the textile industry. Child labor has
with time completely diminished and mandatory school education was
established.

Real causes of child labor
Thanks to a growing interest in the problems of child labor in the
period of Industrial Revolution, we can now look at the real causes of
children working in industrial factories. According to literature, there
were two major reasons for this to happen. The first was an acute labor
shortage. The other was high subsistence requirement - it was difficult
for the man of the house to feed his whole family.
Before the Industrial Revolution, the situation in Great Britain was
1

”The interpretation of the evolution of modern industrialism has been utterly vitiated by the
anticapitalistic bias of governments and professedly prolabor writers and historians.” Von Mises (1949,
p. 614)
2
It was later discovered that the interpretation and methodology of these data were not correct. In
fact, child labor has been falling before 1834. See e.g. Nardinelli (1980).
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difficult for the lower classes (Tuttle, 2009). Unskilled (or low skilled)
work has been hard to find and many people, including a high number of
children lived on the streets. The building of factories then provided those
people with means of making subsistence. In effect it turned ”beggars
into breadwinners” (Von Mises, 1949).
However, as the demand for labor increased another phenomena
occured. The amount of men serving in the military has grown to an all
time high (Humphries, 2003). Therefore, with time it became extremely
difficult for factories to find the necessary workforce and factory owners
were happy to acomodate a growing amount of children and women as
their labor force.
Today we can see how the proportion of child labor employed by
firms differed in the industrial cities (where it was rather low) and the
country. Nardinelli (1980) explains this by the fact that water powered
mills had to be built away from a viable labor supply available in major
cities. Tuttle (2009) reinforces this argument by saying that industrial
child labor formed a regional phenomena, implying that high incidence of
child labor concentrated around water powered mills.
On the supply side, there were many families at the time below the
poverty line seeking additional income. A standard family then often
included at least four children. This was necessary because of the high
mortality rate (Smith, 1961). It was therefore almost impossible for a
typical man, as a single breadwinner, to provide for all members of the
household. This fact has been greatly emphasized for instance by Malthus
(1809), who wrote that young men had to have alternative sources of
subsitence for their children. For many this alternative became the employment of their offspring.
It seems that this kind of thinking was typical for the period. Smith
(1961) mentions that widows with many children were often considered as
a fortune in itself. He also agrees that having many children for reasons of
some of them reaching adulthood and as an alternative source of income
was typical of the time. Moreover, Smith (1961) claims that this tendency
7

has been especially pronounced in North America, where labor shortage
was even more dire.
It should also be emphasized that the decisions of parents to employ their children when in need of subsitence is considered as a rational
decision. Child labor was offered to parents voluntarily and they were
often in a position, where sending their children to work was the only
alternative3 .

The effects of child labor regulation and education
The popular and common reaction to child labor has been to regulate it, or even further to ban it outright, and consequently introduce a
compulsory school attendance. As similar measures are being used and
proposed by countries by and large4 and since these measures have been
tried during the Industrial Revolution, it gives us a great opportunity
to look at whether they really had (the desired) effect. Traditional explanation claims that child labor declined after the introduction of child
labor laws. However, the fact that a significant reduction in the amount
of child labor employed in Great Britain took place at the same time as
the Factory Acts were enacted proves only correlation, not causation.
In fact, Nardinelli (1980) shows that child labor has been declining
even before the introduction of the Factory Acts in Great Britain, showing
that the laws did not have the dominant effect, as it is generally perceived.
By comparing two reports from 1816 and 1834, Nardinelli (1980) shows
that a dramatic decrease in child labor took place during this period, i.e.
even before the Factory Acts. Similarly to Great Britain, in the United
States, child labor fell over 75 percent between 1880 and 1930; however,
the minimum age laws and compulsory school attendance had little to
3

There was another alternative of sending children to parishes; however, the so called parish
apprentices were most often employed in the textile mills. For more see Tuttle (2009), or Nardinelli
(1980).
4
Measures are in effect both from the developed countries towards the developing ones (in the form
of import regulations and enforcement of international labor standards) and within the developing
countries themselves.
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do with the decline in child labor (Moehling, 1999). In the latter case,
Moehling (1999) finds that compulsory schooling increased the probability
of going to school, but did not decrease the probability of working.
On the other hand, Moehling (1999) also shows that some minimum
age laws had an effect in constraining the occupational choices of some
children. However, the effect of the laws was more in displacement of the
workforce than in effectively curbing it. This should come as no surprise if
our second assumption of child labor being a way of meeting subsistence
holds. If we deprive a family of one source of its income, it inevitably
has to come up with an alternative, such as its children entering the
shadow economy, or face starvation (Von Mises, 1949). That is the reason,
why there was a strong call to join the child labor regulation with social
transfers to families dependent on child labor (e.g. Pigou, 1952).
Contemporary economists and historians such as Tuttle (2009) and
Nardinelli (1980) have even argued that any child labor regulation can
be interpreted as an implicit tax on the use of child labor. This in fact
in some cases led to a decrease in children’s wages, as the industrialists
subtracted a premium for the likelihood of a fine from their earnings.
This would in turn require more child labor in order to meet subsistence.
Therefore, child labor regulation could have also had a negative effect on
child labor, even if, on the other hand, it discouraged some industrialists
from employing it and had a marginal impact on their parents’ labor
supply. The total effect of regulation is thus again questionable and dependent on regional specifics.
As pertains to education, it has been shown in the case of Great
Britain that simply discouraging child labor through regulation would
not increase school attendance (Nardinelli, 1980). The main argument
here being similar to that above - school attendance will never be a
possible substitute for child labor, if the family subsistence needs are
not met, or the family cannot afford it. An interesting observation by
Nardinelli (1980) is that children did not leave textile factories to go to
school. In fact, Nardinelli (1980) claims the opposite: ”Those interested in

9

education apparently stayed in factories and became half-timers5 .” This
was because Nardinelli found that there was a very strong correlation
between increases in literacy rates and expansion of the textile districts
in the nineteenth century.

The reasons for the decline in child labor
Since we have established that child labor laws did not have a commanding effect on the sudden decline of child labor at the end of the
Industrial Revolution, we will now look at what explanations relevant
literature offers for this phenomenon. It appears that a chain of events
was triggered, which in the end led to the decline and ultimately the
elimination of child labor.
According to many sources, the main triggers for the decline in
child labor were advances in the technology of industrial production (e.g.
Nardinelli, 1980; Tuttle, 2009; Von Mises, 1951). Examples of these were
changes such as the shift from water powered to steam powered factories
and the adoption of less faulty production technologies. These changes
brought about two effects. First, they allowed factories to be built closer
to a viable labor supply, such as in the vicinity of large agglomerations,
thus removing the regional imbalances described earlier (Tuttle, 2009).
Second, the new technology required more skilled labor to operate
the machinery (a task that children could not perform), while at the same
time lowering the demand for unskilled support staff generally performed
by children. Moreover, according to Doepke and Zilibotti (2005) the
increased demand for skilled labor at the same time increased private
returns to education, therefore incetivising parents to put their children
to school. It should be noted that several industries, such as mining, were
exceptional in that they developed technologies specifically tailored to be
used with unskilled child labor (Tuttle, 2009; Humphries, 2003). These
were, however, also abandoned with time, as technologies using skilled
5

The term ”half-timers” here is referencing to the Factory Act of 1844, which established a system
in which children working in the industry were required to spend half their day at school.
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labor became more productive.
Skilled laborers enjoyed higher remuneration, which compensated
for the fact that less child work was demanded. Males therefore were
becoming once again the dominant source of income for households. As
these changes were gradual, a slow but steady improvement was observed.
According to Nardinelli (1980), increasing welfare allowed children to
start working later and later in their lives.
A similar pattern has been observed also in the USA, where there is
significant evidence that it were changes in technology, increase in labor
supply due to immigration and rising real wages, which contributed most
to the decline of child labor (Moehling, 1999).
In fact, Moehling (1999) goes even further. First, she explains that
the US States enacted their child labor laws separately in different years.
Her findings then indicate that those states, which enacted the minimum
age laws first, were also the ones, where child participation in the labor
force had been falling most already. Indeed, it would appear that child
labor regulation during the Industrial Revolution both in the UK and the
USA followed the decline in child labor itself6 .
When outlying the reasons for the decline in child labor, a correlation
with other possible explanations is often shown. One of these is declining
fertility. While at the end of the 18th century Smith (1961) points out
that it is not atypical for a family to have 4-5 children, total fertility in
the UK fell to just under 3 children per woman in 1914 - almost twice
less than a century ago. The same arithmetic is also true for the USA,
which fell from just under seven children per woman at the beginning of
the 19th century to 3.57 in 19147 . It could thus be argued that with less
mouths to feed and higher earnings of males, families could reduce their
child labor exposure.
Two more reasons for falling fertility should also be mentioned. First,
6

This has also been argued by Stigler (1950) and discussed by Schultz (1960).
Data source: Gapminder.com, Children per woman (total fertility) against time, Extracted on 15
July 2011.
7
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it would be the advancements in medicine, which meant decrease in child
mortality. With lower odds of their offspring reaching adulthood, parents
did not need to rear as many children as before. The other reason is
closely related. The period of Industrial Revolution also saw the gradual
introduction of the pension system, which meant that parents did not
have to rely on their children to provide for them as much. Both of these
likely had some effect on the declining fertility.
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International trade perspective and
introduction to child labor
modelling
In this chapter we look at some more contemporary theoretical
efforts to both depicture and solve the issue of child labor in today’s
developing countries. First, we will look at what would basic models of
international trade predict in this case. Then we shall study probably the
most formative model describing the child labor issue, which has been
first introduced in Basu and Van (1998).

Basic models of international trade
The problem of child labor today is almost entirely specific of developing countries, which in the framework of international economics
are often assumed to have economies far below potential. Typically, this
situation is analyzed with the basic Keynesian framework (Keynes, 1936).
Let us see, what would this simple construction predict in case of child
labor.
Because of the assumed considerable idle capacity, we assume a
horizontal aggregate supply curve. Another assumption we will use in
the model is that of heterogeneous preferences of consumers and also the
capacity of the world demand to accept higher output of the home country
at the same price level. Additionally, we assume that home country is
open to trade with the rest of the world, i.e. there are no barriers to
trade8 .
8

This assumption is not theoretically necessary, because at least in the case of tariffs we may assume
these to be included in the production price.
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Figure 1: The Keynessian Framework before and after the introduction of child labor.

In this setup, we can see what an ficticious increase in labor supply
(in the form of child labor) would do. This obviously wasn’t the case
in the developing countries, as children were often working already (in
the domestic industries) before they were used in industrial production.
However, it allows us to see how would the situation differ, should no
child labor be present.
An introduction of child labor supply (assuming child labor is a
substitute for adult labor) into the labor supply of the workforce increases
significantly the labor endowment of the home country. This increase in
labor supply affects both the real wages and the output. Because of the
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horizontal aggregate supply curve, however, all the increase in output
generated by the increase in labor goes to the increase in demand and
is consumed by the world. This increases the national product without
influencing the price level. The depiction of the situation can be found in
Figure 1.
An important observation of the figure above is that the introduced
labor supply depresses real wages. Some may claim that this may give
the countries a more competitive edge. However, it also shows that
introduction of child labor requires some extra labor supply (child labor)
to account for the decline in adult wages, which usually make up the
majority income for families. In reality though, we are talking about the
reverse, i.e. lowering child labor supply. Therefore, we should expect the
opposite effects - after removing children from the labor force, the wages
of unskilled laborers in this model would be predicted to increase. This
might, however, jeopardize the competitiveness of the home country especially if it is a factor-driven economy.
A similar picture may be obtained from a model often used to explain
behavior of countries in international trade, based on the the HeckscherOhlin Theorem. It is interesting to look at the total welfare before and
after the introduction of child labour. We see that the total utility rises,
however, in accordance with the Rybczinski Theorem, the volume of the
capital intensive produce decreases, while the labour intensive production
grows sharply. This means an even higher specialization to the labour
intensive production, which apart from bringing higher utility brings also
the risk of too much specialization and market volatility risk.
In the recent years, however, economists came to rethink the HeckscherOhlin Theorem and instead of capital and labor as the two factors of
production, skilled and unskilled labor is being used9 . This case would
not be very different from the one using capital and labor, as we assume
developed countries to be better endowed with skilled labor (capital) and
the developing countries with unskilled labor (labor).
The implication from the Rybczinski Theorem is that country better
9

For a short description see e.g. Cigno et al. (2002, p. 1583).
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Figure 2: The Hecksher-Ohlin Model with the Production Possibility Frontier.

endowed with labour increases its labour potential yet again than that
will lead to a lower diversification of its exports. This apart from the
abovementioned risk from dependency on market stability leads also to a
faster movement down along the learning curve. From the negative point
of view it also leads to a risk of being overrun by an even more capable
opponent (one with a higher comparative advantage), threatening the too
narrowly oriented industry.

Introduction to child labor modelling
The first serious and highly debated attempt at modelling labor
markets with child labor comes from Basu and Van (1998). The authors
developed in 1998 a general model assuming families would not send
children to work unless necessary and that child labor is a substitute for
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adult labor10 . They claimed that in situation when labor is extremely
unproductive the economy might have more than one equilibrium. In that
case, a general ban on child labor would ”jump” the state of affairs from
one to another equilibrium (one without child labor). This intervention,
they further argue, would become unnecessary shortly after its introduction, as the new equilibrium would be stable11 .
Basu and Van (1998) argue that multiple equilibria may exist because of the rising adult wages pursuant to the ban of child labor. The
total effect being nonnegative. In their view, it is only partial bans, which
have negative effects, as they do not succeed to shift the economy all the
way to the second equilibrim. Therein, we would only have a situation, in
which families are worse off and one, where the situation will gravitate
towards the original equilibrium. The only way for this shift is thus a
complete illegalization of child labor.
However, this view must be rejected on many accounts. When Basu
and Van (1998) wish to impose a child labor ban in order to bring their
model with several equilibria to the one with no child labor, they have
to account to the following. First, the shift and corresponding increase
in adult wages, if any, will undoubtedly take some time because of wage
rigidities. In the meantime, families constrained with subsistence concerns
will have no other choice than to either cheat and let their children work
anyway (at a lower wage if you remember our discussion from the Industrial Revolution). The only other alternative is for children to join the
shadow economy.
Indeed, we have many accounts of this happening in several developing countries. A good example is one of the first efforts by the US to
protect children from hard work during the 1990s, when the US proposed
to ban Nepalese carpet exports. At the time, these were using a very
high amount of child labor. This threat, however, induced local carpet
producers to sack child laborers. The consequences of this intervention
were dire. According to a study conducted by the UNICEF this action
10

These were called the luxury and the substitution axiom and are commonly reffered to today in
literature.
11
The authors call this ”benign” intervention.
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led to an increase of the number of children involved in prostitution by
between 5000 - 7000 (Boyden et al., 1998).
There are other important considerations too. One of them are
concerns for competitiveness. An increase in adult wages may drive international firms from the country in search of cheaper labor. And should
laborers settle for a lower remuneration, their families will again face
subsistence concerns. It is also important to note Edmonds (2003b), where
the author reminds us that in a standard small country trade model,
the level of remuneration of employees is determined on international
markets. Theoretically, there would be virtually no increase in adult wages.
Finally, it should be also taken into account that the Basu and Van
(1998) model assumes total compliance. However, as we have learned from
the Industrial Revolution (Tuttle, 2009; Nardinelli, 1980) and the previous
paragraph, there will likely always be significant cheating. One reason
for that are the costs of controlling that the legislation is being followed,
which would be enormous and no such resources could be expended by
the home countries.
Moreover, other claims have been made that the model does not
hold. In a reply to the article, Swinnerton and Rogers (1999) claim that
”if nonlabor income is distributed with sufficient equality, a market equilibrium with child labor cannot exist in the BV model.” The academic
debate has continued with a reply in Basu and Van (1999), where the
authors commented on these findings. Even today, the Basu and Van
(1998) model is surrounded by controversy. All of the above and also our
findings about child labor regulation from the Industrial era therefore
make us suspicious that banning child labor may be useful very scarcely
if ever. However, this is the topic of the next chapter.
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Coercive measures against child
labor
In this section we review recent empirical and theoretical evidence
pertaining to measures restricting the legality of child labor. We will look
at their effects, both positive and negative, and will comment on any
disparities or similarities with the findings mentioned previously. In this
section we will first look at some more general observations, second we
will look at the issue of international labor standards and third we will
discuss consumer boycotts. After that we will discuss the potential misuse
of child labor legislation and what interest groups might benefit from it
and lastly we shall round some evidence against restrictions on child labor.

General observations
When speaking about coercive measures against child labor we have
to distinguish between a host of possible measures. For simplicity, we
will only assume measures intended as a remedy for child labor. First,
there is the question of who is applying the measures, the home country
or a major market for its export goods. The measures thus come either
from an inside political decision, or outside interference. Regarding intranational interventions, we can also distinguish between laws prohibiting
or regulating child labor, or compulsory school education laws. In outside
interference we distinguish between bans or tariffs on imports of child
labor ”tainted” products, a version of which are the international labor
standards, and consumer labelling and boycotts.
The debate about the usefullness of these measures is very emotional.
We have already mentioned the Basu and Van (1998) model with multiple
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equilibria. There were also other authors claiming that the ultimate solution to child labor was to establish and strictly enforce laws on minimum
working age and compulsory education, the latest of these being Doepke
and Zilibotti (2010). These theoretical calls to arms, however, do not
always concur with the empirical observations at hand.
There is a significant difference between Basu and Van (1998) and
Doepke and Zilibotti (2010). The latter claiming that these bans have to
come naturally from within the countries themselves. In their model from
another article, Doepke and Zilibotti (2005) claim that only if backed
by popular support within a given country can the child labor laws ever
be effective. Any outside interference, they show, actually deteriorates
the situation, as it lowers domestic support for the abolition of child
labor. The same way, it can be inferred that forcing a country to enact
laws against child labor without a strong political support would also be
harmful.
In a related study, Neumayer and De Soysa (2005) states that trade
sanctions should never be used as a general weapon. This argument has
many supporters and for good reason, as coercive measures can have
many unintended side-effects. One of them is the issue of selective bans,
when only work in certain industries are prohibited. Basu (1999) agrees
that bans affecting only selected industries can have extremely harsh
consequences, as children are pushed to other industries with worse pay
and/or work conditions. Notwithstanding, the possible necessity for them
to enter the shadow economy as was in the case of Nepal.
A few issues arise with the laws on minimum working age. First, the
enforcement issue is present here the same as during Industrial Revolution.
In fact, Krueger (1996) points out a high propensity to cheat on these
laws by establishing a mutually beneficial agreement between the firms
and the families. Another issue that can arise, is that even if there was a
way to enforce the law, which in developing countries is highly unlikely,
it could very well lead to a significant increase in child labor just above
the required age. The reason being the older children trying to make
subsistence for their younger siblings.
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Furthermore, an indirect policy of increasing minimum wages can
also have a detrimental effect, as workers are laid off. Therefore, even if
some of them would be better off, the society as a whole may require more
child labor. An interesting observation by Yang (2006), who studied the
effect of the Asian financial crisis on remittances of Philippine workers,
was that stringent immigration policies have a similar (negative) effect
on child labor, as workers cannot provide their families in developing
countries with remittances. Yang (2006) also points out that a beneficial
effect would be to allow for easier transfer of such funds to the workers
home country.
On the theoretical side, Ranjan (2001) points out that according to
the Stolper-Samuelson Theorem, trade sanctions would reduce unskilled
wages and increase skilled wages. Ranjan (2001) further argues that this
may increase private returns to education and therefore possibly increase
school attendance. On the other hand, falling wages of unskilled workers
may require even more child labor to make subsistence. Only the children
of skilled workers would then benefit - at the cost of the unskilled majority.

International Labor Standards
Now we turn to International Labor Standards (ILS). In essence,
these set the minimum conditions for labor with penalties for countries
that do not follow them. One of the major parts of these standards is
the use of child labor. According to the economic theory of competitive
advantage, the ILS will lower the capability of developing countries to
specialize in labor intensive production, which is the common source of
their competitive advantage, in effect huting all (Krueger, 1996). The
defendants of the ILS, on the other hand, point out that these standards
need to be established to prevent exploitation of the labor force.
The debate again is very heated. Basu (1999) points out that countries not complying to the ILS will gain a certain advantage over its
competitors and therefore it would be only fair to punish it. That would,
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however, according to the author be practicing protectionism. Krugman
(1997) on the other hand speculates that as a result of forcing ILS, there
are two possible outcomes. The ”better” one would be the creation of
a ”priviliged labor aristocracy”, leaving the majority no better off. The
more likely scenario, however, being firms and factories moving back to
First World countries, as the competitive advantage of the developing
world being too fragile (Krugman, 1997).
An attempt to model this situation through the lens of the Generalised Sysem of Preferences (GSP) was conducted in Grossmann and
Michaelis (2007). In their model, they show that should the GSP be used
to withdraw tariff preferences from developing countries that disregard
the ILS, it will harm the well-being of children. For all this controversy
and other reasons, adoption of the ILS has been rather slow (Basu, 1999).

Product labelling and consumer boycotts
Another commonplace way to deal with child labor are product
labelling and consumer boycotts. These stem from the idea that given the
choice, consumers in developed countries would prefer to pay a premium
to be sure that the product they purchase has not been produced with the
help of child labor. Now from our previous discussion, there are several
issues which arise with this kind of thinking. One of them is the point
raised by Basu and Zarghamee (2009) that if the wages are set locally,
then a consumer boycott will lower child labor wages (who we assume
work as a result of extreme poverty), requiring more child labor - all in
all exacerbating the problem.
This argumentation shows that product boycott actually achieves
the opposite than is intended, it deprives families of income. Actually,
Edmonds (2003b) goes even further by saying: ”Boycott of products made
with child labor can be equivalent to boycott of poverty relief for both
child laborers and their families.” Another issue with this labelling comes
from Grossmann and Michaelis (2007). They point out that when dealing
with imperfect information and expensive monitoring, it is possible for
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almost anybody to claim to have child labor free production. Although,
they also offer ways of preventing this outcome.
It is also not as clear, where does the premium from child labor free
production go. A miniscule part of it may improve adult wages; however,
as Davies and Voy (2009) point out, child labor labelling only allows companies to increase their profits based on a profitable niche, which neither
affects the problem of child labor, nor improves the situation of children.
A much better setup, at least according to Brown (2006), would be one
where the premium would be sent to help alleviate the child labor problem.

Misuse of child labor legislation
The above is by far not the only way in which somebody (in this
case multinational corporations) tries to profit from the child labor issue. Indeed, many researchers warn that most coercive measures against
child labor today are due to one of the following misuses of the issue
for personal benefit. A common interest group, which misues the issue
are clearly politicians. After all who wouldn’t support measures against
child labor. For politicians, it is difficult to give out money from their
governments budgets; however, there is no significant cost for introducing
child labor bans. This kind of thinking is nicely summarized in Doepke
and Krueger (2006): ”Child labor bans are popular among politicians,
but their popularity among economists is limited.” The authors continue
to argue that politicians are happy to enact child labor laws, particularly
when they are not enforced.
Basu (1999) gives an example of protectionism and the misuse of
lobbying power with Senator Harkin’s Bill, which proposed a ban on
all imports of child labor produce into the USA. Generally, we would
believe that it would be politicians from states competing with the cheap
child labor to support such bill; however, Krueger (1996) found that
it was exactly the opposite. States with the most unskilled labor were
least likely to support legislation against child labor. However higher
unionization of the state improves the odds for a state to be in favor. It
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should come as no surprise that the unions push for child labor legislation, as they have been the driver for legislation during the Industrial
Revolution as well; however, this does not explain, what would be the
reason for the more developed US States to demand child labor legislation.
One answer to this query comes from Krugman (1997), who sais
that the reason for our outrage at child labor is in big part stemming
from the realization that these children work for our benefit. It is the
fealing of guilt that drives us towards child labor legislation and product
boycotts. However, as we have shown, this is seldom the best response.
An example of this outrage against multinational corporations employing
children comes from Neumayer and De Soysa (2005). They show, how
companies such as Reebok and Nike started to demand no child labor
practices from their factories and suppliers, after a general outrage at such
practices by the general public. I believe that from what we know about
poverty driven child labor today we can say that the reason to exclude
child labor from the Nike and Reebok factories was more to take care
about the firm’s perception and not the concern about the real impacts
this would have on the young workforce and its well-being.
The previous case shows what happens when the uninformed public
scrutinizes companies about their policies. However, when such public
supervision is not present, then the establishment of child labor ban helps
entrepreneurs. We have already discussed that in this case, firms can
lower the wages of employed children, who have to work more to meet
their household’s subsistence needs. However, Grossmann and Michaelis
(2007) postulate that it is the firms who have the upper hand in this
situation, which allows them to gain from it even more, so that the firms
can benefit from a child labor ban by increasing their profit margin.
All in all, we have talked about many groups, who argue for child
labor legislation not because of their understanding of the situation, but
at least in part because of personal benefit. These include union lobbyists
trying to limit their competition, politicians winning public opinion, the
general public as a means of feeling better, the multinational corporations
building their image and in case of low enforcement even the entrepreneurs.
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Earlier we also talked about the misuse of child labor labelling. One last
interest group lobbying for a ban on child labor has been highlighted by
Doepke and Zilibotti (2005). According to the article, they are unskilled
workers in developing countries, who do not rely on child labor and are in
competition with it. This group would surely benefit from a ban on child
labor. For that reason, we have to be very careful, not to succumb to our
own bias about child labor. Policies should always be carefully thought
through, unless we wish to do more harm instead.

Pitfalls of legislative action against child labor
Generally, we can say that researches agree that child labor bans and
regulation should not be used lightly and that there are only exceptional
situations and practices, which could work. However, there is a lot of
disagreement between the authors on what exactly these are. In any event,
Ranjan (1999) in his model shows that any coercive legislation would
always be welfare decreasing for some. Therefore, we shouldn’t forget that
even if the overall effect of child labor legislation would be positive, we
should make provisions for those, who will be worse off.
Rather than concentrate on these debated instances, when child
labor bans might be successful, we shall now rather look at common
caveats of child labor regulation. First, we will address one of the previous
instances with an example from the real world. It is the case when child
labor regulation leads to more child labor, as enforcement is far from
ideal. This allows child labor to continue covertly with worse working and
payment conditions for the children. One such instance is observed in
Basu and Tzannatos (2003) in the case of India’s Child Labor Deterrence
Act of 1986. In this case, the authors observed that child labor in some
cases increased as a result of the firm’s lowering their child labor wages.
When combined with the discussion about this topic earlier, we see that
the issue of enforcement is always important.
Ranjan (2001) argues that child labor legislation may be successful,
but the enforcement issue will arise inevitably almost by definition. More25

over, even with theoretically welfare improving legislation, Ranjan (1999)
in his model shows that without sufficient provisions for enforcement, the
effect will likely be welfare decreasing. The issue of enforcement is also
a common problem of estimating the effects of child labor legislation in
most child labor models, which assume full compliance (or alternatively
do not calculate with the costs of enforcement). Recent literature, such
as Doepke and Krueger (2006) acknowledge this as a ground for further
research.
In 2003, two studies came out that cricized child labor regulation,
because it seldom captures the biggest source of child labor, i.e. domestic
industries. Basu and Tzannatos (2003) argue that preventing children
to work in factories will do nothing to children working in agriculture one of the most common places of child labor. Another study, Bhalotra
(2003) corroborate that policies such as minimum wage legislation, or
trade sanctions have limited direct relevance to the issue for the same
reason.
In summary, there are many reasons, for which we must be extremely
careful when dealing with restrictive measures against child labor. Especially with bans, there are many pitfalls that we have to be aware of. These
include unintended outcomes of policies, personal bias and enforcement
issues. Some authors therefore suggest protecting working children and
their work conditions, as opposed to removing them from work (Rogers
and Swinnerton, 2008). Others call for policies that stimulate parents to
send their offspring to work, rather than ones that coerce them to do so
(Ranjan, 2001). In any event, we must not succumb to the fact that such
policies appear to be cheap and forget about compliance costs. We should
always consider carefully the effect and any alternative policies to reach
our intended goal.
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Effect of globalization, international
trade and the FDI
The motivation for researchers to study the effects of globalization
and increased international trade on child labor comes from popular
misconception that more trade means more factories employing children
and therefore globalization is child labor increasing and child welfare
decreasing. In the last decade, research after reseach has shown that there
is no positive correlation between child labor and either globalization, or
increased international trade, or an increase in the foreign direct investments (FDI). In fact, researches have rather found exactly the opposite
(Davies and Voy, 2009).
In Cigno et al. (2002) a negative correlation between child labor and
trade openness12 has been found. Another finding of this study was that,
ceteris paribus, international competition either reduces, or has no significant effect on child labor. In another study, Neumayer and De Soysa (2005)
presented their evidence that both trade openness and the FDI stock
over GDP are highly significant and negatively associated with child labor.
The latter study was further corroborated by Davies and Voy (2009).
They found that the effect found in Neumayer and De Soysa (2005) would
be even larger, had they controlled for endogenity13 . Davies and Voy
(2009) also studied another set of data and controlling for endogenity
found a strong negative relationship between international trade and child
labor; however, this effect disappeared, when the the authors controlled
12

Trade openness in this study was measured by the common formula of adding imports and exports
of a country together and dividing them by GDP. Cigno et al. (2002) also found the same result using
the Sachs-Warner index.
13
In this sense, it was important to check whether the level of FDI in a country was in any way
correlated with the level of skilled workers.
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for per capita income.
This finding is important, because it would suggest that the whole
effect, which increased international trade, or the level of FDI had on
decreasing child labor, seems to be channeled through the income effect.
Indeed, Edmonds and Pavcnik (2006) reached exactly the same conclusion.
Although the authors found the effect of trade openness on child labor
similar to that in the previous studies, they too concluded that there is no
persuasive evidence of any other effect than that through the increased
income.
This shouldn’t come as a surprise, if the luxury axiom from the Basu
and Van (1998) model holds, i.e. we would expect that as the households
get richer and are above the poverty line, they would withdraw children
from work. An evidence of that is well listed in Basu and Tzannatos
(2003), where the authors show how periods of high GDP growth in countries like China, Thailand, India and Vietnam coincided with remarkable
evaporation of child labor participation. This relationship has also been
studied in Dessy and Knowles (2008), where it is shown that the variation
in GDP accounts for 68 percent of the variance in child labor rates among
the countries in the study.
This has important implications for our understanding of the effect
of globalization and trade on child labor. We can assume that in line with
international trade theory, openness to trade and globalization increase
the welfare in the participating countries. This welfare then translates into
lower child labor through the luxury axiom. Davies and Voy (2009) from
this extrapolate that since (in their case) all the positive FDI effect is
exclusively channeled through increased income, then there is no increased
demand for child labor as a result of FDI. The authors belive that only
in the case that the FDI is attracted by means of tax cuts can there be a
negative effect of FDI on child labor.
It is also worthwhile to show, how trade with different countries has
different overall effect. Edmonds and Pavcnik (2006) show that for nonOECD countries, trade with OECD countries has much more pronouced
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effect on child labor than trade with other non-OECD countries. In fact,
in the former case, a very strong effect has been found, where an increase
in the ratio of trade with OECD countries by 10 percent translated into
a 9 percent reduction in child labor. Again, however, the whole effect
stemed from income. Therefore, we can conclude that for non-OECD
countries trade with OECD countries is much more welfare increasing
than trade with non-OECD countries with proportional effects on child
labor levels.
An excellent opportunity to study the effect of openness to trade on
child labor came during the 1990s in Vietnam. Between 1993 and 1998
the country significantly relaxed its export quotas for rice, which was its
main export commodity. The result was an increase in the domestic price
for rice of about 30 percent during the period, as the price equalized with
the international markets. In Edmonds (2004) we learn that the overall
effect on child labor was pronouned as well, as child labor participation
plummeted as a result. The reason for this improvement, according to
Edmonds (2003a) was the increased welfare of local families. As much
as 80 percent of the decline in child labor in families, who during the
period got over the poverty line, can be explained by their improved economic status. The overall effect was indeed significant. Its quantification
in Edmonds and Pavcnik (2002) shows that rice price increase of about
30 percent in the period led to a decrease of child labor of about 9 percent.
It should be noted, however, that the effect was not even. Edmonds
(2003a) shows that the effect was more pronouced for poorer families, while
Edmonds and Pavcnik (2002) demonstrate that families with larger landholdings improved their welfare most. These seemingly counter-intuitive
findings are easier to comprehend, when we consider the following. First,
the latter case seems rather straightforward. After all, families with larger
landholdings produce more rice and therefore benefit from an increase in
rice price. On the other hand, most families, even poor ones, own their
own rice fields in Vietnam (Edmonds, 2003a). Therefore, even the poor
families benefited somehow from the situation. Moreover, an increase in
earnings for poorer households allowed for greater effect on child labor,
as the richer families already were not that dependent on it before 1993.
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On the other hand, it is true that some families did not profit.
Edmonds and Pavcnik (2002) found some effect of the rising marginal
product of child labor on actual child work, which we assume was true for
families whose rice production did not cover their own consumption and
who were forced to purchase the now more expensive rice on the market.
However, the total effect remains strongly positive with increases in adult
wages driving child labor down. Overall, an extraordinary decrease in
child labor during the 1990s happened in Vietnam, with almost half of
the decline due to the rice market integration14 .
Another good example to study is the case of the Indian Tariff
Reform of 1991. At a similar time as in the case of Vietnam, the Indian
government accepted a helping help from the IMF during a severe balance
of payment crisis, which among other things meant a severe reduction in
its import tariffs. In Edmonds et al. (2007), the effects of this reform was
studied. The results were very similar to the Vietnam case. In the years
after the adjustments, child labor decreased significantly, while school
attendance surged.
It is important to mention, however, that Edmonds et al. (2007)
found that this effect was much lower in the areas most hit with the tariff
reduction. According to the authors, this reflected the relative increase in
poverty in regions, where the industry lost its protection. This effect was
especially pronouneced in the low increases in schooling, which Edmonds
et al. (2007) attribute to the relatively high indirect schooling costs. He
also argues that the fact that families could not pay for their children
to go to school did not automatically mean that they performed more
market work. However, even if some people did not benefit as much from
the liberalization, on the whole, the general effect was strictly positive.
Another study concerned with the Indian Tariff Reform was Marchand et al. (2011). This study looked at the drivers, which allowed children
to go to school as a result of the tariff reduction. They find that about
14

Edmonds and Pavcnik (2002) calculated that rice market integration accounted for about 45 percent
of the decline in child labor over the period.
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26 percent of the increase in child education between 1988 and 2000 is
explained by increased labor supply of parents, especially mothers.
In summary, we have shown that there is a mutual agreement between researchers that, in general, globalization, liberalization of trade
and the FDI have a positive impact on the decrease of child labor. This
effect is fully channeled through the income effect. Therefore, more trade
does not mean more need for child labor, but increases the welfare of
families, who can subsequently utilize less child labor to get by.
This correlates perfectly with the generalization made Krugman
(1997) that the biggest beneficiaries of globalization are Third World
workers. In his article, Krugman (1997) also list a number of countries,
where significant increases in child dietary intake correlate with the arrival
of major multinational companies.
Krugman (1997) argues that these companies have to offer a wage
premium to attract workers. This means less workers in agriculture, which
increases the yield per person, thus raising the wages in crop production.
This in turn creates a circle, where companies have to increase their wages
to meet the rising wages in agriculture. In the words of Neumayer and
De Soysa (2005): ”Globalization is likely to represent a promise, not a
thread, for the eradication of child labor across the globe.”
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Transitory income shocks, credit
constraints and the Wealth Paradox
In this section we turn to another growing body of literature concerning child labor. In particular, we will look at the ways that income
shocks exacerbate the problem of child labor. In addition, we will inquire
into the role of credit constraints and inefficient labor markets during
these shocks. First, we will look at the effects of various negative income
shocks on the amount of child labor employed. After that we shall try to
establish how access to credit and savings might prevent these negative
effects. We will also carefully study the Wealth Paradox, which is so
called after the findings of some researchers that in some cases higher
household assets lead to more child labor and we will look at the possible
explanations for its observation.

Transitory income shocks and credit constraints
In recent years, researches identified another pressing matter for
policy makers concerned about child labor. Thomas et al. (2004) was
among the first to identify that poor families had exremely limited ways
how to smooth their comsumption in case of an unexpected income shock.
He demonstrated this on the example of the Indonesian financial crisis,
which led to decreases in schooling especially for poorer households with
younger children. Beegle et al. (2006) further confirms - on the case of
accidental crop loss in Tanzania - that negative income shocks lead to
a major increase in child labor, as credit constrained parents use their
offspring as a buffer to offset them. In another study about educational
attainment from Brazil, Duryea et al. (2007) found that in case of a
negative employment shock of the family head, the probability of children
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dropping out of school increased by as much as 50 percent. The general
conclusion in all of these studies was very similar - in case that the
households cannot absorb short term negative economic shocks, it often
has negative consequences for children.
One common reason for this phenomenon was spelled out in Dehejia
and Gatti (2005), who found that income variability (read: the presence
of negative income shocks) had a strong and positive impact on child
labor especially in countries with underdeveloped financial markets. Their
conclusion that credit markets allow housholds to smooth their consumption over time was also confirmed in Guarcello et al. (2010) with both
studies stating that as far as they can tell, their results were found to be
causal over a plethora of robustness checks.
Beegle et al. (2006) also finds that in a shock, households better
endowed with assets have are more capable in offsetting the problem.
This would be in line with previous findings, as this implies that families
who possess more assets can either sell them or use them as collateral
to overarch the poor season. Only if such measures were not available,
or could not offset the shock in full, would the households opt for an
increase in their child labor supply. Duryea et al. (2007) also point out the
importance of the magnitude of these shocks. According to the authors,
a smaller shock could only reduce schooling, as parents cannot afford
(direct or indirect) costs of education; however, the situation will not
require additional income to be drawn from the child.
The fact that child labor is significantly and negatively associated
with financial development and that this is especially true for the developing countries has been clearly established(e.g. Dehejia and Gatti, 2005).
This, however, brings about very negative consequences. Thomas et al.
(2004) points out that credit constrained families cannot educate their
children even if their present discounted value of such education would
be lower than the available interest rate. This fact is also in discussion in
Dehejia and Gatti (2005), who allege that credit constrains do not allow
optimization between a child’s contribution to current family income and
his potential income from schooling.
33

An even more troubling phenomenon is spelled out in Edmonds and
Pavcnik (2005). Due to restricted access to credit, often the only way for
parents to borrow money is from the employer of their children against
their future income. Children are then forced to work as a result of this
hereditary bond. The so called ”debt bondage” is just another example
of the impact of absence of developed financial markets.
In an important contribution to the literature, Baland and Robinson
(2000) speculate that child labor can be inefficient when parents cannot
leave bequests to their children. They believe that it would prevent parents from internalizing the adverse effects of child labor on children’s
future earnings. In line with the article, without proper financial markets,
parents use child labor as a means of bestowing negative bequests upon
their children. It is also argued that this effect is pursuant even in the
presence of reverse altruism (transfers from children to parents).
The previous model has been further developed in Pouliot (2006).
In this case, the author shows that if future parental income is not certain that the conclusions of Baland and Robinson (2000) are still valid.
When, however, also the returns to human capital are uncertain and
there is absence of insurance markets, then the level of child labor may
be inefficiently high even when parents are not credit constrained, or
when bequests are interior. This shows an interesting comparison, when
insecurity about future income does not lead to inefficiently high child
labor, but uncertainty about the level of private returns to education
does. This would mean that a well targeted campaign, eluminating what
benefits education bestows upon a child can have a positive impact on
the child labor supply decision-making of parents.
On the other hand, there is a wide consensus among the researchers
that better access to credit and savings actually alleviates these negative
externalities. Ranjan (1999) creates a model, where parents are enticed
to send their children to school in the presence of high returns to education. Duryea et al. (2007) and Guarcello et al. (2010) also believe that
policies that help with relaxing the family budget constraint may have
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significant results in preventing child labor and promoting investments
into education. Moreover, a recent study by Doan et al. (2011) found
that the propensity score matching (PSM) estimates of binary treatment
effect show significant and positive effects of borrowing on education
and healthcare spending. This, however, is only true for formal credit.
Informal loans, such as those from family or friends had no significant
impact. Even more reason for improving the financial systems in the
developing countries.

The Wealth Paradox
In another extreme, it has been shown that in some cases in rural
areas, the more land a family posessed, the more child labor it seemed to
utilize. We have already generally discussed this issue with the conclusion
that the effect of rising marginal product of labor of children would be
offset by the luxury axiom, i.e. it would lead to less child labor. These
finding thus threaten our already established findings. Several explanations have been put forward explaining this so called Wealth Paradox.
Basu et al. (2010) argued that this might be the case when the family
was below subsistence and acquiring more land meant that it could get
closer to the poverty line by employing child labor.
Another explanation comes from Bhalotra (2003). In this article,
the author believes that a labor market failure may explain the paradox.
Specifically, if landowners cannot hire adequate labor to work on their
estate, child labor has to be used. The study also reviews recent literature
specifically showing that hired labor is not a substitute for family workers
because of the presence of a significant moral hazard. However, in a more
recent study, Nkamleu and Kielland (2006) show that the Wealth Paradox
may only be the result of using the amount of land owned by the family
as a proxy for wealth, which brings biased results. In their study, the
quality of peoples homes is used instead as an alternative indicator of
wealth with no paradox observed.
This fact is corroborated with other studies on a related subject. In
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a practical observation, Yang (2006) studied the effect of the appreciation
of migrants’ incomes agains the Philipine peso during the Asian financial
crisis. This has led to a positive income shock, as the exchange rate
increased the value of remittances from migrant workers. The result was
enhanced human capital accumulation (specifically child schooling) and
less child labor in the home country. Yang (2006) also points out that
these large and exogenous increases in incomes in the form of remittances
had little effect on household consumption. Rather, they were used for a
number of investments, including less child labor, more child education
and also investments into private businesses.
To sum up, we have shown that negative transitory income shocks
can have severe detrimental effects on child labor in case that the household is credit constrained. Child work is then often used as a buffer
against possible negative income shocks. We have also shown that given
the opportunity, families would use financial instruments to smooth their
income and consumption over time. Moreover, we have presented the
Wealth Paradox of land ownership in the rural areas and introduced its
possible explanations provided by the literature.
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Education
In this chapter, we shall look at the single most important potential
substitute for child labor, education. In our investigation, we will first
look at the reasons why children do not attend school. Second, we will
discuss issues arrising from combining work and school for children. Third,
we will look at the impacts of child labor on education. Fourth, we will
study the pros and cons of compulsory education. Finally, we will discuss
food-for-education (FFE) and conditional cash transfer (CCT) programs
and their impacts on child education and child labor.
When we discuss education as pertains to the problem of child labor,
we must understand that child labor and education are not always substitutes (and we will even ignore child leasure at this point). In fact, there
are four situations, in which we may find children. First, a child can be
working and not attending school. Second, a child may be both working
and attending school. Third, a child, which only attends school and fourth
is a child that is idle, i.e. it neither works, nor attends school. The various
ways in which child labor and education can be combined are important
for the understanding of this chapter. For obvious reasons, we will close
in on several of these variations. Specifically, we are interested in the two
groups that do not attend school at all and their reasons for doing so.
Secondly, we will focus on the group that combines their labor activities
with education. We will also spend a little time with the children in the
education only group.
Before we begin, however, it is important to understand, how the
impacts of various policies on education are measured. In almost all studies, one of two approaches is used. Primarily, due to lack of more specific
data, researches utilized almost exclusively data on school attendance.
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Later, as better data became available, studies started to use educational
attainment (e.g. years of schooling), or test results in their studies. It is
very important to distinguish between these methods, as they all have
their caveats, which we must be aware of.

Why children do not attend school
The first issue that we will discuss is the reasons why children do
not attend school. Several studies have been looking at this problem and
all of them came up with very similar results. Ahmed and Del Ninno
(2005) list the reasons for children’s absence from education as either the
inability of the family to finance the direct or indirect costs of schooling,
or the financial situation of the household is even worse, so that child
labor levels restrict or do not permit school attendance at all. Edmonds
(2003b) reviews evidence in this matter corroborating that the three major
reasons for children not to attend school are poverty (i.e. inablitity to
cover the costs of education), distance (lack of available schools nearby)
and poor quality of offered education. In another study, Edmonds et al.
(2007) on their data name avoidance of schooling related costs as the explanation for the relationship between poverty and education in the study.
As we have shown, in most cases poverty seems to be the driver
preventing education. However, it is not the whole picture. Quality of
education, it appears, plays an important role as well. Neumayer and
De Soysa (2005) show that a higher pupil to teacher ratio is positively
associated with child labor. In other words, overcrowded classes lower
incentives for education (e.g. through private returns to education, as
quality of schooling decreases with less attention per student), which
make some parents prefer to keep their children in work. The picture is
similar also for teaching aids. Gunnarsson et al. (2006) show that schools
with inadequate educational supplies or learning environment encourage
child labor.
All in all, we find that reasons for children to not go to school are
in line with our expectations. If a family is below the poverty line, it
38

cannot afford to send its children to school. When the situation is a little
better, other factors come to play. Parents can decide against schooling if
its perceived quality is very low and therefore the value added is negligible.

Combining child labor and education
Although it may seem contradictory for some, it is not uncommon
for children to combine child labor with education. Especially in the
major developing countries today, this is the most prevalent form of child
labor - education relationship. For example, Ganglmair (2006) shows in
his study that especially chidren in rural areas are able to combine their
labor activities with school attendance very well. Even the International
Labor Organization (ILO) recognizes that and permits light child work
from the age of 12, under condition that it does not affect attendance,
nor immersion into education15 .
It may become even more obvious when we realize that education
(even when freely available) always bears some costs. These mean extra
expenditure for households. Now, let’s imagine that the households are
currently just on the poverty line with no child labor being employed. In
this situation, families face a tradeoff - in order to be able to send their
children to school, they need extra income. If we assume that parents are
currently employed at their capacity, the only option for achieving this is
to send their children to work. Even if this is a very artificial example, it
shows us just in what ways can child labor play a role alongside education
and why these two are not substitues per se.
A similar conclusion comes from Fan (2004). In his model, he shows
that a small increase in child labor may actually enhance children’s human capital. The positive impact of those financial resources on access to
education will then offset any drawbacks from reduced time for study. Empirical evidence in this case is, however, rather in disagreement. Ray and
Lancaster (2003) show that this does not hold for a number of countries.
However, in the exceptional case of Sri Lanka, the authors have found
15

Withing the literature, some information about this can be found e.g. in Ray and Lancaster (2003).
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that a weekly workload of about 12-15 hours contributes positively to the
child’s schooling and their study time for an age group of 12 to 14 year
olds. Another empirical finding by Ahmed et al. (2011) also concludes
that child labor, even in limited amounts decreases school attendance.
I belive that the reason why the empirical evidence is not in line
with our theoretical observations is that our predictions are only valid
for families below or at poverty line. As soon as families can afford basic
subsistence and pay for schooling, any extra child labor will be always
harmful to a child’s human capital accumulation. Unfortunately, it would
be extrely difficult to distinguish between these groups and test these
predictions in this way. However, it may be a good potential field for
further research.
An interesting example for considering the above is in Kea (2007).
The author describes how an introduction of a doble-shift schooling facilitated the intensification of girls’ domestic and farm labor. In this
case, however, the double shift system had a significant externality. Its
introduction allowed those children, who needed to work in order to
join the educational system to increase their labor supply. However, in
addition, because of local cultural work obligations of girls, it allowed girls
to work more in domestic duties not because of necessity, but cultural
expectations. On the other hand, there were other positive effects of this
system - the capacity of the school increased at the same time as the
number of students per teacher plummeted.
On a related note, there is now a growing literature on the topic
of how participation in the labor force hinders educational attainment.
Psacharopoulos (1997) shows that on average, a child’s labor participation reduces his expected educational attainment by about two years,
as compared to the control group of non-working children. In a crosscoutry study, Davies and Voy (2009) also show that years of schooling
are negatively and significantly correlated with child labor. Furthermore,
Heady (2003) finds significant effects of child labor on education. However,
against expectations the effect is found to be stemming mostly directly,
i.e. even when we compared the effects on children who received the same
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amount of instruction, who were either working or not.
Heady (2003) believes that the main explanations for the fact that
child laborers have significantly lower skills in reading and mathematics,
even when controlling for education, is either exhaustion, or diversion of a
child’s interest away from instruction. The same results emerge also from
Emerson and Souza (2007), where the results also show that child labor
harms future earnings even when controlling for the years of education. Being at school it seems does not have the same benefits for working children.
However, in another study, Gunnarsson et al. (2006) points out that
results of Heady (2003) may well be biased, as the data are treated exogenously. In reality, the authors claim, parents may send children to work
as a result of their poor performance in school. However, Gunnarsson
et al. (2006) conclude that the impact of child labor on test scores was
found to be significantly negative whether or not was child labor treated
as endogenous or exogenous. Notwithstanding, the fact that endogenity of
this effect may be important resonates also in Beegle et al. (2004), where
the authors show that a correlation between child labor and educational
attainment can be baised purely on selection, i.e. if the parents sent their
least motivated children to work, there would be a positive correlation.
To sum up, we have investigated the question of child labor as it
affects education. We have found some evidence that small amounts of
child labor could be allowing children to attend school. On the other
hand, the majority of empirical observations say otherwise. We conclude
that there is more research required in this area, as we believe that the
former effect only translates, when families are close to the poverty line.
Above subsistence, any child labor will always have some negative effect
on education. However, when extra child labor allows a child to attend
school, we should not restrict it.

Compulsory education
Compulsory education is another tool often used to prevent children
from participating in the labor force. After all, researchers believe that
41

it is easier to monitor whether children are in school than to see if they
are not in work (e.g. Basu, 1999). However, if one of the main reasons
for child labor, i.e. poverty, is not dealt with at the same time, no law
will be able to keep children in schools. Indeed, Krueger (1996) presents
evidence that these compulsory education laws are often not observed
in developing countries. Krueger (1996) shows this in the case of Brazil,
where about 85 percent of children have left school before they reached
the compulsory schooling age of 14. This is exactly why, when such laws
are being introduced, the poor protest. Dessy and Knowles (2008) confirm
this and corroborate that poor families force governments to compensate
them for forgone child labor income, should such laws be established.
The fact that compulsory schooling without benefits is only possible
with population above the poverty line is not the only problem either.
Compulsory education will require more schools, which will be build
using taxpayer money, withdrawing extra cash from households. This is
especially true for education free of tuition, which cannot be attended to
by the poorest, who cannot bear the indirect costs, but have to, in one
way or another, compensate for the expenses for this public service.
Recently, however, a new wave of thinking brough interesting possibilities of expanding education to all members of a community. Strulik
(2010) describes his reasons, why some areas with similar poverty levels,
exhibit extremely diverging attitude towards education. For example,
between similar Indian provinces, there are major discrepancies in their
child school participation. According to Strulik (2010), this is the result of
social norms. In some areas, it simply became a part of the local culture
to send children to school, while in others it did not. Strulik (2010) further
argues that if the poorest members of a community could be brought to
attend school, it could well become the social norm for everyone to attend
school. This finding is also resonating in Lieten et al. (2007), where the
authors argue that role models, e.g. members of their community with
whom people can relate and who improved their lives through education,
are very important motivators for parents to send their children to school.
In summary, we have seen that without provisions for the poor, a
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compulsory education legislation will not be able to achieve much. On
the other hand, there is a significant potential in instigating social norms
so that all members of a community will be attending school. It is also
important to understand that people assess the level of returns to education from people within their communities and their respective successes
to improve their lives through education.

Food-for-education programs
One of the main two types of programs for targetting poor households and inducing their children to go to school are food-for-education
(FFE) programs. The idea behind these programs is that those families,
who cannot afford to send their children to school are provided with food
to decrease their costs of schooling and sometimes even (partially) offset
forgone income from child labor. Although the specifics range between
the programs, these underlying principles remain the same.
The first FFE program was well described in Ahmed and Del Ninno
(2005) from which I now paraphrase. The program opened in 1993 in
Bangladesh during a time, when about half the people could not afford
a satisfactory diet. The primary target was to empower a generation
by educating today’s children. A monthly supply of rice was given to
selected participants, who had to fulfil at least one of four criteria of the
program. These included that the household owned little land, or that
its head worked in a low wage profession. It was also conditional on the
children reporting over 85 percent attendance within each month to be
eligible. The requirements of the program went even deeper with schools
participating in the program having to report satisfactory performance
and an overall attendance of over 60 percent.
As pertains to the results then the instigators of the program were
probably happy. Among the participating schools, about 40 percent of
their students were program beneficiaries, and their results were promising.
According to Ahmed and Del Ninno (2005) the program increased school
enrollment by over 35 percent as compared to a negligible increases in
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non-FFE schools. Attendance also soared and on average was 12 percent
higher than in non-FFE schools. Also the drop-out rate was 9 percent
lower in participating schools.
However, the program also had several problems highlighted in the
study. One of the major ones was that participating schools did not receive additional teachers or extra classrooms, therefore students had to be
educated by the same amount of teachers that was there previously. This
made these schools much more crowded than non-participating schools.
Another major issue was with targetting. Ahmed and Del Ninno (2005)
show that the food transfers were still not enough for the poores families
and often even non-poor households participated. Overall, however, this
program inspired many others, as it fulfilled the main task of general
education - it helped many poor families to send their children to school.

Conditional cash transfer programs
We conclude this chapter by exploring programs similar to the FFEs
we studied earlier. As their name makes clear, conditional cash transfer
programs (CCTs) differ from FFEs mainly in the fact that instead of
food they provide eligible families with financial transfers. As with other
topics that have been covered extensively, we will not attempt a comprehensive review, which has been made for example in Fiszbein et al. (2009).
Similarly to the FFE programs, we now have sufficient data to account for the effectiveness of CCT programs. In Barrientos and DeJong’s
(2006) article the authors presented evidence that cash transfers are an
effective tool in reducing child poverty. Overall, the results were very
much like those from the FFE programs. Although, there is an interesting
stream of literature, which points out a curious observation.
It was first established in their model in Ravallion and Wodon
(2000), where the authors showed that a targetted enrollment subsidy
would increase school attendance by more than it would decrease child
labor. On an example from Mexico and its CCT program called Progresa,
44

De Janvry et al. (2006) showed that even though the program helped
sustain school attendance during shocks, it had no significant effect on
increasing child labor supply resulting from it. It would therefore seem
that although CCTs had a significant effect on school attendance, it still
could not resolve the issue of child labor.
There are other similar observations, which corroborate these findings. Cardoso and Souza (2004) study another important CCT program,
Bolsa Escola in Brazil. In this case, they also find a significant and positive impact on school attendance. The effect on child labor, however,
is again inconclusive. In this case the authors speculate that the cash
transfers are too small for families to forgo further child labor income,
considering the children’s time already invested in schooling. In another
study, Edmonds and Schady (2009) describe that a non-education related
unconditional lottery-type cash transfer system called Bono de Desarrollo
Humano (BDH) affected (within the recipient families) child labor only in
case that the child has not yet entered the labor market. That is, receiving
the BDH funds only delayed the point of entry for child laborers, but had
no significant effect on children, who had been working prior to having
received the funds.
These observations lead to a conclusion that giving cash for school
attendance basically puts education on par with child labor - as just
another source of income. One which may have worse payment conditions,
but also some benefits for the child. This would, however, not be the
preffered outcome. Cigno (2011) therefore argues that subsidizing school
attendance without rewarding school attainment is not optimal and may
even be counterproductive. And there is reason in this. It may well be
that children only go to school to relax after their exhausting work either
at home or at an employer, for their marginal effectiveness would decrease
significantly should they continue to work any more. In this way, children
could rejuvenate from work, while at the same time make a little extra
income. Education would then come last.
From these observation, I make the conclusion that the effectiveness
of CCT programs on child labor is much dependent on the situation
45

of the household. As these programs do not offer substantial remuneration, they mostly only cover indirect schooling costs plus maybe a little
extra. Therefore, in most cases they only transform child leisure into
schooling, but they do not solve the dependance of families on child
labor income. In order to have an effect on child labor, the cash transfers
would have to not only fully offset any direct and indirect schooling
costs, but also bring the family over the poverty line sufficiently that
it can decrease its child labor supply in accordance with the luxury axiom.
In summary, this chapter explored the relationship between child
labor and education. We have found that the defining reason that prevents
children from attending school is poverty and that there are two types of
programs that attempt to bridge this gap for the poorest households. We
have also shown that in some cases child labor may enable children to
attend school, even if that is not the mainstream case. Finally, we have
seen what effects being a child laborer has on average school attainment.
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Comparison of child labor drivers
Now that we have reviewed the child labor issue during the time of
the Industrial Revolution and the relevant sources about contemporary
developing countries, we can look at the parallels between these two
periods. We shall therefore compare the status quo, causes of the rise and
fall and other considerations between the two eras and see, how much
comparable they are in the topic of child labor.

Baseline
At the begining of our comparison, we shall look at the states of
affaires of the UK and the USA on one hand and today’s developing
countries on the other hand, before the rise of the (industrial) child labor
and the emergence of child labor as a general issue.
The baselines for both the periods are remarkably similar, especially
as pertains to child labor. Comparably to the times during the Industrial
Revolution, child labor was an integral part of people’s lives in the developing countries. Children were expected to help on domestic farms,
with chores, or small businesses. These often contained many learning by
doing elements, such as when children learned to run their family farm,
which they in time took over from their parents.
Access to schools has been extremely limited and usually only constrained to a selected elite in urban agglomerations, which is analogous
to the state of play on the eve of Industrial Revolution. Moreover, there
was no serious public sentiment about the utilization of child labor at
the time in both cases. Most importantly, people in developing countries
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were experiencing a similar level of poverty as the majority during the
Industrial Revolution.

Causes of child labor
When we discussed the reasons for the rise of industrial child labor,
we talked about the effects of demand and supply. Demand was driven by
its increasing absorbtion capacity, especially for unskilled workers. Supply
of men on the other hand, has been shrinking or plateauing, e.g. as a
result of the increased numbers of men serving in the military. This gave
poor households the opportunity to improve their impoverished lifestyles
by employing more women and child labor.
In the case of developing countries, the part about families seeking
aditional income to rise above the poverty line holds as well. However, on
the demand side, the reason for multinational companies to move their
factories from the developed countries to the Third World were not a
result of an acute labor shortage. Rather, the political and infrastructural
climate of these developing countries increased to such a level that it was
profitable for these multinationals to enjoy the fruits of the relatively
much cheaper labor that was available there (Krugman, 1997).
However, for the purposes of our analysis, these had a very similar
effect, in that the demand for unskilled labor in these countries suddenly
increased and the demand was there to meet it. This was especially true
for urban areas, where the children could not work in domestic industries,
such as the family farms. This way, the only plausible way to make a
decent living was for them to work, as the opportunity arose. In summary,
the causes of child labor are very comparable between the two periods
and places.
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Regulation
The issue of child labor regulation is probably the most important for
our consideration. When we said that the original state and the causes for
the rise of child labor were comparable between the Industrial Revolution
and the developing countries nowadays, we should expect that child labor
regulation would have similar effect as well. This would mean, however,
that it would not have a dominant effect on the reduction of child labor
and if necessary provisions are not made regarding the enforcement of
this legislation, there would be significant cheating.
In fact, we have shown all of the above. In most cases, it has been
found that child labor bans and regulations would have negative effects
on child labor, as children have to work more (and sometimes illegally) to
offset the effect of the legislation. The same phenomenon occured during
the Industrial Revolution. It is also important to note that labor organizations were first to push for such measures, as they were over a century ago.
A very similar situation has also been observed as pertains to general
education. In the first chapter, we have shown that compulsory education
laws had no effect on child labor, even if they had some upward effect
on school attendance. A similar impact has been observed with the Conditional Cash Transfer programs, as they increased school participation,
but had no significant effect on child labor. In both cases, poverty could
not be solved by forcing or enticing investments into education.
All in all, we have shown that we could learn a lot from studying
the effects of child labor regulation during the Industrial Revolution, as
the results and problems appear to be valid even for today’s developing
world.

The decline of child labor
Now that we see that the child labor issue today has very similar
roots and development to the case during the Industrial Revolution, we
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can finally ask, whether child labor will decline as it has faded a century
ago. Although there is a wide academic debate on the topic, I will try to
rather recall the main observations and compare them to the drivers of
the decline of child labor in the UK and the USA.
As we recall, the main driver for the fall of child labor during the
Industrial Revolution was technological progress, which drove the wages
of skilled labor up, as well as its demand. The demand for child labor
decreased as well, as technology took over children’s jobs. Higher remuneration of skilled labor increased family income (at the cost of lost child
labor earnings), but at the same time also increased private returns to
education. As public education became cheaper and readily available,
more and more children started attending school, until virutally everyone
was completing at least some level of education.
In the developing world today, we observe interesting similarities.
Factories in countries like China and India are changing their production
to accomodate more advanced technologies, which require skilled laborers
to be operated. This is the same process, which was at the core of the
beginning of child labor demise. At the same time, access to education
becomes widely available even in remote villages, with FFE and CCT
programs alike making it possible for children to attend school even if
they would normally not be able to afford it.
A positive observation is also that in most countries stricken with
child labor today, e.g. Brazil and India, a significant decline in their total
fertility rates began after decades of stagnation at the end of the 1960s16 .
As we have seen, this was an important part of the transformation of
industrializing countries, as they went from equilibrium with many children and low education per child to one with fewer offspring, but higher
investment into the development of their children’s human capital.
All of these facts show that there the child labor issue has much
more in common with the Industrial Revolution than we allow ourselves
to admit. Unfortunatelly, many policy makers have been slow to recognize
16

Data from Gapminder.com, Children per woman (total fertility), extracted on 15 July 2011
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this fact and learn from the mistakes, which inevitably meant repeating
them. If we want to increase the rate at which child labor is decreasing
across the developing world, a few simple lessons may improve our chances
by a substative margin.
It took over 150 years for child labor to significantly decline in Great
Britain and the USA, while we have not even reached a century in the
developing countries. However, already since 2006 child labor has been
falling across the globe. Although the rate of the decline is uneven and region specific, generally, the demise of child labor is on the way (ILO, 2010).
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The Loose Quota System
This chapter investigates how the relevant parties are affected by
a global ban by developed countries on imports of child labor produce.
Since such actions have been proposed several times by the USA and other
developed countries, this is not an unlikely scenario. My intention would
be to show that this arrangement would in theory lead to an ulterior
solution for most of the parties and especially children. I would then
propose an alternative scenario, which is similar, however, in effect helpes
to solve the issue of child labor.

Introduction to the Loose Quota System
When analyzing a ban on child labor imports, we immediately arrive
at the issue of identifying it, as it is neither a tariff, nor a quota, but still
posits a significant barrier to trade. For the purposes of this chapter, I
will call it a ”loose quota” system, in which anyone meeting the required
criterion (i.e. no child labor produce) is allowed to import as much as he
likes. This is not a real quota, as there is no specific number, which would
represent the limit of imports, but at the same time, the distribution of
the quota is conditional on fulfilling the child labor requirement.
When thinking about the loose quota system, it appears to be more
useful, however, to use a modified tariff system to calculate its effects, as
instead of a tax it will deduct imports of child labored produce. We can
think of this arrangement in terms of a multinational company having
to change its suppliers to one that is more expensive, after investigative
coverages on the TV discovered the use of children in the production
plants of their suppliers. Should this occur globally across the developed
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Figure 3: The Loose Quota System.

countries, it would have the same effect, as our studied loose quota system.
In figure 9.1 we can see the relevant effect on welfare caused by the
loose quota on child labor. As we can see, the only beneficiaries of this system are the licence holders, i.e. multinational companies. Private welfare
declines both in the home country by −c − d and in the foreign country by
−a − b. Firms that produce without the use of child labor benefit by a + c.
Therefore the drop in global welfare amounts to −b − d. The effect will
then be in redistributing wealth in the banning country (such as the USA)
and increase the local price level. The foreign country, which in this model
is represented by an anonymous developing country, experiences a welfare decline, which we have shown is negatively correlated with child labor.
The real effect would then be exactly the opposite of the intended
consequence and that is assuming compliance. Moreover, if we assume as
Krugman (1997) and Edmonds (2003b) that adult wages are set internationally, then there will also be no significant increase in adult wages to
offset the effect and as has been shown in Davies and Voy (2009), only
the companies profit by internalizing the premium from the loose quota.
Considering what we have shown has already happened in this scenario
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in Nepal, it would likely result in children entering the shadow economy becoming thiefs and prostitutes - in order to make a living.

Proposed alternative
Many economists argue that the governments of developing countries
do not have sufficient money to effectively fund transition programs, which
will solve the issue over time. Although, developing countries in cooperation with supranational organizations today expend a lot of resources on
FFE and CCT programs, it is still not enough to encompass the whole
issue. On the other hand, there is a consensus among researchers that if
sufficient funds were available, the problem of child labor could be solved
within a decade or two.
My proposition funnels the required resources to such programs.
Since we have a scenario, where there is an ineffective loose quota on
the use of child labor, we can abandon this ineffective and protectionist
practice, improve the well-being of children and provide sufficient funds
for various transition programs, which could work on fixing the most dire
issues we have encountered in this work. Namely, the money can be used
to build extra schools and increase their quality, so that everyone has a
school available nearby. At the same time, we should strive to downplay
the costs of education, while not impairing the motivation of students to
study (see next chapter).
In the situation of a loose quota the following setup is clearly superior. It calculates with simultaneously removing the bans on child labor
produce which are in place. Notice that there is no lost tariff income
due to the ban removal, as in this aspect the loose quota works just as
a quota system. At the same time, we should introduce a tariff, which
will be less restrictive than CL (see figure 9.2). This will lead to a benefit
for both the foreign country, which can export more goods and domestic
customers enjoy lower prices. Moreover, the revenue of this tariff, which
previously (as a loose quota) went to the corporations, will be used to
fund the transition programs backed by an internationally recognized
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body, which will decide on the ways the money will be spent.
This proposition is very similar to the idea pattern we mentioned
from Brown (2006), in which in the case of child labor labelling, there
should rather be a premium specifically sent to alleviate the isuue of child
labor, rather than fill the coffers of multinational corporations. It is true
that international companies do not benefit from this, as they lose the
rent of a + c, as we have shown earlier. On the other hand, they may again
decrease their costs by employing child labor. We also have to understand
that firms previously not using child labor will claim to be ”punished”
for not using child labor; however, as we have shown - although, we do
not endorse companies specifially hiring child labor, nor can we condone
to some practices of these firms, we have shown a plethora of cases, when
it may improve the well-being of children.

Figure 4: Proposed alternative to the Loose Quota System.

There are still some losses as compared to the free trade case, however, this may be a fair price to pay, as the rent from the tariff will be
greater than loss in foreign, i.e. the developing countries as recipients of
this money will on the whole benefit. As regards the welfare drop in home
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country (as compared to free trade), it is the cost of solving the issue,
which (as we have shown) many people would bear voluntarily.
Overall, as compared to the loose quota, the welfare effects are as
follows. Foreign (the developing country) gains the area between A, B, P x
and P t. Consumers in home country benefit by the area of P lq, P t, B
and C and transition programs yield (tariff revenue) is the area between
P t, P y, D and B.
In conclusion, this solution is elegant in that it stops the inefficient
loose quota, from which only international companies benefit and also
creates a steady income for us to change the status quo. In other words,
we will use the unearned profits of companies from the loose quota system
to fund child labor alleviation projects in developing countries. Effectively,
this is a way in which the developing countries (through local factories)
funds the solution of child labor with a little aid from the developed
world. In one move we have created a stream of money out of profits
of multinational companies and also prevented persecution of working
children, which could have potentially resulted in a catastrophe.
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Intrinsic motivation and
Conditional Cash Transfer
programs
In this chapter we put together two separate reseach fields. Specifically, we would be looking at the possibility that the Conditional Cash
Transfer (CCT) programs might be harming intrinsic motivation of children in developing countries. As CCT offer a conditional financial remuneration, they should affect children’s motivation according to the
Cognitive Evalutation Theory (CET). This theory develops conditions,
when external rewards (such as that in the CCT programs) harms intrinsic
motivation to perform a specified behavior.

Cognitive Evaluation Theory
The most widely used illustration of the CET is a story from McCullagh (2005). In this narrative, a man who is annoyed by children playing
in his field offers (against all intuition) the children money to do exactly
that. After several days, however, the man states that he cannot afford
to pay the children as much any more, until the children respond that for
such pittance, they would never play in his field. In this way, the man
discouraged the children from playing in his field by eliminating their
intrinsic motivation to do so.
The first and revolutionary experiment that introduced this phenomenon to the public was presented in Deci (1971). In an experiment, the
author was able to distill exactly the same type of behavior as described in
the story in an experimental setting. Although highly controversial at first,
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as it shattered the commonly held belief that extrinsic motivators always
reinforced intrinsic motivation, it became the basis for further reseach
culminating with the establishment of the CET, which today belongs
among the most respected views on how people’s intrinsic motivation is
effected by extrinsic rewards.
The CET was first developed in Deci (1975) as a sub-theory of the
Self Determination Theory. In a nutshell, it states that rewards have two
important qualities that affect intrinsic motivation. These qualities are
information and control. For the purposes of this thesis, we are especially
interested in the control quality, part of which sais that intrinsic motivation will be harmed when the behavior of an individual is percieved to be
in any way pressured from outside, e.g. if a financial motivator for this
behavior is perceived as controlling to the individual.
In Deci et al. (1999), the authors provide their explanation for these
observations. They state that rewarding an intristically motivating behavior takes away the person’s responsibility to motivate himself or herself.
Thus, this action will create a dependency on the stimuli (the reward),
which in its absence will manifest in decreased intrinsic motivation, so
that the person will not perform a given behavior, even if it were enjoyful
for him or her before the introduction of the reward.
The claims of the CET have been recently confirmed in the most
comprehensive meta-analysis of the affects of rewards on intrinsic motivation ever conducted (Deci et al., 1999). Altogether, 128 studies were
analyzed to provide strong empirical evidence for the CET. Among other
findings, the study also revealed that rewards had a much higher (and
therefore potentially more harmful) effect on young children.

The effect of CCT programs on intrinsic motivation
The effect of CCT programs (and some FFE programs) on intrinsic
motivation of students has never yet been questioned by child labor related
literature. Therefore it is important to investigate, what implications will
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the application of CET have.
CCT programs have all the necessary characteristics of contingent
rewards described in Deci (1975). That is, these programs are conditional
on a child’s school attendance, therefore the children are pressured to
comply in order to receive the remuneration. Children understand that
their attendance at school means income to their families and they are
thus under a mental obligation to attend school. The controlling aspect is
therefore rather strong - if the child does not attend school at a prescribed
percentage, or the school as a whole underperforms, there is no reward
from the CCT program.
In this way and according to CET, those children benefiting from
CCT programs, who were initially intrinsically motivated to attend school,
would be predicted to lose their intrinsic motivation. The CCT program’s
income will basically create a substitution effect between child labor and
education, as attending school under the CCT scheme will also increase
the family income (Grigoli and Sbrana, 2011). This, however, creates
two forms of dependencies. First is the poverty dependency, which will
be present anyway. However, it is joined by also the dependency on an
external motivator in the form of the CCT reward for school attendance.
The fact that CCT programs create dependence has been shown e.g. in
Grigoli and Sbrana (2011). This can be very dangerous, as the child may
not be induced to attend school as soon as he reaches a level no longer
financially supported, or when the support terminates for any other reason
(such as the family becoming well-off and being ineligible for the program
any more).
Although no studies have been carried out to test this theory in the
child labor case, we can at least try to perceive its effects. As the CCT
programs are conditional only on attendance and not achievement and we
expect it to decrease the inherent motivation of children benefitting from
the program to learn. Therefore, we should expect the beneficiaries to
perform worse in class. This, however, has been already shown in Ahmed
and Del Ninno (2005), where the authors show that FFE beneficiaries
have significantly lower test scores than non-beneficiary students of the
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same schools. No clear explanation has been offered, however, one reason
might be that FFE beneficiaries are more prone to be child laborers,
which may decrease their educational results. For that reason, we cannot
say that it was intrinsic motivation which depressed their test results, as
further empirical analysis is needed for clarification.
It should be said that these findings apply only to students who
already have intrinsic motivation to study. Moreover, since families expect
this kind of reward in the future as well, CCT programs would also likely
decrease their motivation to save money for investments into education.

Alternative solutions
As we have seen, providing children with money (or raw rice for that
matter) may have significant influence on their intrinsic motivation to
study hard and beyond the rewarded curriculum. It should, however, be
stated that the main effects of CCT and FFE programs, i.e. to increase
the number of students attending school especially among poor families,
is a worthy goal. For that reason, I present some alternatives to these
programs, which may have very similar outcomes, yet may not undermine
intrinsic motivation.
My approach is based on the fact that school attendance always
bears costs, even if indirect ones (such as pens and paper, clothing, etc.).
The problem of CCT programs is that their transfers can be easily interpreted as conditional rewards for school attendance and as such they may
harm children’s intrinsic motivation. Instead, I propose to use the same
money to decrease the costs of education for poor households.
First, education should be free of tuition. That means that any child
can attend school without any direct costs incurred. Without the financial
motivator, however, the way to induce children from poor households to
attend school includes two policies. One of them would be to provide
the poorest families with the necessary study equipment and such (reimbursement of travel costs if any, provision of books, pens, school uniforms,
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etc.), which would decrease their costs of school attendance virtually to
zero, i.e. beyond the time invested by the child.
Furthermore, several meals including a warm lunch should be offered
to children for free in schools. This motivator is also conditional upon
children attending school, however, it is not seen as such, because it comes
naturally as a part of being at school. Furthermore, this warm meal policy
(which has been already established for example in India (Dreze and
Goyal, 2003)) decreases the foregone earnings of child labor, as the main
expense of poor families is food. Unlike conditional cash or food transfers,
however, this does not hinder intrinsic motivation for children to study,
as there is no intense feeling of control over their behavior.
In this setup, poor children can attend school with virtually no direct
or indirect costs incurred at all and they will also be offered meals to
offset their potential labor income. It would be therefore left to their
intrinsic motivation and their parents to decide, whether to attend school
or not. We should not coerce families to send their children to school,
rather we should strive to make the associated costs as low as possible
without impairing the children’s innate motivation for education. With
a little help in eluminating the beneficial effects of education and the
gradual establishment of a social norm that all children attend school, as
the poorest members of a community enroll, this could in time establish
a general school attendance.
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Conclusion
This thesis has reviewed recent child labor literature and presented
answers to the three questions raised. We have studied the child labor
issue from its historic origins during the Industrial Revolution to the
impact of education. In a contribution to the child labor literature, we
have found that there are striking similarities between the child labor
issue during the Industrial Revolution and the developing countries today.
Moreover, we have shown that in case of a ban on child labor imports,
there is a preffered solution, which generates income for futher child labor
programs. Finally, we have established that Conditional Cash Transfer
programs may significantly decrease the inherent motivation of its beneficiaries among children in the developing world.
In our journey through industrial child labor during the 19th century,
we have found that the main drivers for its emergence in that period was
a combination of rising demand for unskilled labor and decreasing supply
of men. At the same time, the poor economic situation of most households meant that many children and women were joining the workforce.
Moreover, we have shown that child labor did not significantly respond
to its regulation. Rather, it has been changes in technology which drove
child labor away through increased income of skilled laborers, subsequent
rise in private returns to education and better access to schools.
We have also presented the Basu and Van (1998) model of child
labor and laid out some important problems it has to overcome in order
for its conclusions to be useful for policy measures. Especially in the case
of legislative bans against child labor, we have presented evidence that
substantiates reason for extreme caution, as unless these measures are
well thought through, they will likely cause more harm than do right.
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These findings have been corroborated by the conclusions of the
fourth chapter, where we have learned that according to a vast body of
empirical research increased globalization and international trade do not
lead to increases in child labor, as is commonly believed. This does not
mean that children do not work in factories. However, the total effect
is that more international trade decreases child labor. This relationship
has been found by many to be causal and channeled exclusively through
increased income.
Moreover, we have found substatial evidence that transitory income
shocks are a common reason for increases in child labor, as families use
children as their buffers for such downturns. This is especially the case,
when credit markets are not sufficiently developed and an improvement
in this area would improve the child labor levels by a substantial margin.
Also, the Wealth Paradox, when families were found to use more child
labor as their landholdings increased, has been studied and explained.
Futher on, we have shown that the main driver, which prevents
children from attending schools is poverty, as well as some qualitative
and quantitative concerns. Unfortunately, there is no conclusive evidence
in the case of children combining work and school, however, we have
postulated that this may be caused by the fact that our theoretical expectations only cover a specific group of child laborers - those close to
the poverty line. In the case of FFE and CCT programs, we have shown
that they had succeeded in increasing school attendance.
In our own contribution to the child labor literature, we have shown
that there are very strong similarities between the issue of child labor
during the Industrial Revolution and today and that there is much that
we can learn from the mistakes of yesteryear. Specifically, we have shown
that both the origins and causes of child labor and its response to various
legislative action are much more similar than different. We have also
shown that the situation in the last decade is moving in line with the
19th century scenario, therefore we believe that child labor will decline
in the majority of the developing countries within the next several decades.
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In another contribution, we show that in case of a ban on imports
of child labored produce, we can establish a better alternative. In the
case of the child labor ban, which we have for our purposes named a
Loose Quota System, the redistribution ends positively only for exporting
companies that do not use child labor. In our proposed alternative, most
of this income is channeled through a tariff into child labor development
programs, while both the home and foreign country partially benefit from
a lower burden.
Finally, we have significantly contributed to the current debate about
child labor by pointing at the possible negative spillovers of Conditional
Cash Transfer programs on children’s intrinsic motivation to study. Using
the Cognitive Evaluation Theory, we have shown that current configuration of CCT and most FFE programs harms the inherent motivation
of children by making their school attendance controlled by the subsidy.
We have also presented an alternative setup, which would achieve the
same results without the negative externality. In our configuration, education is free of tuition and poor families (instead of being recipients
of FFE and CCT programs) are entitled to both full coverage of their
indirect schooling costs, such as books and clothes, and will be provided
with several meals during the day, including a warm lunch. In this case,
inherent motivation is not affected, but the same effect of inducing poor
households to send their children to school is achieved.
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Centre, and Rädda barnen (Society) (1998), What works for working
children. UNICEF, International Child Development Centre.
Brown, D.K. (2006), “Consumer product labels, child labor and educational attainment.” The BE Journal of Economic Analysis & Policy, 5,
23.
Cardoso, E. and A.P. Souza (2004), “The impact of cash transfers on
child labor and school attendance in Brazil.” University of Vanderbilt.
Cigno, A. (2011), “How to deal with covert child labour, and give children
an effective education, in a poor developing country.” IZA Discussion
Papers.
Cigno, A., F. Rosati, and L. Guarcello (2002), “Does globalization increase
child labor?” World Development, 30, 1579–1589.
Davies, R.B. and A. Voy (2009), “The effect of FDI on child labor.”
Journal of Development Economics, 88, 59–66.
De Janvry, A., F. Finan, E. Sadoulet, and R. Vakis (2006), “Can conditional cash transfer programs serve as safety nets in keeping children at
school and from working when exposed to shocks?” Journal of Development Economics, 79, 349–373.
Deci, E.L. (1971), “Effects of externally mediated rewards on intrinsic
motivation.” Journal of personality and Social Psychology, 18, 105.
67

Deci, E.L. (1975), “Intrinsic motivation.”
Deci, E.L., R. Koestner, and R.M. Ryan (1999), “A meta-analytic review
of experiments examining the effects of extrinsic rewards on intrinsic
motivation.” Psychological bulletin, 125, 627.
Dehejia, R.H. and R. Gatti (2005), “Child labor: The role of financial
development and income variability across countries.” Economic Development and Cultural Change, 53, 913–932.
Dessy, S. and J. Knowles (2008), “Why is child labor illegal?” European
Economic Review, 52, 1275–1311.
Doan, T., J. Gibson, and M. Holmes (2011), “Impacts of household credit
on education and healthcare spending by the poor in peri-urban areas
in Vietnam.” Working Papers in Economics.
Doepke, M. and D. Krueger (2006), “Origins and consequences of child
labor restrictions: A macroeconomic perspective.”
Doepke, M. and F. Zilibotti (2005), “The macroeconomics of child labor
regulation.” The American economic review, 95, 1492–1524.
Doepke, M. and F. Zilibotti (2010), “Do international labor standards
contribute to the persistence of the child-labor problem?” Journal of
Economic Growth, 15, 1–31.
Dreze, J. and A. Goyal (2003), “Future of mid-day meals.” Economic and
Political Weekly, 4673–4683.
Duryea, S., D. Lam, and D. Levison (2007), “Effects of economic shocks on
children’s employment and schooling in Brazil.” Journal of Development
Economics, 84, 188–214.
Edmonds, E.V. (2003a), “Does child labor decline with improving economic status?”
Edmonds, E.V. (2003b), “Should we boycott child labour?”
Edmonds, E.V. (2004), “Household composition and the response of child
labor supply to product market integration: Evidence from Vietnam.”
The World Bank.
68

Edmonds, E.V. and N. Pavcnik (2002), “Does globalization increase child
labor? Evidence from Vietnam.”
Edmonds, E.V. and N. Pavcnik (2005), “Child labor in the global economy.”
The Journal of Economic Perspectives, 19, 199–220.
Edmonds, E.V. and N. Pavcnik (2006), “International trade and child
labor: Cross-country evidence.” Journal of International Economics, 68,
115–140.
Edmonds, E.V., N. Pavcnik, and P. Topalova (2007), “Trade adjustment
and human capital investments: Evidence from Indian tariff reform.”
Edmonds, E.V. and N. Schady (2009), “Poverty alleviation and child
labor.”
Emerson, P.M. and A.P. Souza (2007), “Child labor, school attendance,
and intrahousehold gender bias in Brazil.” The World Bank Economic
Review, 21, 301.
Fan, C. S. (2004), “Relative wage, child labor, and human capital.” Oxford
Economic Papers, 56, 687.
Fiszbein, A., N.R. Schady, and F.H.G. Ferreira (2009), Conditional cash
transfers: reducing present and future poverty. World Bank Publications.
Ganglmair, B. (2006), “Intrinsic competition and the labor-schooling
trade-off in Uganda.” Technical report, Mimeo, University of Bonn.
Grigoli, F. and G. Sbrana (2011), “Determinants and dynamics of schooling and child labor in Bolivia.” World.
Grossmann, H. and J. Michaelis (2007), “Trade sanctions and the incidence of child labor.” Review of Development Economics, 11, 49–62.
Guarcello, L., F. Mealli, and F.C. Rosati (2010), “Household vulnerability
and child labor: The effect of shocks, credit rationing, and insurance.”
Journal of Population Economics, 23, 169–198.
Gunnarsson, V., P.F. Orazem, and M.A. Sánchez (2006), “Child labor
and school achievement in Latin America.” The World Bank Economic
Review, 20, 31.
69

Heady, C. (2003), “The effect of child labor on learning achievement.”
World Development, 31, 385–398.
Humphries, J. (2003), “Child labor: Lessons from the historical experience
of today’s industrial economies.” The World Bank Economic Review,
17, 175.
ILO (2010), “Accelerating action against child labour.” International
Labor Conference, 99th Session 2010.
Kea, P. (2007), “Girl farm labour and double-shift schooling in The
Gambia: The paradox of development intervention.” Canadian Journal
of African Studies, 258–288.
Keynes, J.M. (1936), The general theory of interest, employment and
money. Macmillan and Co., Limited.
Kirby, P. (2003), Child labour in Britain, 1750-1870. Palgrave Macmillan.
Krueger, A.B. (1996), “Observations on international labor standards and
trade.”
Krugman, P. (1997), “In praise of cheap labor.” Dismal Scientist.
Lieten, K., A. de Groot, and R. van Wiesen (2007), “Education in rural areas: obstacles and relevance.” Amsterdam: Foundation for International
Research on Working Children.
Malthus, T.R. (1809), An essay on the principle of population, as it affects
the future improvement of society, volume 2.
Marchand, B.U., R. Rees, and R. Riezman (2011), Globalization, Gender
and Development: The Effect of Parental Labor Supply on Child Schooling. CESifo, Center for Economic Studies & Ifo Institute for economic
research.
McCullagh, P. (2005), “Sport and exercise psychology lecture.” Cal State
University East Bay, 10, 27.
Moehling, C.M. (1999), “State child labor laws and the decline of child
labor.” Explorations in Economic History, 36, 72–106.
70

Nardinelli, C. (1980), “Child labor and the factory acts.” Journal of
Economic History, 739–755.
Neumayer, E. and I. De Soysa (2005), “Trade openness, foreign direct
investment and child labor.” World development, 33, 43–63.
Nkamleu, G.B. and A. Kielland (2006), “Modeling farmers’ decisions
on child labor and schooling in the cocoa sector: A multinomial logit
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