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Abstract

The dissertation aims to explore the supply and demand side determinant of child labour at
macro, meso and micro level. At macro level it explores the effect of globalization (defined
as openness to trade and inflow of foreign direct investment) and credit market
imperfections on child labour. At meso level it explores the effect of labour market
conditions on child labour. As the above two levels of analysis are mainly concerned with
the demand for child labour, the micro level analysis explores the supply side determinant
of child labour. At micro level this dissertation explores the effect of intrahousehold
distribution of power on child related outcome. Specifically it explores the effect of
mother’s decision making power on her child’s labour and schooling. The macro level
analysis is based on cross country regression framework while meso and micro level

analysis is based on the data from Pakistan.

At macro level, this dissertation points out that trade openness and FDI inflow raise the
standard of living in an economy thereby reducing child labour incidence. As the channel
through which trade could affect child labour is by increasing income of the poor, credit
market imperfection shows insignificant effect. At meso level, this dissertation points out
that high adult wages in an area increase demand for child labour while presence of adult
unemployed proportion in an area reduces demand for child labour. However, presence of
unemployed adult in a house increases supply of child labour. Exports, on one hand, reduce
supply of child labour by affecting the income of poor at macro level while on the other
hand at meso level, subcontracting of production process to small informal sector increases
demand for child labour. The informal sector being unprotected by law employs a high
proportion of child labour. At micro level mother’s decision making power significantly
decreases child labour supply and increases child schooling. The effect is significant in
case of girls but not in case of boys. This study also shows that whether children work for
generating income or as family helpers, mothers are equally concerned for their welfare.

Their decision making power significantly reduces labour among children.
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"Safety and secanity don't just happen: they are the nesult of collective condendus and
pablic cnvestment. We owe our childnen, the modt vulnerallle citizens in oun dociely, a life
free of violence and fear." (Hetson Wandela, fommer president of South Arica)

1. Introduction

This dissertation aims to explore the supply and demand side determinants of child labour
at macro, meso and micro level. This study acknowledges that the issue of child labour is
not new. It has always remained in debate both in developed countries and in developing
countries, as every country has passed through a stage of development where child labour
has persisted. However, the last decade has seen an enormous growth in the literature on
economics of child labour. This growth in the literature is attributed to globalization and
international economy. Interest of the economists on the effect of globalization is often
attributed to the US Child Deterrence Act of 1997, which seeks to ban the import of those
goods that use child labour as input. The aim of trade sanction is to force the countries to
implement ‘international labour standards’ and ‘social clauses’ which are prerequisites for
trade. But the implementation of the ban has opened a new debate among the economists.
There exist arguments against and in favour of the trade ban. Those in favour of trade ban
argue that developing countries have a trade advantage in labour-intensive goods as they
rely on child labour although child labour is illegal. Opponents of the trade ban on the other
hand argue that trade sanctions encourage protectionism, which will hurt not only the
workers in developing countries but also consumers in the developed countries*. No matter
what the reasons are, these arguments have opened a debate among the economists
especially among those related to trade and development; and as said above, the growth in

the literature is extensive and provides mixed evidence.

Motivation of the first part of the dissertation therefore is based on the current on-going
debate. First part of the dissertation is mainly concerned with evaluating the impact of trade

on child labour across developing countries. Specifically, the purpose of the first part is to

! See Gupta (2002) for detail



investigate the link between globalization, defined as an increase in trade openness and
penetration of FDI, and the incidence of child labour while taking into account the role of
credit market imperfections. The empirical assessment of the first part is based on the panel
data comprising of 129 developing countries for four decades beginning from 1970 to
2010. The basic hypothesis tested is that trade sanctions may reduce the demand for
unskilled worker and lower their wages. Poor families in such conditions when unable to
borrow may have no alternative but to send their children to work. In addition to this, the
first part has also tested the hypothesis that trade sanctions only affect exporting sector
therefore the effect of trade openness may differ from the effect of export. The first part has

also explored the effect of income on child labour using three alternative measures.

The second part explores the effect of labour market conditions on child labour by arguing
that the economic value of children may not be assessed properly without reference to the
structure of labour market?. The second part is based on the Labour Force Survey data of
Pakistan. A high proportion of literature on child labour in Pakistan only focuses on
poverty, schooling, household and child’s own characteristics as major determinants —
mainly emphasizing on the supply side while ignoring the demand side. The demand for
child labour usually arises due to labour market conditions. Specifically the second chapter
explores the effects of segmentation of economy between formal and informal sector,
degree of substitution between adult and child labour (generating adult unemployment) and

the wage structure on the incidence of child labour.

As mentioned earlier, the above two parts are mainly concerned with the demand side of
child labour. These issues do not address the phenomenon why households supply child
labour. Literature on the supply side determinant is extensive in Pakistan. But these studies
only focused on poverty, household and child characteristics as major determinants.
Recently there is a growing debate on the intrahousehold distribution of power and its
effect on household expenditure including expenditure on education. The on-going debate
on intrahousehold balance of power has raised an argument i.e. is the identification of the
person who holds the money important for the welfare of the household, especially for the

child related outcome (health and education)? In keeping with the argument raised in the

2 See Cain and Mozumder (1980) in Grootaert and Kanbur (1995) for more detail.



literature, the third part of the dissertation focuses on the effect of the mother’s bargaining
power and its effect on her child’s schooling and labour decision. The issue is probed

further by using the Pakistan Standard of Living Measurement Survey of Pakistan.

The final part of the dissertation summarizes the overall findings and recommends some
policy implications. The final part also addresses the shortcoming of this dissertation and
provides some future research agenda. As far as the organization of this chapter is
concerned, the next section will provide a complete conceptual framework for analysing
the supply and demand side determinant at macro, meso and micro level, and then proceed
to outline the basic objectives explored in each part and finally discuss how the dissertation

contributes to the existing literature on economics of child labour.

1.1 Conceptual Framework

A conceptual framework for the study on child labour is provided by Lim (2002). The
framework defines three levels, as summarized in Figure 1.1. First and the most basic is the
micro or household/firm level, wherein decisions that affect whether a child goes to school,
participates in economic or market activities or in housework, are made. This level
identifies that children participate in labour market mainly due to the economic condition
of the household. Poverty, unemployment among adults, lower returns to education, high
dependency ratio and lack of credit in case of sudden income shocks force households to
send their children to the labour market. Here at this level on one hand if households
supply child labour then on the other hand employers demand child labour. Their demand
is based on the unavailability of skilled labour in abundance, use of under-developed
technology, dependence on family and low cost unskilled labour and short supply of
capital. Under the short term horizon these small firms cannot invest in skill and capital
development. In under-developed economies, unstable macroeconomic conditions do not
encourage employers to invest in skill and capital equipment. These conditions result in

low productivity leading to child labour.

The second level is the meso level, wherein the direct economic, social and institutional
environment that affects the child and her/his family, as well as the employers of child

labour, is situated. This is an important setting where on one hand relevant actors and
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institutions interact on the promotion and practice of child labour, and on the other hand
national and local governments and civil society organizations undertake prevention,
identification, detection, rescue and rehabilitation of child labour. Here at this level weak
labour market conditions, human capital development, extent of informal and self-
employment sector determines the demand for child labour. Demand for child labour
usually arises due to family-based activities. Households themselves are the biggest
employers of children. These households sell their products and services through sub-
contracting mechanism. These activities (especially in agriculture) are often informal in
nature. A large number of children are engaged in these informal activities. The sub-
contracting of labour may also arise as part of the cost coping mechanism of uncompetitive
firms. These uncompetitive firms try to lower their costs or try to avoid labour standards by
sub-contracting to the informal sector, all having a significant influence on child labour

demand.

The last level is the macro level wherein national and international conditions determine
both the constraints and the possibilities of economic and social advancement of the poor
and the disadvantaged people. It is at this level where the socio-economic, legal and
political conditions determine whether employers will have incentives to use child labour
or not. It is also at this level where we find economic and social programs (such as
development plans, poverty alleviation programs, and social welfare programs, formal and
non-formal educational and vocational programs) that have direct impact on child labour.
At this level governance structures and the political will of the state and civil society
ultimately shape and form an entire society’s response to the child labour problem. More
specifically, here at this level the socio-economic policies, infrastructure development,
governance situation and global and macro volatilities determine child labour demand and

supply in an economy.

Lim (2002) emphasizing on linkages argues that, economically depressed and volatile
conditions i.e. weak and unstable economy, high unemployment rates and inflation results
in families entering poverty which eventually leads to child labour. Furthermore poverty
with weak labour markets also brings with it unemployment and migration. This situation
is further aggravated by the lack of social insurance leading more people and families

4



ending into poverty. The lack of social assistance and welfare services provided by the
government results in extreme anxiety for the families —i.e. health, education and social
services are either deficient or of very low quality. All these, coupled with inadequate
population policies and lack of economic development, disseminate high dependency
burdens and add more to child labour. Moreover, poor, inadequate and unsubsidized
education systems (especially lack of non-formal and vocational training programme at
schools) with undeveloped transportation system reduce the incentive for the children to be
in school.

Following figure 1.1, the study determines to explore the effect of globalization while
taking into account credit market imperfections at macro level, the effect of labour market
conditions at meso level and the effect of household decision making process at micro level
(as discussed earlier). The basic framework therefore covers the issues related to all three
levels: macro, meso and micro. For example, figure 1.1 points out that primary decision
makers deciding about the supply of child labour is household. Third part of the
dissertation exploring the household decision making process will show how, at micro
level, mothers decision making power influence her child’s labour supply and schooling.
The main hypothesis is that household will supply less child labour if the prevailing
cultural, social and family values give autonomy to mothers as mothers are more concerned
about child welfare. As shown in figure 1.1, social policies at macro level effect cast,
ethnicity and socio-cultural practice at meso level which in turn determine household value
and affect autonomy of women. The issue is based on the literature on intrahousehold

distribution of power and its effect on child welfare.

The second part of the study, at the meso level, explores how labour market conditions
influence the employer’s decision to demand child labour. As discussed earlier here, at
meso level weak labour market and extent of informal sector determines the child labour
demand. In addition to the size of informal sector, adult unemployment rate and wages are
used to explore the labour market conditions. Labour market indicators at meso level
assume to have demand side effect on child labour. For example increase in the adult
unemployed proportion in a district will reduce the demand for child labour as adults are

actively searching for jobs and will be willing to work at low wages. Low adult wages at
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district level therefore reduces the demand for child labour. As far as the size of the
informal sector is concerned, as said earlier, this sector is the biggest employer of child
labour generating the demand for child labour in an economy. Furthermore, study has also
explored the effect of size of export related industries as well. This is to evaluate the
condition that uncompetitive firms in order to remain cost competitive at the world market,
use sub-contracting mechanism for production process. Children work for the large scale
manufacturing sector by producing input in the informal sector. These informal activities
further create demand for child labour.

The first part of the study concerned with the macro level analysis explores how
globalization and macro-economic conditions influence child labour incidence.
Globalization is defined as expansion in trade and inflow of foreign direct investment.
Expansion in trade and inflow of foreign direct investment generates employment and
earning opportunities (leads to increase in labour demand and high wages in the labour
market) for the poor household, thereby increasing their income. Increase in income will
reduce supply of child labour if one assumes that child labour arises due to poverty.
Globalization therefore reduces child labour incidence by increasing the income of the
poor. But income is one channel through which globalisation can affect child labour, the
other channel stresses that expansion in the earning opportunities may create the demand
for child labour as well. Increase in the demand for exports may either increase the demand
for child labour directly if children can be used as input in the sector, or it may increase the
demand for child labour as a result of the switching of the job by adults while children take
their place. For example, increased earning opportunities available to adults change the
types of work performed by them and children may be forced to take over the activities
performed by adults. However, there is no concrete evidence that shows globalisation

increases child labour demand at macro level.

Note that all the three levels are interlinked. Macro level factors such as expansion in trade,
FDI and growth, influence both labour market conditions and household decision regarding
child labour supply while household labour supply decision affect labour market conditions
which in turn has an effect on macroeconomic environment. The labour market conditions

may also influence household decision as well. For example, high adult unemployed
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proportion in a household lower the household income which may influence the decision of
household to supply more child labour. In sum the three levels are inter-linked and the

dissertation tries to explore some of the issues that have been over-looked in the present

literature at micro, meso or macro level.

Figure 1.1: Factors Contributing to Child Labour

Source: Lim (2002).
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1.2 Objectives and Organization of the study

There is an extensive literature available on the subject and the growth in the literature in
the last decade is enormous. The large part of the literature is only theoretical, focusing on
modelling the demand and supply of child labour and determining its welfare implications.
The part that is empirical mainly consists of country specific empirical studies that estimate
household choice models using household data. Their findings indicate that child labour is
associated with large family size, low levels of parental education, low income levels,
higher costs of schooling, geographic distance from school, parent’s employment status,
the child's gender (boys are more likely to work, while girls usually stay at home to care for
younger siblings and conduct household chores), child birth order (younger children are
less likely to work if their older siblings are currently working), country's industrial
distribution, with greater demand in the agriculture sector, and with the country's income

distribution.

Although the literature provides many insights on the determinants of child labour, but still
there are some major issues that need to be addressed. For example, the recent literature on
globalization and child labour incidence has ignored the effects of exports on child labour
incidence. If the trade sanction theories have to be linked with child labour incidence then
it is necessary to look for the effect through export rather than simply trade openness.
While, at meso or micro level, in case of Pakistan, studies have ignored the effect of labour
market conditions and mothers bargaining power on child labour. For example, to explore
how the demand for child labour arises in an economy; the role of segmentation of the
economy into formal and informal sectors, the degree of substitution between adult and
child labour and wage structure prevailing in the economy, are in need of examination with
respect to regions and time. Furthermore, literature in Pakistan exploring the supply side
determinant of child labour does not address the intra-household decision-making process
affecting child labour supply decision. Based on the conceptual framework, theories of
demand and supply (see section 2.1 for a detailed review) and the gap present at macro,
meso and micro level, this study tries to fill the gaps that are evident in the literature. At the

macro level, this study has conducted a cross country analysis comprising of four decades,



from 1970 to 2010, and at the meso and micro level the estimation is based on Labour

Force Survey and Social and Living Standard Measurement Survey (PSLM) of Pakistan.

Firstly, chapter 3, at the macro level, explores the effects of income, trade openness and
credit market imperfections on the incidence of child labour in a cross country setting. The

following questions are specifically addressed;

1. Does income remain a significant determinant of the child labour participation rate—

Is the effect sensitive to different measures of the income?

2. Do credit markets or financial development matter for the child labour incidence

rate with particular reference to trade sanctions?

3. What role does globalization (captured via trade volume and penetration of FDI in
the economy) play? Does it lead to more child employment? — Is the effect
channelled through income? Does the effect of trade differ from the effect of

exports?

Secondly, chapter 4, at the meso level, explores the effect of labour market conditions on

the incidence of child labour by evaluating the following key points;

1. Higher adult wage rate will either reduce child labour incidence by increasing
income of the household or it would attract more children to work if employers

substitute adult labour with cheap child labour.

2. Adult unemployment rate may have two types of effects; the higher the adult
unemployed proportion in a division/district/city, the lower will be the probability
for a child to find employment. While the higher the adult unemployed proportion
in a house the lower will be the income of the household and the higher will be

supply of child labour.

3. Informal sector being disorganized in nature with low skilled requirement
accommodates most of the child labour in an economy. Therefore, the higher the
degree of in-formalization the higher will be the demand for child labour.



4. In relation to above, in Pakistan, like in other developing countries, to remain cost
competitive, employers in exporting industries often rely on child labour. Although
due to world pressure on the exports, employers have started substituting children
with adult unskilled labour but still, in order to remain competitive, employers are
now using a contract system approach. Children work for the exporting sector
through contract system by engaging themselves in the informal sector or in the
subsidiary sectors which provides raw material to the exporting sectors. This

increases the demand for child labour in the informal sector.

Finally, to analyse the effect of intrahousehold distribution of power on child’s labour and
schooling, chapter 5 explores the role of the mother’s decision making power. More

specifically, the following questions are analysed,;

1. What is an appropriate way to measure decision making power?

2. How does this decision making power of mothers in the household affects child

welfare?

3. Is the effect of the mother’s power on her child’s labour and schooling non-linear

and non-monotonic as predicted by all the recent literature?

To summarize the organization of the study: chapter 2 provides the review of theoretical
models, empirical literature worldwide and a separate section for literature on Pakistan;
chapter 3 assesses the effects of Globalization and Credit Market Imperfections on the
incidence of child labour; chapter 4 assesses the effect of labour market conditions on the
incidence of child labour in case of Pakistan, chapter 5 assesses the effect of Mother’s
Bargaining Power on her child’s labour and schooling; chapter 6 concludes and provides

policy implications. It also identifies some limitations and future scope of the study as well.

Lastly, the three issues addressed in the dissertation (globalization under imperfect credit
market, labour market conditions and intrahousehold decision making process) are
interlinked. However, the individual empirical chapters may stand unrelated. The reason
behind this is the non-availability of comprehensive data set at cross country level. Each
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issue is therefore addressed by employing separate datasets and thus provide
comprehensive assessment of that issue only. Nevertheless the individual chapters are
helpful in understanding the issues that are not yet addressed, especially in case of

Pakistan.

1.3 Data and Methodology

Each empirical chapter, as said earlier, differs from others in terms of data sets employed
and the methodology followed. Chapter 3 is based on cross country data of 129 developing
countries for five periods, chapter 4 focuses on Labour Force Survey (LFS) data of
Pakistan form 1990-91 onwards, while chapter 5 takes into consideration the Pakistan
Living Standard Measurement (PSLM) Survey data for the period 2007-8. Compilation of
the data for cross-country analysis and formation of pseudo panel to analyse the labour

market conditions of Pakistan is the most difficult task of the study.

As chapter 3 is based on the secondary data, the data set is compiled across 129 developing
countries using different sources. Most of the data is from World Bank Development
Indicator (WDI) and Penn World Table (PWT) version 6.3. Compiling data using WDI and
PWT is relatively easy, but these datasets do not contain information on the economically
active children aged 10-14. Although earlier versions of WDI does contain some
information on child labour but it has missing values. The main source as indicated by
WDI is International Labour Organization (ILO) for child labour data. However, data set
compiled by ILO reports percentage of economically active children aged 10-14 with 10-
year gaps. The data is downloaded by using UN common database. The two data sets (one
from the World Bank and the other from the ILO) are merged by using the 3 digit country
code (known as ISO code). Furthermore in chapter 3, in order to come up with the
instrument for trade openness, gravity model approach is used. For this purpose bilateral
trade data and gravity model indicators such as distance between the two countries,
common languages, population between the two, common borders between the two etc. are
compiled from different sources. The main data source to estimate the gravity model is
from Direction of Trade Statistics UN Comtrade, CPIl and Rose 2004. The data set is once

again merged using the 3-digit country code. Getting the information on Gini coefficient
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and income share held by bottom quintile population (Q1) to compute the income of the
bottom quintile population is another major difficulty that this study has faced. Information
on Gini coefficient and Q1 is compiled by using UN-Wider database. Although this is the
major database that has cross country information on Gini coefficients and Q1, but it still
has missing information. Some of the missing information is then taken from EHII
(Estimated Household Income Inequality Dataset). Overall for chapter 3 we acknowledge
that the major task is compilation of the dataset. Once the dataset is compiled the
methodology followed is straightforward; instrumental variable regression based on time

and country fixed effect.

As far as chapter 4 is concerned, the major difficulty this study faced is that Labour Force
Survey (LFS) data is only cross-sectional. These datasets do not follow the same
individuals every year. Hence, true panel does not exist. In the absence of the true panel, a
pseudo panel is formed. The main objective of making the pseudo panel is to evaluate the
effects of labour market conditions from 1990-91 to 2007-08 (last available LFS with the
author). However, due to the unavailability of the division/district/city codes (used as
cohorts to merge the datasets) and changes in the sampling methodology after 1995-96, all
the available datasets cannot be merged together. Therefore, two different pseudo panels
are formed; one for the period before 1995-96, and the other for the period after 1995-96.
The comparison of the two pseudo panels also gives us an opportunity to track changes in
the labour market indicator after the US Child Deterrence Act of 1997 as well. Fixed effect
within estimator is used to analyse the effect of labour market indicators on child labour

across divisions/districts/cities and time.

Finally, estimation of chapter 5 is based on Pakistan Standard of Living Measurement
Survey data of 2007-08. Although some recent datasets are also available but as these
datasets do not contain information on decision- making power of mothers (the variable of
interest), the survey data of 2007-08 is used for estimating the effect of mother's power on
her child's labour and schooling. PSLM datasets contain information about individual’s
education, employment, health, housing conditions, household income and expenditure in
different files. These files are then merged together using the individual and household
identity. First, females who are currently married and having children aged 10-14 are
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selected. Second, information on their decision- making power and household
characteristics are merged to the main file. Finally, after computing the decision- making
index, all the relevant information is then merged with the children’s file using mother’s
code as an identity. As our dependent variable is binary in nature, one if child is
economically active, zero otherwise, therefore, the estimation technique followed is probit

model.

1.4  Contribution of the study

The dissertation contributes in the empirical literature by filling gaps in the existing
empirical literature at the macro level by using cross country data at meso and micro levels
by using data on Pakistan. First at the macro level it incorporates the credit market
imperfections in a trade model after correcting for endogeneity. Credit market imperfection
is taken into account because if poor household are credit constrained then any income
shock may lead to increase in child labour supply. For example if a trade sanction reduces
wages and income of the poor household by lowering the production of unskilled goods.
This income shock may increase child labour supply. However, our result shows that

effect of credit on child labour incidence is insignificant

Second, at the macro level, the study compares the effect of trade openness and export by
arguing that trade sanctions only effects child labour through its effect on exports.
Therefore the effect of exports could be different from the effect of trade openness.
Literature on globalization and child labour often ignores the effect of exports by stressing
that it is hard to find children in exporting sector. Hence, the channel through which trade
can affect child labour is by increasing the employment opportunities thereby income in an
economy. Considering the two arguments, this study is the first that tries to explore the
effects of the two separately. Result indicates that trade increases the employment
opportunity therefore raises income and living standard in an economy which in turn
reduces the child labour supply. Therefore, income could be considered as the channel
through which trade effect child labour.

Furthermore, at the macro level this study has also explored the effect of income on child

labour by considering three different measures of income: Real GDP per capita, income of
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the bottom quintile of the population and adult wages. Result shows significant effect of
the first two measures of income on child labour while adult wages remain insignificant in
explaining the child labour incidence. Studies exploring the effect of income on child
labour at macro level usually use GDP per-capita to represent income. This study argues
that GDP per-capita may not be a good measure of income as in developing countries only
a small percentage of the population hold most of the wealth. Hence, GDP per-capita may
not exactly represent income of the poor. In order to determine more accurate effect, this
study develops a new measure estimated through Gini co-efficient and income share of the
bottom quintile of the population. On the basis of the results, the study concludes that
income of the bottom quintile of the population rather than GDP per capita is a better proxy

of income to use when analysing child labour.

Next at the meso level, it is the first study in Pakistan that has investigated the effect of
labour market conditions at division/district/city level and across time, from 1990-91 to
2007-08. Literature in Pakistan either explores the supply side determinant or uses simple
descriptive analysis to explore the effect of labour market indicators on child labour.
Furthermore, literature incorporating labour market indicators has mainly explored wages,
adult unemployment and working hours, and are also based on case studies having small
sample size. This is the first study that has used the national level survey to explore labour
market conditions in depth. It has not only explored the effect of wages and adult
unemployment but has also explored the effect of size of informal, agriculture and
exporting sector as well. Our result shows significant effect of all the labour market

indicators on child labour incidence.

At the meso level the most important contribution of the study is the construction of pseudo
panel using divisions/districts/cities as cohorts. Analysis is done across 114 cohorts, first
across six periods and then across four periods, before and after 1995-96. Although the
construction of the two pseudo-panels is due to the changes in the sampling methodology
but this has also helped in exploring the situation before and after Child Deterrence Act of
1997. Moreover, meso level analysis has also explored the variations of labour market

indicators across provinces, regions and time periods affecting child labour.
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Furthermore, at meso level, the study will also contribute to the existing literature by
exploring the effect of the size of export related industries in a division/district/city. The
motivation behind including the size of the export related sector in the model is that in
Pakistan, to remain cost competitive in the international market, exporting firms usually
use sub-contracting mechanism for production process. Children remain employees of the
large-scale manufacturing sector by producing raw material in the informal sector. Hence
trade sanctions only shift children to informal sectors. The dissertation therefore not only
explores the effect of exports at macro level but also at meso level as well. The analysis at
the meso level will be beneficial for designing the policy to combat child labour in Pakistan

through labour market indicators.

Finally, at the micro level, the study will contribute to the existing literature by exploring
the effect of mother’s decision-making power on her child’s labour and schooling. The
effect is explored by considering the on-going work on intra-household distribution of
power and its effect on household welfare around the world. Recently, in case of Pakistan,
literature on intrahousehold distribution of power has often linked the women’s decision-
making power to changes in the calorie intake and schooling expenditure only. Exploring
its effect on child labour supply decision will be fruitful in designing the income support
programme that specifically target women for cash transfer. Micro level analysis also
outlines the appropriate strategy to measure decision-making power of mothers as well. It
also highlights some of the factors influencing intrahousehold distribution of power in
Pakistan. This study not only contributes to the literature by exploring the effect of mothers
decision-making power on her child’s labour and schooling but it also contributes to the
literature by exploring its effect on children’s paid and unpaid employment separately.
Lastly, this study also provides gender sensitive analysis and it also explores the non-

linearity and non-monotonic effect of mother’s decision-making power as well.

15



2. Literature Review

As mentioned earlier the literature available on the topic and its growth in recent years is
enormous. Researchers have put forward both theoretical arguments and empirical
evidences from across the world on why children work. Literature therefore can be grouped
into either having theoretical arguments or providing empirical findings. This chapter first
discusses some arguments raised in literature that may or may not be explicitly addressed
in this dissertation but nevertheless help in understanding the economics of child labour
(demand and supply of child labour) while the second part provides the review of

theoretical models that will be followed in the subsequent chapters (chapter 3 to 5).

2.1  Economics of Child Labour

This section will highlight some interesting facts that have remained under discussion in
the literature. The review consists of findings both at macro level and micro level. It will
also try to give an in-depth review of literature on Pakistan as well. This is because chapter
4 and 5 explore the child labour issues in Pakistan. But before all these; why economists
are interested in child labour? The interest of economists starts with the fertility and human
capital theories. It dates back to 17™ century. With the passage of time the interest turns to
globalization and intrahousehold bargaining model. More specifically, economists basically
consider the issue of child labour as a complex phenomenon whose supply and demand are
affected by conditions in the labour market, education market, financial market (credit
constraint) and to some extent by globalization. Recently some empirical works also
provide support for the effect of intra-household decision making patterns on child related
outcome as well. The purpose of this section therefore is to provide a brief review of the
existing literature to predict why children work. The first part will discuss the supply side
economics of child labour while the second part discuss the demand driven factors
influencing child labour incidence. The sub section is mainly based on the review provided
by Brown et.al, (2002) and on the report of ILO/IPEC-SIMPOC (2007).
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a) Economics of Supply of child labour

The economic theories related to the supply of child labour have long recognized poverty
as the major determinant of child labour. Literature has developed a theoretical model to
examine the household behaviour to examine the child labour supply decision. Empirical
literature, both at macro level and micro level, has also emphasized on poverty as major
determinant of child labour supply. At macro level studies have analysed the effect of GDP
per capita on the child labour incidence while at the micro level household income or low
parental wages are considered as the major determinant of child labour. The sub- section
therefore begins by reviewing what the basic household model is predicting.

()  Household Decision Making Model

In general, a unitary model (or common preference model) is used to predict the child
labour supply decision. In such model the household maximizes utility, which is considered
as a function of children in the house, the schooling per child, the leisure time available to
children and parents, and a composite consumption good. Household earned income by
selling goods produced in a household enterprise or by working as wage labourer. Father
allocates time between market work and leisure; the mother allocates time among market
work and child rearing; and children allocate time among market work, education and
leisure [Brown et.al, (2002)].

The empirical findings of such model show that: (i) an increase in the father’s wage will
raise household income and if a child’s education is a normal good, then education will
also rise, (i) if the mother work is substitute for the child work then the higher the mother
wage the lower will be child leisure and education, (iii) the rise in the mother’s wage will
also raise the child education as well, considering education as a normal good, (iv) an
increase in child wage would reduce the child schooling by affecting its opportunity cost,
(v) increase in child wage may raise the demand for children as well therefore, increases
the family size. This will again reduce the child’s schooling as fewer resources will be

available per child — leading to a trade-off between quality and quantity.
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(ii) Trade-off between Quality and Quantity

In general, utility function of the unitary household model often points out towards the
trade-off between Quantity and quality of children. As number of children, schooling per
child, consumption of goods and leisure all enters into the utility function of the household
together. Thus any changes in the child wages will lead to trade-off between education and
labour. The trade-off depends on the household budget constraint, personal ability of the
child and on the returns to home production. Poor parents cannot invest equally to all
children because of the limited household income. There are empirical evidences that
suggest that parents invest differently on the human capital formation of the first and the
last born. One theory indicates that as the eldest child enters in the labour force, the
household income becomes stabilized and they invest more on the human capital formation
of the youngest child. The second theory indicates that the investment in a child depends on
the innate ability of the child. Therefore children can be assigned different tasks depending

upon their abilities. They could acquire education or acquire skill by doing on- job training.

(iii) Human Capital theories

The Human Capital Theory is based the on neo-classical theory of endogenous growth. It
assumes that people are productive resource. Hence higher education will lead to higher
productivity. Basic proposition behind this theory is that parents make trade-off when
allocating their children’s time, especially for education and labour. Their decision is based
on family economic and social conditions. Time spent on accumulating human capital
affects child labour. A parent’s decision regarding the investment in their child’s human
capital depends on return to schooling. If the return from schooling is high the number of
working children would reduce. According to Schultz, (1961) education increase
productivity, labour quality and income at both individual and national level.

(iv) Parental Education and Schooling Quality

Bonnet (1993) argues that failure of the education system is an important explanation for
the prevalence of child labour. When parents do not expect children to learn much in
school, they decide to give them informal education in terms of work. Cigno and Rosati

(2000) provide an analytical model of non-altruistic parents while Lopez-Calva et.al,
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(1999) consider an infinite-horizon overlapping generations model. Each generation has to
choose how much to educate their children, how much to save, and how much to transfer to
their parents when they retire. If one generation chooses to educate its children, the
children 