
American Economic Association

!"#$%&'()*+,&!(-./0&!*1./2-/13/0&(1%&!-+/0&4#5"&6/7(+8.&*1&915/+1(5#*1($&'()*+&:5(1%(+%.
;-5"*+<.=,&>(-."#8&?(.-
:*-+3/,&@*-+1($&*A&B3*1*7#3&'#5/+(5-+/0&C*$D&EF0&G*D&E&<:/HD0&IJJJ=0&HHD&IKLEMIIIJ
N-)$#."/%&)O,&;7/+#3(1&B3*1*7#3&;..*3#(5#*1
:5()$/&P6',&http://www.jstor.org/stable/2564873
;33/../%,&IJQKIQRKIK&IE,SE

Your use of the JSTOR archive indicates your acceptance of JSTOR's Terms and Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp. JSTOR's Terms and Conditions of Use provides, in part, that unless
you have obtained prior permission, you may not download an entire issue of a journal or multiple copies of articles, and you
may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of this work. Publisher contact information may be obtained at
http://www.jstor.org/action/showPublisher?publisherCode=aea.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or printed
page of such transmission.

JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in a trusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

American Economic Association is collaborating with JSTOR to digitize, preserve and extend access to Journal
of Economic Literature.

http://www.jstor.org

http://www.jstor.org/stable/2564873?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/action/showPublisher?publisherCode=aea


Journal of Economic Literature 
Vol. XXXVII (September 1999) pp. 1083-1119 
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and Cure, with Remarks on 

International Labor Standards 
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1. Introduction 

A CCORDING TO THE Bureau of Statis- 
tics of the International Labor Or- 

ganization, in 1995 at least 120 million of 
the world's children between the ages of 
five and fourteen years did full-time, 
paid work (ILO 1996; Kebebew Ashagrie 
1998). Many of them worked under haz- 
ardous and unhygienic conditions and for 
more than ten hours a day. This is not a 
new problem. In different parts of the 
world, at different stages of history, the 
laboring child has been a part of eco- 
noinic life. In particular, children have 
worked in large numbers in factories 
from the time of the industrial revolu- 
tion in Europe and from the mid-nine- 
teenth century in America. In contempo- 

rary times, the incidence of child labor is 
very high in Third World countries, and 
it has been that way for several decades 
now. 

What has increased is the awareness 
of and concern for children who work as 
laborers. This is caused, in part, by the 
increasing globalization of the world, 
which has brought not only more infor- 
mation about the condition of labor in 
different nations to academics and ac- 
tivists the world over, but also goods 
produced by children in faraway lands 
into the hands of consumers in high-in- 
come countries. This has, in turn, 
brought two very different kinds of peo- 
ple onto the same platform-individuals 
who are genuinely concerned about the 
plight of children in poor countries, and 
those who comprise the forces of pro- 
tectionism in developed countries. The 
two have rallied together to support a 
variety of interventions in Third World 
labor markets, ranging from banning 
imports into industrialized nations of 
products "tainted" by child labor inputs, 
through setting international labor stan- 
dards to be monitored by international 
organizations such as the WTO or ILO, 
to labeling products that involved child 
labor so as to give the consumer the 
option to boycott them. 

1 Cornell University. For useful comments and 
suggestions I am grateful to Jens Andvig, Kebebew 
Ashagrie, Alaka Basu, Clive Bell, Francois Bour- 
guignon, George Boyer, Dan Bromley, Jean 
Dreze, Patrick Emerson, Gary Fields, Garance 
Genicot, Noemi Giszpenc, Subbiah Kannapan, 
Ayal Kimhi, Elizabeth King, Luis-Felipe Lopez- 
Calva, Dani Rodrik, Pham Hoang Van, Henry 
Wan, and three anonymous referees of the Jour- 
nal. I have also benefited from seminar presenta- 
tions at the Indian Statistical Institute in New 
Delhi, the Stockholm School of Economics, the 
Indira Gandhi Institute of Development Research, 
the University of Wisconsin, Notre Dame Univer- 
sity, the World Bank, and the NEUDC Confer- 
ence at Yale University. 
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Any such intervention is likely to 
have not just an imnpact on the well-be- 
ing of children, but also spillover ef- 
fects on others. It is imperative, there- 
fore, that policy in this area be based on 
careful analysis and research, and not 
just emotion or impulse. 

The literature on child labor is enor- 
mous, but it is scattered across the so- 
cial sciences and piecemeal, lacking a 
common theoretical foundation. The 
aim of this paper is to provide an ana- 
lytical survey of this field, keeping in 
mind that this is an area where the pri- 
mary reason for theorizing is ultimately 
to influence policy. The main policy de- 
bates and options are summarized in 
Section 3. Section 2 provides the factual 
background of the problem, drawing on 
large-scale data sets and on the substan- 
tial literature rooted in formal and in- 
formal micro studies. Thanks to the 
enormity of the problem in the last cen- 
tury, there is also a sizeable historical 
literature on the subject.2 I draw on 
this, not comprehensively, but keeping 
in mind contemporary concerns and the 
analytical focus of this paper, and report 
on this in Section 2.2. 

Sections 4 through 7 are on models 
and theories related to child labor. The 
traditional argument for government in- 
tervention in child labor markets is 
based on the standard claim of exter- 
nalities. Such arguments are recapitu- 
lated in Section 4, which also summa- 
rizes the early theoretical ideas of some 
classical economists. Conventional mod- 
els treat the household as a single deci- 
sion-making unit (Gary Becker 1964); 
but once we recognize that there may 
be divergence of interests within the 

household, there is scope for arguing 
that children are victimized. There is 
now a whole range of bargaining models 
available for analyzing intra-household 
decision making, some of which explic- 
itly look into the question of child labor 
(for example, Carolyn Moehling 1995, 
and Manash Gupta forthcoming). These 
models are summarized in Section 5, 
along with some suggestions for exten- 
sions. If there are no externalities and 
no divergence of interest in the house- 
hold, can there still be a case for inter- 
vention? Section 6 sketches a model 
(Kaushik Basu and Pham Hoang Van 
1998) showing that, for a class of situ- 
ations, the answer is yes, because of the 
labor market's propensity to have multi- 
ple equilibria. The model of Section 7 
sketches an argument against harassment 
and shows how this kind of analysis can 
be used in thinking about child-labor 
legislation. 

Child labor regulation is an important 
part of the current debate on interna- 
tional labor standards. Section 8 dis- 
cusses some questions concerning inter- 
national labor standards in which the 
problem of child labor arises explicitly. 
Section 9 consists of brief concluding 
remarks. 

2. The Empirical Context 

To place this analytical survey in con- 
text and also to keep our focus on real- 
world policy concerns, it is useful to be- 
gin by briefly recounting the world's 
actual experience with child labor. This 
exercise is broken up into two sub- 
sections, one describing contemporary 
macro aggregates, and another describing 
the historical roots of the problem. 
2.1 Contemporary 

Any estimate of child labor depends 
on how we define "child" and "labor" 
and on the quality of statistics available. 

2 See, for instance, Michael Anderson (1971), 
Claudia Goldin (1979), David Vincent (1981), 
Hugh Cunningham (1990), Clark Nardinelli 
(1990), Moehling (1995), Sara Horrell and Jane 
Humphries (1995, 1995a), Cunningham and Pier 
Paolo Viazzo (1996), and Douglas Galbi (1997). 
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The ILO's Convention No. 138 speci- 
fies fifteen years as the age above 
which, in normal circumstances, a per- 
son may participate in economic activ- 
ity.3 Following this, most studies treat a 
person of age less than fifteen years as a 
"child." As a study by the US Depart- 
ment of Labor notes, while ILO Con- 
vention 138 "has been ratified by only 
about one quarter of the ILO member- 
ship, it has nevertheless been interna- 
tionally recognized and used as a blue- 
print for national policy and practice 
with respect to child labor" (US Depart- 
ment of Labor 1993, p. 5). This obser- 
vation carries even greater weight be- 
cause the US itself is not a signatory to 
the convention. 

A child is classified as a "laborer" if 
the child is "economically active" (Asha- 
grie 1993).4 Governments and interna- 
tional organizations usually treat a per- 
son as economically active or "gainfully 
employed" if the person does work on a 
regular basis for which he or she is re- 
munerated or that results in output des- 
tined for the market. The Indian cen- 
sus, for instance, explicitly uses such a 
convention. We know from micro stud- 
ies that if we instead include those "in- 
visible" workers who do unpaid work 
that finds no market outlet, such as 
work within the household, the esti- 
mates of child labor can shoot up. D. 
jayaraj and S. Subramanian's (1997) re- 

cent calculations for the state of Tamnil- 
nadu, India, show that for the 5-14 age 
group in 1983, if they use the restrictive 
definition of the kind that the ILO uses, 
13 percent of all children were laborers. 
Using the more liberal definition, the 
figure jumps to 33 percent.5 

Even after the definitions are sorted 
out (to the extent that they can be) offi- 
cial data on child labor tends to be defi- 
cient because of the likelihood of un- 
derreporting. In most countries there 
are laws that place restrictions on child 
labor, rai: ging from an outright ban (as 
in most industrialized countries) to 
other kinds of limitations such as an 
outright ban on child labor for very 
small children, and for all children in 
hazardous industries (as, for instance, in 
Bangladesh, India and Pakistan). Thus 
it is natural for guardians and employ- 
ers to hide the information of "illegal" 
work by children. 

Keeping all these caveats in mind, 
and cobbling information from various 
sources, Ashagrie (1993; see also Chris- 
tiaan Grootaert and Ravi Kanbur 1995) 
was the first to put together an interna- 
tional data set on child labor. He found 
that in 1990 there were nearly 79 mil- 
lion children who were economically ac- 
tive. Most of them (57 million) were in 
Asia. However, over the previous ten 
years, he found that the absolute num- 
ber of children working was declining in 
Asia but rising in the Americas and Af- 
rica, sharply in the latter. This data is 
summarized in Table 1. 

It is worth pointing out that while 

3 While this is so under "normal circumstances," 
Convention 138 does specify some special cases. 
Thus for "light work" the age limit is thirteen 
years, and for "hazardous work" it is eighteen 
years (ILO 1996). See UNICEF (1994) for a dis- 
cussion of Convention 138 and for alternative con- 
ceptions of what constitutes child labor (see also 
Karl Eric Knutsson 1997). 

4 The ILO often distinguishes between "child 
work" and "child labor," the latter being used to de- 
scribe the more pejorative part of "child work," 
whereas "child work" in itseff could include doing 
light household chores and can actually have some 
learning value (ILO 1995, p. 1). I shall, however, 
here use "work" and "labor" interchangeably, 
while referring to what the ILO calls "child labor." 

5 This point is reinforced at the all-India level 
by Myron Weiner (1996, p. 3007) who argues that 
"most of the 90 million children not in school 
are working children." See also Sophie Labenne 
(1995) for alternative definitions of cMild labor and 
how different variables affect them in India. Some 
economists adopt the convention of distinguishing 
between "work" and "home care," classifying chil- 
dren who do not attend school and are not for- 
mally employed as "home care laborers" (Kimberly 
Cartwright and Harry Patrinos 1998). 
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TABLE 1 
CHILD LABOR: AGGREGATE AND DISTRIBUTION 

Number of Children (below 15 years) 
Working (in thousands) 

1980 1985 1990 

World 87,867 80,611 78,516 
Africa 14,950 14,536 16,763 
Americas 4,122 4,536 4,723 
Asia 68,324 61,210 56,784 

East Asia 39,725 33,463 22,448 
Southeast Asia 6,518 6,079 5,587 
South Asia 20,192 19,834 27,639 

Source: Ashagrie (1993). 

Ashagrie's (1993) estimates, as summa- 
rized in Table 1, have,the virtue of com- 
prehensiveness, they generally give 
lower values for the incidence of child 
labor than other existing estimates. In- 
deed, more recent works by Ashagrie 
(1998) and the ILO (1996), which were 
based on detailed experimental surveys 
in Ghana, India, Indonesia and Senegal, 
have resulted in upward revisions of 
these figures. In addition, it must be 
kept in mind that all figures quoted in 
this section relate to full-time work. Re- 
cent ILO estimates suggest that if 
"child labor" is taken to include those 
who do part-time work, the numbers 
more than double. Thus the 1995 figure 
for child labor, quoted at the start of 
this essay, would rise to 250 million. 

The Asian figures are very large, but 
it has to be kept in mind that Asia's 
population is very large. So to get a bet- 
ter idea of the magnitude of the prob- 
lem, we may wish to look at the "partici- 
pation rate," that is, the percentage of 
children of the relevant age group who 
work as laborers. In terms of participa- 
tion rates, for the 10-14 years category, 
the problem in 1990 was most serious in 
Africa, with a figure of 27.87 percent. 
The participation rate for Asia was 

15.19 percent. These statistics are avail- 
able fromn the ILO (1996a), which has 
now compiled inter-country data on 
child labor from 1950 to 1995, along 
with projections up to 2010. A summary 
of this information is provided in Table 
2 and Figure 1. The first five rows show 
the distribution of child labor across the 
main continental regions of the world. 
In addition, a sample of five nations, 
from among those that had a partici- 
pation rate of over 20 percent in 1950, 
is represented in the table to give 
the reader a glimpse of how varied the 
experience of different nations has 
been. 

As this graph and table show, the 
problem is enormous, but the trend, 
fortunately, is in the right direction. 
For some countries, such as China, In- 
dia, and especially Italy, the decline in 
the participation rate of children has 
been quite rapid. For most Latin 
American nations, such as Brazil, the 
decline is notable but less marked. The 
problem has been extremely persistent 
in large parts of sub-Saharan Africa, as 
illustrated by Ethiopia, but even here 
the trend is downwards. For China, in- 
terestingly, the decline is most rapid 
between 1980 and 1990, which happens 
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TABLE 2 
PARTICIPATION RATES FOR CHILDREN, 10-14 YEARS 

1950 1960 1970 1980 1990 1995 2000 2010 

World 27.57 24.81 22.30 19.91 14.65 13.02 11.32 8.44 
Africa 38.42 35.88 33.05 30.97 27.87 26.23 24.92 22.52 
Latin America & 

Caribbean 19.36 16.53 14.60 12.64 11.23 9.77 8.21 5.47 
Asia 36.06 32.26 28.35 23.42 15.19 12.77 10.18 5.60 
Europe 6.49 3.52 1.62 0.42 0.10 0.06 0.04 0.02 
Ethiopia 52.95 50.75 48.51 46.32 43.47 42.30 41.10 38.79 
Brazil 23.53 22.19 20.33 19.02 17.78 16.09 14.39 10.94 
China 47.85 43.17 39.03 30.48 15.24 11.55 7.86 0.00 
India 35.43 30.07 25.46 21.44 16.68 14.37 12.07 7.46 
Italy 29.11 10.91 4.12 1.55 0.43 0.38 0.33 0.27 

Source: ILO (1996a). 

to coincide with the period of very 
rapid growth in incomes.6 

The overall growth of an economy is 
by no means the only factor, nor for 
that matter the most important factor, 
in the mitigation of child labor. 
Changes in technology, improvement in 
the conditions of the adult labor mar- 
ket, and the availability of decent 
schooling can all lead to children being 
voluntarily withdrawn from the labor 
force. Victor Levy (1985), in a study of 
rural Egypt, found that mechanization 
did contribute to a diminution in child 
labor and also in fertility. The cultiva- 
tion of cotton, especially weeding and 
picking, has conventionally been child- 
labor intensive in Egypt. So changes in 
cropping pattern, away from cotton, 
played a role in curbing child labor. 

We shall return to the subject of how 
to curb child labor later. Let us, before 
that, take a look at the historical back- 
drop of the contemporary situation, just 
described. 

2.2 Historical 

Here is an excerpt from an interview 
with a child laborer. 

Q. "What were your hours of labor, do 
you recollect, in that mill?" 

A. "In the summer season we were very 
scarce of water." 

Q. "But when you had sufficient water, 
how long did you work?" 

A. "We began at 4 o'clock in the morn- 
ing and worked till 10 or 11 at night; 
as long as we could stand upon our 
feet." 

Q. "You hardly could keep up for that 
length of time?" 

A. "No, we often fell asleep." 

This could have been a contemporary 
interview, but it is not; it took place in 
June 1832. The interview was con- 
ducted by a British Parliamentary com- 
mittee, investigating the conditions of 
child labor in the United Kingdom. In 
this case the interviewee was Peter 

6 One has to be careful not to read too much 
into these macro statistics. Most of the data are 
colnstructed by extrapolating from a few small- 
scale detailed studies. Even in the US, where a 
considerable amount of money and effort goes into 
collecting labor data, the amount of child labor is 
prone to be underreported (Douglas Kruse and 
Douglas Mahoney 1998). The problem must be 
that much more acute for developing countries, 
especially ones where state control makes it diffi- 
cult for independent researchers to collect and 
verify data. 
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Smart, who had worked as a laborer 
from the age of five years. Peter Smart 
was not an exception. The Select Com- 
mittee Report of 1831-32 from which I 
have taken the above interrogation (see 
British Parliamentary Papers 1968, 
p. 338), is an enormous document, re- 
porting on a series of interviews of both 
child laborers and factory owners and 
managers. The story that emerges has 
little variation. The children worked 
long hours, were frequently beaten, and 
were paid a pittance. 

British census data reveal that the in- 
cidence of child labor was very high in 
the early and middle nineteenth cen- 
tury. According to the Census of En- 
gland and Wales in 1861, 36.9 percent 
of boys in the 10-14 age group were la- 
borers, and the statistic for girls was 
20.5 percent.7 A comparison with Table 

2 shows that though the incidence of 
child labor was higher for Africa and 
Asia in 1950, currently no continental 
region in the world has higher partici- 
pation rates than Britain did in the mid- 
dle of the last century. However, some 
nations, such as Ethiopia, have a much 
higher rate (see Table 2). While the 
participation of children in the labor 
force may have been particularly high in 
Britain, the experience of other indus- 
trializing nations, such as Belgium, the 
US, and Japan were not very different 
(Rene De Herdt 1996; Donald Parsons 
and Goldin 1989; and Osamu Saito 
1996).8 

While, historically, attention was 
drawn to the child labor problem during 
the industrial revolution, there are 
scholars who have argued that the prob- 
lem was not especially acute during this 
time. According to them, child labor 

7 Going by the census, child labor in England 
and Wales peaked in 1861 for boys, and in 1871 
for girls. The participation rates dropped off 
rapidly after 1871 (see Cunningham 1996). 

8 For a general discussion of intercountry expe- 
rience in the last century see Weiner (1991) and 
Cunningham and Viazzo (1996). 
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was comparably widespread even in the 
early eighteenth century, though the 
children did not work in factories at 
that time. But most of such observa- 
tions are based on impressions rather 
than statistics. Moreover, the experience 
of working on farms, alongside one's 
parents, is arguably less grim than work- 
ing in factories for fourteen hours at a 
stretch (Cunningham 1990), as suggested 
by the interview quoted above. 

This view finds reinforcement in a 
contemporary study conducted by re- 
searchers at the Delhi School of Eco- 
nomics9 and the Indian Social Institute 
which shows that child labor in rural ar- 
eas is often "light," so much so that 
these children ought to be able to get 
education without seriously cutting into 
their work commitments, if they had ac- 
cess to proper schools (Bhatty et al. 
1997). This study, based on interview- 
ing 1,221 rural Indian parents, found 
that among the out-of-school children, 
about half worked less than three hours 
on the day preceding the survey and 
only 18 percent worked more than eight 
hours. The story is very different for 
factory workers and organized child la- 
bor, as, for instance, in the match 
industry of Sivakasi (Kothari 1983; 
Kulkarni 1983). 

The large incidence of child labor in 
the industrialized nations in the last 
century gave rise to a lot of debate and 
ideas from which we can benefit to- 
day.10 What is quite striking and note- 
worthy is that child labor has not always 
been thought of as an evil. There have 
been times when it was treated as un- 
pleasant to the child, but nevertheless 
desirable, somewhat akin to our con- 
temporary view of education. Thus we 

find an eighteenth-century writer ob- 
serving that "parents, whose childhood 
was spent in idleness, have contracted 
every absurd prejudice against the em- 
ployment of children, as unnatural, 
cruel and unprofitable."'l B. L. Hutchins 
and A. Harrison (1903) have recounted 
many instances of this attitude. They 
quote, for instance, a 1770 document, 
which argues that "being constantly 
employed at least twelve hours in a day 
. . . we hope the rising generation will 
be so habituated to constant employ- 
ment, that it would at length prove 
agreeable and entertaining to them . . . 
[From] children thus trained up to con- 
stant labor we may venture to hope the 
lowering of its price" (Hutchins and 
Harrison 1903, p. 5).12 

Nevertheless, as the excesses of child 
labor increased through the early nine- 
teenth century, opposition also 
mounted. And by the late nineteenth 
century, child labor was on the decline. 
It is true that this institution would 
soon be "exported" out of the industri- 
alized nations, as the practice of child 
labor got shifted to the colonies, but 
within the boundaries of industrialized 
nations, it was undeniably on the way 
out. 

How did this happen? There is no 
consensus on this. On the one hand, 
there was a series of legislative acts lim- 
iting child labor and ultimately declar- 
ing it unconditionally illegal, and there 

9 I am grateful to Jean Dreze, who was part 
of this team, for a very valuable discussion on 
this. 

lo For a lucid summary account, see Cunningham 
and Viazzo (1996a). 

11 Quoted in Cunningham (1990, p. 120). 
12 By the time the child labor debate picked 

up steam in the United States in the late nine- 
teenth century, child labor was viewed as it is to- 
day, as an unmitigated evil. The reasons given 
against the institution of child labor are also rather 
like the ones given today, the important exception 
being the argument of "race degeneracy." Child 
labor, it was reasoned, should be ended in the 
South because that would help "the preservation 
of its Anglo-Saxon stock" (A. J. McKelway 1906, 
p. 261). Similar sentiment was expressed repeat- 
edly by several authors in the March 1906 issue of 
The Annals of the American Academy of Political 
and Social Science. 
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were also rules about compulsory edu- 
cation which made it difficult for chil- 
dren to work full time. On the other 
hand, the increasing prosperity of 
Europe, the USA, and Japan made it 
easier for parents to pull children out of 
work without having to fear that this 
would commit the household to poverty. 

All these factors must have played a 
role with important regional and sec- 
toral differences. Peter Scholliers' 
(1995, p. 208) study of child labor in 
Ghent, Belgium, revealed that by the 
mid-nineteenth century "the number of 
children under twelve had diminished 
substantially, and this without any legis- 
lative intervention." By contrast, the 
law played an important role in the de- 
cline of child labor in the cotton mills 
of Manchester (Per Bolin-Hort 1989). 
Martin Brown, Jens Christiansen, and 
Peter Philips (1992), in their study of 
the fruit and vegetable canning industry 
in the US between 1880 and 1920, 
found that the decline in the incidence 
of child labor was due to both natural 
economic reasons and legal factors, 
though the economic forces were the 
stronger explanatory variable. 

There is, however, some agreement 
on one matter. If one is using legislative 
fiat to fight child labor, it is more effec- 
tive to legislate for compulsory educa- 
tion instead of simply banning child la- 
bor (Weiner 1991). One good reason for 
this is that a child's presence in school 
is easier to monitor (and thus ensure) 
than a child's absence from work. 

There were others who, in the con- 
text of the historical debate, felt that 
legislation, whether it be for compul- 
sory education or a direct ban on child 
labor, cannot be as effective as economic 
progress, and that the right policy is to 
wait for economic progress. Such a posi- 
tion is associated with Nardinelli (1990; 
and, for discussion, see Cunningham 
and Viazzo 1996). 

One of the more systematic investiga- 
tions of the historical role of law in the 
decline of child labor occurs in the 
work of Moehling (1998). Her focus of 
study is the United States from 1880 to 
1910. This is part of the period during 
which the incidence of child labor 
dropped off rapidly. It was also a period 
of activism against child labor. In 1900 
twelve states had a minimum age limit 
of fourteen years for manufacturing 
employment. By 1910 thirty-two states 
had such a restriction. The question 
Moehling investigates is whether it was 
the legislation that caused the decline 
in child labor or it was the diminish- 
ing dependence of industry on child 
labor that made the judicial activism 
possible. 

The method that she uses is the "dif- 
ference of difference of difference" 
(DDD). A more standard method (for 
instance, one used by Joshua Angrist 
and Alan Krueger 1991, and Robert 
Margo and T. Aldrich Finegan 1996) 
would have required her to compare the 
difference in the difference in the occu- 
pation rates of children aged thirteen 
years and fourteen years in states that 
have a law debarring those below four- 
teen years old from working in manu- 
factures, and states that have no such 
law, to see if the law had an impact. 
What Moehling does is to add another 
layer of differencing by looking at the 
difference-in-difference before and af- 
ter some states adopted such legisla- 
tion. This presumably nets out the ef- 
fect that there may be differences 
between different states, stemming not 
from law but more inherent traits, such 
as industrial structure. Using national 
random samples of households from the 
censuses of 1880, 1900, and 1910 and 
the method of DDD, Moehling con- 
cludes that minimum age restrictions 
had little impact on employment in the 
US at the turn of the century. 
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The finding is important but not 
conclusive. Once one begins to go the 
route of adding on differences, strictly 
speaking, there is no stopping. Just as 
there may be innate differences be- 
tween states, there may be innate dif- 
ferences (in particular, ones that are 
not the product of law) in changes over 
time across states. 

Turning to the subject of state inter- 
vention, one must, in assessing the effi- 
cacy of a law, distinguish between the 
case where the law is not properly im- 
plemented, and one in which the law is 
implemented but its net effect on soci- 
ety is not desirable. What Moehling's 
study points to is the inadequate imple- 
mentation of the US law. This does not 
mean that the law is not the right 
method of intervention for eradicating 
child labor. Another country at another 
point in history may be able to imple- 
ment a law that had, allegedly, failed 
elsewhere in the late nineteenth cen- 
tury. An important policy question fac- 
ing us is whether a legislative interven- 
tion is a desirable one. Does it promote 
welfare when properly implemented? 
To answer such questions it is essential 
to have a theoretical model for analyz- 
ing child labor. Later, when we have 
studied such models, we will see that 
there is scope for using both legislative 
and nonlegislative interventions. Policy 
toward child labor has to be more nu- 
anced and context specific than what 
governments and international organi- 
zations have attempted. But before we 
get to such a conclusion it is useful to 
recapitulate what the major policy op- 
tions are, and the role of different 
institutions. 

3. The Policy Questions 

In the battle against child labor, a va- 
riety of laws and interventions have been 
tried and even more discussed. In re- 

counting this debate, it is useful to dis- 
tinguish between three kinds of inter- 
ventions and institutions: intra-national, 
supranational, and extra-national. 

Intra-national effort consists of the 
laws that a country enacts and interven- 
tions that it plans in order to control 
child labor within the national bound- 
ary. This invariably comes with a certain 
amount of institutional paraphernalia, 
such as organizations set up to adminis- 
ter the law and otherwise dissuade child 
employment. Contrary to the popular 
view, the question is not just between 
banning and not banning child labor. 
Instead, a range of different instru- 
ments have been tried. This varies from 
one of the earliest pieces of legislation, 
such as the child labor law enacted by 
the state of Massachusetts, USA, in 
1837, which prohibited firms from em- 
ploying children under the age of fif- 
teen years who had not attended school 
for at least three months in the previous 
year, to contemporary laws, such as Ne- 
pal's Labor Act of 1992 and The Chil- 
dren's Act of 1992, that place restric- 
tions on indigenous child labor.13 Many 
countries also have important nongov- 
ernmental, intra-national efforts to curb 
child labor. The Daughters' Education 
Programme (DEP) in northern Thai- 
land is one such effort. DEP tries to 
prevent young girls from going into 
prostitution by providing education and 
mobilizing local opinion. Literacy pro- 
grams and compulsory education, to the 
extent that these get in the way of la- 
bor, mnay also be viewed as an intra- 
national intervention. I return to the 
subject of education below. 

Supranational interventions are those 

13 The Children's Act of 1992 prohibits children 
of age thirteen years or less from doing any work 
as employed laDorers. The Labor Act of 1992 
places restrictions on the kind of labor that chil- 
dren can do in "enterprises" that employ ten or 
more persons (ILO 1995). 
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attempted through international organi- 
zations, such as the ILO, the WTO, and 
UNICEF, which by establishing con- 
ventions, and encouraging and cajoling 
nations to ratify them, have tried to 
curb child labor. The most powerful, 
and also controversial, instrument that 
the supranational institutions can use to 
curb child labor is the imposition of "in- 
ternational labor standards," that is, a 
set of minimal rules and conditions for 
labor which all countries are expected 
to satisfy. Since the adoption of such 
standards makes it possible to take pu- 
nitive action (such as imposing trade 
sanctions) against defaulting nations, 
these can be potentially quite effec- 
tive. Labor standards are discussed in 
Section 8. 

Thanks to controversy and a diver- 
gence of opinion, the world has been 
slow to adopt international labor stan- 
dards. This has led some developed 
countries to consider legislation and 
other action in their own countries 
that could curb child labor in develop- 
ing nations. Such actions are what I 
label as extra-national. Consider, for 
instance, the Child Labor Deterrence 
Act, or the so-called "Harkin's bill," 
which has been debated extensively 
in the US Congress. In a nutshell, this 
is a law that seeks to disallow the im- 
port into the US of goods that have 
been produced with the help of child 
labor. The law will work within the US 
but is nevertheless expected to have a 
strong deterrent effect in developing 
countries. There are variants of the 
Harkin's bill that have been considered 
and debated in the US. The "Sanders' 
amendment," which seeks to amend the 
Tariff Act of 1930 so as to deter the im- 
port of goods produced by unfree or 
bonded child labor, is another (and, to 
me, a more reasonable) example of ex- 
tra-national intervention, as are recent 
efforts to have imported goods that 

are "child labor free" to be labeled as 
such. 

The trouble with such extra-national 
interventions is that these can come to 
be misused by lobbies and protection- 
ists representing narrow, sectarian in- 
terests. It is possible to take different 
views about the original motivation be- 
hind a bill. Krueger (1997), for in- 
stance, did an unusual test of the hy- 
pothesis that it is protectionism that 
prompted the Harkin's bill (see also 
Dani Rodrik 1997). His study was based 
on checking what kinds of constituency 
the sponsors of the bill come from; and 
he concluded that the motivation for 
the bill was humanitarian concern. On 
the other hand, while the recent ver- 
sions of the Harkin's bill have no men- 
tion of trade and protection, giving the 
impression of its only concern being the 
humanitarian one regarding the plight 
of children, an early version of the bill 
had openly appealed that adult workers 
in the United States and other devel- 
oped countries should not have their 
jobs imperiled by imports produced by 
child labor in developing countries (US 
Department of Labor 1992, p. 5; see 
also Basu 1994; and Sen. Tom Harkin 
1994).14 Fortunately, the original moti- 
vation is not the relevant question. 
What one has to be aware of is that 
such laws can be misused by the forces 
of protection. 

An intra-national intervention which 
deserves to be discussed separately is 
education and compulsory schooling. 
Historically this has been considered a 
major instrument for eradicating child 

14 Subsequently, the text of the bill (version of 
April 17, 1997) has changed further and this time 
in the right direction. It now tends to isolate child 
labor performed "under circumstances tantamount 
to involuntary servitude" or "under exposure to 
toxic substances or working conditions other- 
wise posing serious health hazards" as the kind 
against which the import restriction in the US will 
principally apply. 
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labor. The relation between education 
and child labor has been an area of ac- 
tive empirical investigation.15 The im- 
portant finding is that not only are 
these not mutually exclusive activities 
but there may be important comple- 
mentarities between them. George Psa- 
charopoulos' (1997) study, using house- 
hold survey data from Bolivia and 
Venezuela, shows that, though working 
children contribute substantially to 
household incomes, the educational at- 
tainment of children who work is sig- 
nificantly lower than that of nonworking 
children. Patrinos and Psacharopoulos' 
(1997) research using Peruvian data, 
however, reveals that child labor is not 
detrimental to schooling and leaves the 
authors wondering if in some cases 
"working actually makes it possible for 
the children to go to school" (p. 398). 
Presumably they are referring here to 
part-time work which leaves children the 
time to go to school. Hence, a restricted 
amount of child labor and schooling can 
actually be complementary. This is es- 
pecially true in rural areas and the ur- 
ban informal sector where work hours 
are not rigid. In his study of child labor 
in rural Bengal, Arup Maharatna (1997) 
found that male (female) children, aged 
10-15, worked on average 7.78 hours 
(4.59 hours) a day, and of that only 3.01 
hours (0.01 hours) were spent on formal 
wage employment. The importance and 
possibility of work-and-school among 
the very poor is also brought out well in 
Grootaert's impressive empirical study 
of child labor in Cote d'lvoire. This 
does not detract from the fact that com- 
pulsory education can play a role in lim- 
iting child labor (Weiner 1991). More- 
ver, even if the education is not 
compulsory, the mere availability of 
good schools can do a lot in diverting 

children away from long hours in the 
work place (Jean Dreze and Haris 
Gazdar 1996; Tony Addison et al. 1997). 

In debating policy questions, in par- 
ticular the use of compulsive measures, 
such as legal bans and compulsory edu- 
cation, it has to be kept in mind that for 
a child to work is not the worst thing 
that can happen. So when we stop child 
labor, there must be reason to believe 
that this will not make children worse 
off, for instance, by causing starvation 
or bodily harm.16 

Even if legal intervention in the child 
labor market is found to be undesirable, 
this does not mean government should 
sit back and wait for natural economic 
growth to gradually remove children 
from the labor force. Government can 
intervene in the market to create a vari- 
ety of incentives, such as providing bet- 
ter and more schools, giving school 
meals, and improving conditions in the 
adult labor market, which result in a 
reduction of child labor. 

The justification for a lot of these in- 
terventions depends on whether we be- 
lieve that the state is more concerned 
about the well-being of children than 
are the parents of the children. I be- 
lieve that such a presumption would be 
wrong when child labor occurs as a 
mass phenomenon as distinct from cases 
of isolated abuse. This is not to deny 
that there are contexts where legal 
bans, total or sectoral, are desirable. 
But one needs careful, theoretical 
analysis to identify the contexts where 
these are likely to be beneficial. 

4. Early Theoretical Ideas 
Given the widespread prevalence of 

child labor in the last century, it is not 

15 For instance, Peter Jensen and Helena Niel- 
sen (1997), Grootaert (1998), and Psacharopoulos 
(1997). 

16 A similar point has been made by Sarah Bach- 
man (1995, p. 3), who observed that attempts to 
bar children from working in the manufacturing 
sector in Bangladesh have pushed some of them 
over to prostitution. 
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surprising that the origins of our con- 
temporary mathematical models and 
theoretical constructs can be found, al- 
beit in a much more primitive form, in 
the contributions of earlier writers such 
as Karl Marx, Alfred Marshall, and 
Arthur Pigou. 

Marx, writing at a time when the inci- 
dence of child labor in factories was at a 
peak, had a lot to say on the subject. 
Focusing here on the theoretical ideas, 
it is interesting to note how Marx in 
Capital (Volume 1, chap. 15, sec. 3) vir- 
tually outlined a formal model of the 
cause of child labor. He first noted how, 
with the rise of new technology, in par- 
ticular machinery, there arose scope for 
employing those "whose bodily develop- 
ment is incomplete, but whose limbs 
are all the more supple. The labor of 
women and children was, therefore, the 
first thing sought by capitalists who 
used machinery" (Marx 1867, p. 372). 

The availability of machinery can, in 
an ideal world, create more time for lei- 
sure. But Marx noted that since the ma- 
chinery was owned by one agent and la- 
bor by another, a diminished need for 
labor would tend to depress wages,17 so 
much so that (1) it may be worthwhile 
for the capitalist to use labor liberally 
and (2) it may be necessary for workers 
to have their entire family work in or- 
der to make ends meet. Marx (1867, 
p. 373) writes: "[Machinery] thus de- 
preciates [the man's] labor power . . . 
In order that the family may live four 
people must now, not only labor, but 
expend surplus-labor for the capitalist." 
This argument is very close to ideas that 
we pursue later, and can give rise to the 
possibility of multiple equilibria, as 
shown in Section 6.1. 

Marx also noted the long-term debili- 

tating consequences of child labor.'8 
But it was Marshall who pursued this 
idea, to the point of sketching a dy- 
namic argument. Marshall (1920, p. 620), 
with his characteristic fastidiousness, 
observed that children had labored even 
before the industrial revolution "but the 
moral and physical misery and disease 
caused by excessive work under bad 
conditions reached their highest point 
in the first quarter of the [nineteenth] 
century." He noted (p. 469) that "the 
most valuable of all capital is that 
invested in human beings." 

Most interestingly, he showed aware- 
ness of the dynamics of these observa- 
tions: "The less fully [the children's] 
faculties are developed, the less will 
they realize the importance of the facul- 
ties of their children, and the less will 
be their power of doing so. And con- 
versely any change that awards to the 
workers of one generation better earn- 
ings, together with better opportunities 
of developing their best qualities, will 
increase the material and moral advan- 
tages which they have the power to of- 
fer to their children" (Marshall 1920, 
p. 468). Some of the features of this 
quote will be captured in a formal 
model in Section 6.4. 

On policy, most early writers ranged 
from favoring a ban on child labor to 
placing severe restrictions on the quan- 
tity and quality of child labor. Pigou 
(1962), who favored a ban, was aware 
that a ban could cause poor families to 
dip below their subsistence level, and 
so argued that a ban should be coupled 
with social welfare being provided by 
the state to the neediest families. He 
did not tell us what his prescription 
would be if such social welfare was not 
forthcoming. 

17 Empirical investigations cast doubt on 
whether average wages did fall during this period. 
However, in certain sectors, such as the handloom, 
this was certainly the case (John Lyons 1989). 

18 On the matter of policy, Marx was against a 
total ban on child labor for the Europe of his time. 
He favored restrictions on working hours and 
compulsory education (Marx 1875). 
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On what theoretical grounds did 
these early writers support government 
intervention in this matter? As we shall 
see later more formally, there is a host 
of possible arguments, but for a long 
time the most popular has been that of 
"externalities." Keeping a child away 
from education may mean missing out 
on benefits for society at large which do 
not accrue to the parent who takes the 
decision. For one, the main benefit 
goes to the child. As Marshall (1920, 
p. 470) noted: "Whoever may incur the 
expense of investing capital in develop- 
ing the abilities of the workman, those 
abilities will be the property of the 
workman himself: and thus the virtue of 
those who have aided him must remain 
for the greater part its own reward." 
John Stuart Mill also stressed the posi- 
tive externality of education, arguing 
that for a parent not to educate the 
child is a breach of duty not only to- 
wards the child but "towards the mem- 
bers of the community generally, who 
are all liable to suffer seriously from 
the consequences of ignorance and 
want of education in their fellow citi- 
zens" (Mill 1848, p. 319). By extension, 
he concluded (p. 323): "Children, and 
young persons not yet arrived at matur- 
ity, should be protected . . . from 
being over-worked. Laboring for too 
many hours in the day, or on work 
beyond their strength, should not be 
permitted." 

Externalities are such a well-known 
argument for intervention that it is 
often used too cavalierly by economists 
and noneconomists. It is frequently 
used as a facade when the real reasons 
are more self-serving. In the context of 
child labor, the externality argument 
needs to be made carefully for it to 
command attention. An excellent state- 
ment of this occurs in the recent work 
of Grootaert and Kanbur (1995). Groo- 
taert and Kanbur consider the possibil- 

ity that the social returns to education 
may exceed private returns. So govern- 
ment intervention to direct children 
away from work and to the classroom 
may be desirable. The ideal policy for 
achieving this, according to them, is to 
bolster the returns to education. They 
consider a ban on child labor to be a 
second-best intervention. 

An extreme case of externality arises 
in the model of Gupta (1998) in which 
there is a total bifurcation between 
agency and welfare, since parents and 
employers take the child employment 
decision entirely in their self-interest. 
The child is simply an instrument of 
their bargain. The model in section 5.2 
may therefore be viewed as a model of 
extreme externality. 

5. Bargaining Models 

The formal analysis of child labor is 
closely related to the modeling of 
household behavior. The early ventures 
in this direction (for instance, Mark 
Rosenzweig and Robert Evenson 1977; 
Goldin 1979) were models of household 
decision-making, which tried to simulta- 
neously explain decisions of consump- 
tion and child labor and, at times, also 
child schooling and fertility. The speci- 
fications were kept simple enough to al- 
low for this greater generality and also 
to allow for empirical testing. Sub- 
sequent work moved away from this to 
allow for the possibility that a house- 
hold's behavior is not determined by 
one benevolent dictator, but instead is 
the outcome of internal bargains and 
power struggle. Models involving bar- 
gaining can and have been used to ex- 
plain child labor and the level of well- 
being of children, though by and large 
such efforts treat child labor not as the 
focus of analysis but a fallout of gen- 
eral household modeling. In this sec- 
tion, I present the main outline of these 
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models, focusing on and drawing out 
their implications for child labor. 

Bargaining models of child labor may 
be classified into two distinct kinds, de- 
pending on who the agents involved in 
the bargain are. According to one view, 
the bargain occurs within the family, 
between the parent and the child. The 
other approach treats the employer and 
the parents of the child as the agents 
involved in bargaining.19 These two 
models are the subject matter of the 
next two subsections, respectively. 

5.1 Intra-Household Bargaining 

The traditional model of the house- 
hold, known as the unitary model, char- 
acterizes the household as a single unit 
of decision making (Becker 1964). This 
is a valid model if one person in the 
household happens to be a dictator or all 
persons have the same utility function. 

There is, however, increasing evi- 
dence that a household's consumption 
pattern tends to change as the composi- 
tion of who earns how much changes, 
even when the total earnings of the 
household are unchanged (see, for ex- 
ample, Duncan Thomas 1990; John Strauss 
and Thomas 1995; and Moehling 1995). 
This is usually taken to indicate that the 
household is not a single conflict-free 
unit of decision making but, instead, an 
area of bargaining, where a person's 
bargaining power depends on the re- 
sources one brings to the household and 
one's fallback options.20 

A general representation of these ap- 

proaches occurs in what is known as the 
collective model (Francois Bourguignon 
and Pierre-Andre Chiappori 1994). 
Moehling (1995) has adapted this model 
further by taking explicit account of the 
child. For a simple version of this 
model, we could think of the household 
as being characterized by one parent 
(agent 1) and one child (agent 2). Since 
I am here not interested in the demand 
functions for different products, I shall 
assume that there is only one good in 
the economy and xi is the amount con- 
sumed by agent i. Let the unit of the 
good be chosen such that its price hap- 
pens to be 1. As in Moehling's model, 
suppose each agent in the household is 
concerned about the consumption of all 
members of the household.21 Let ui be 
person i's utility function. 

The household's utility function is a 
weighted average of ul and U2 where 
the weight attached to the parent's util- 
ity, oc, depends on the incomes of the 
parent and the child, denoted respec- 
tively by yi and y2. In other words, in a 
household's utility function, who gets 
how much weight depends on who 
brings how much money.22 Hence, in 
the collective model, the household's 
decision-problem is as follows. 

Max CC(y1,y2)u1(x1,x2) 
IXI,X2) 

+ [1 - o0(y1,y2)]U2(xl,X2)v 

subject to x1 + x2 < yI + y2. 
It is assumed that 

-2> 0,-< 0,l > 0,h l_ 0, 
ay I ay2 ax1 aX2 19 These studies, therefore, exclude the case of 

"street children" who live on their own and belong 
to no household as such. The present paper also 
does not address the problem of homeless chil- 
dren. This is, however, not a negligible category 
(see William Myers 1988). 

20 See, for instance, Marilyn Manser and Murray 
Brown 1980; Marjorie McElroy and Mary Horney 
1981; Nancy Folbre 1986; Amartya Sen 1990; Mar- 
tin Browning et al. 1994; Grootaert and Kanbur 
1995; Christopher Udry 1996; and Bina Agarwal 
1997. 

21 It is worth stressing that the important special 
case of this model is where each person is con- 
cerned about his own welfare, and t e final house- 
hold consumption and labor supply are entirely 
consequences of the power of different individuals. 

22 In this model the household allocation is al- 
ways Pareto efficient. The empirical validity of this 
is not uncontested (see Udry 1996). 

Many take y to be i's unearned income. I prefer 
not to do this for reasons explained below. 
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aU2 >o aU2 >0and0<o? 1. 
aXi aX2 

Moehling estimates a closely-related 
model using household data from early 
twentieth-century urban America, and 
finds that working children receive a 
larger share of household resources 
than nonworking children. 

This model can be taken further to 
explain a child's participation in the 
work force. To see this, note that, strictly 
speaking, members of a household con- 
sume not just goods and services but 
also leisure. For simplicity, assume that 
the adult always works. Let e be the 
work done by the child, where e 4[0, 1]. 
The child's consumption of leisure is, 
therefore, 1 - e. 

Given that each person's utility de- 
pends on xi, X2 and e, a natural exten- 
sion of the above model is to think of 
the household as facing the following 
decision problem, which I shall call the 
"collective maximization problem": 

Max x(yl,y2)ul(xl,x2,e) 
X l,X2,e 

+ [1 - cU(yI,y2)1u2(x1,x2,e). 

subjectto x1 + X2 < y1 + y2. 

This is, however, a more complicated 
problem than appears at first sight, 
since the child's income, y2, depends on 
the choice of e. Thus it is not clear that 
y2 can be thought of as an exogenous 
variable. 

There are two alternative routes that 
one can take from here. One way out of 
this is to treat ox as a function of the 
price vector, as in Bourguignon and 
Chiappori (1994). Then, since the wage 
rate is a price, ox will turn out to be a 
function of the wage rates of adults and 
children (wi and W2) rather than yi and 
y2. And of course the budget constraint 
will now be: 

XI + X2 < Wi + eW2, 

keeping in mind that the adult always 
works full-time. 

This gives us a straightforward opti- 
mization problem, which avoids the 
complication of simultaneity. The em- 
pirical plausibility of this approach, how- 
ever, seems open to question. It implies 
that a person's bargaining power in the 
household depends not on the person's 
actual share of the household income 
but on the wage that one could earn, if 
one worked full-time. Sociological stud- 
ies, on the other hand, suggest that a 
woman's bargaining power in the house- 
hold is diminished if a woman does not 
do outside work (Nancy Riley 1997). 

A second way out of this difficulty is 
one that rectifies this weakness and as- 
sumes that a person's power depends on 
how much income the person actually 
brings to the household budget. This is, 
however, technically more complicated. 
Note that in the collective maximization 
problem the decision maker is, effec- 
tively, an amalgam of the members of 
the household with the preference of 
each member receiving some weight. 
Once the child's effort (or, for that mat- 
ter, anybody's effort) is thrown in as one 
of the variables over which a decision 
has to be reached, the weights that indi- 
viduals receive (here captured by ox and 
1-ox) depend on what decision gets 
taken. In other words, who the decision 
maker is depends in part on what the 
decision is. Hence, the collective deci- 
sion problem cannot be thought of as a 
normal-form game, since in such a 
game the players or the decision makers 
are primitives. One direction that one 
can pursue is to take y2 as exogenous 
and have the household decide on xi, X2 
and e; and then check whether we re- 
cover the same y2. If we do, then we 
have a "household equilibrium." 

In order to do this, let us take a 
child's wage rate to be w; that is, a full 
unit of work by a child yields a wage of 
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w. If a child works for e units, his total 
income, y2, is ew. It is assumed that, as 
far as the household is concerned, w is 
given exogenously. With yi and w given 
exogenously, we describe (x1, X4, e*) to 
be a household equilibrium if (x1, X4, e*) 
is the solution to the above collective 
maximization problem, with Y2 = e*w. 

This equilibrium is not necessarily 
unique, nor is it obvious that it always 
exists. The existence problem is best 
understood by converting the house- 
hold's problem to a search for a fixed 
point of a correspondence. 

Let 'D = [0,1] -* [0,1] be a correspon- 
dence defined as follows. Given any 
e' 40,1], we can take y2 = e'w (recall w is 
given exogenously). Now solve the col- 
lective maximization problem taking y2 
to be e'w (recall yi is given exog- 
enously). All values of e that are a part 
of such a solution are the set 1D(e'). This 
is what defines the correspondence (. 
It is now plain that a household equilib- 
rium exists if and only if ( has a fixed 
point. 

Given that the maximand in the col- 
lective maximization problem need not 
be concave, (D need not be convex-val- 
ued and we are not able to use Kaku- 
tani's fixed-point theorem. Indeed it is 
possible to construct reasonable exam- 
ples where (D has no fixed points. On 
the other hand, it is also possible to 
think of restrictions on the parameters 
which ensure that an equilibrium exists. 
One simple example of this is the text- 
book case of selfish individuals: Let us 
assume 

Ui(XI, X2, e) =fi(xi) 
U2(X1, X2, e) =f92(x2) - c(e) 

That is, the parent is interested in his 
own consumption, the child in the 
child's own consumption. It is worth 
emphasizing that this is still a collective 
model of the household, since the 
household's maximand continues to be a 

weighted average of the utilities of the 
members of the household. Hence, the 
allocation of resources continues to be 
Pareto efficient. Let us also, as is usual, 
assume, i',f2, C'> O,fi';j'< 0, and c" > 0. 

These assumptions ensure that for 
every yi and y2, there is a unique (xI, X2, 

e) which solves the collective maximiza- 
tion problem, and that the solution var- 
ies continuously with y2. Thus, ignoring 
other variables, we can write P(yi, y2) 
to be the value of e which solves the 
maximization problem, given yi and y2. 
Since for every e e [0, 1], Y2 = ew, we 
can define FD(e) = P(yi, ew). Since 1D is 
a continuous function from [0, 1] to [0, 
1], by Brouwer's fixed point theorem, 
there exists e* such that 

e* = D(e*) = P(yi, e*w) (1) 
e* is the amount of labor that the child 
will supply in equilibrium. 

Note that e* can be written as a func- 
tion of yi and w, by using (1). Thus 

e* = e*(yl, w). 
In other words, the child's labor supply 
depends on the adult wage (yi) and child 
wage (w) that prevails on the market. It 
is possible to develop a more elaborate 
model with more exogenous variables. It 
will be interesting to draw out the em- 
pirical implications of such a model and 
put them to test. Another direction that 
can be pursued is to model the interac- 
tion between household members as a 
sequential game in which a player's 
power in period t depends on his income 
share in period t-1. Instead of pursuing 
this here, I shall instead move on now to 
discuss models that were developed ex- 
plicitly to explain child labor. One such 
model is that of Gupta (1998). 
5.2 Extra-Household Bargaining 

Citing a survey work currently afoot 
in some villages of West Bengal, India, 
Gupta (1998) argues that a child has 
negligible bargaining power in the 
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household and is, effectively, an instru- 
ment for the parent's maximization ef- 
fort. In addition, he assumes that par- 
ents are entirely selfish in the sense of 
being uninterested in the well-being of 
the children per se. While a parent 
owns his child's labor, he is unable to 
make the child work productively for 
want of complementary resources, such 
as land or cattle. He found that in West 
Bengal villages the bulk of child labor is 
directed to the maintenance of cattle. 
So for work the child has to go to an 
employer, who has the resources. 

The bargaining that occurs in this 
model is between the parent and the 
employer over (i) the wage, w, that is to 
be paid for the child's work and (ii) the 
fraction, X, of the wage that is to be paid 
in the form of food to the child. Gupta 
(1998) assumes that the parents spend 
the cash component of the wage entirely 
on themselves. I believe that this is em- 
pirically questionable, but let us go 
along with it as a simplifying assumption. 

Using an efficiency wage argument, 
assume that the output, x, produced by 
a child laborer is a function of his 
consumption. So 

x = x(kw), 
wlhere x(Xw) = 0, for kw less than some 
positive number, b, and concave thereaf- 
ter. That is, for all kw > b, x'(Xw) > 0 and 
x"(Xw) < 0. 

Let us assume that if the bargain 
fails, the parent and the employer earn 
Yp and YE respectively. Hence, the 
threat point of the bargaining problem 
is given by (Yp, YE). If the parent and 
the employer agree on (w, X), their in- 
comes are, respectively, (1 - X)w and 
x(kw) - w. 

Therefore, the Nash bargaining prob- 
lem consists of solving the following 
problem: 

Max [(1 - X)w - YPl[X(XW) - W - YE] 
{w,X} 

This gives us the first-order conditions: 

[(1 - X)w - Yp]x'(Xw)w 
-W[X(XW) -W -YE] = 0 

[(1 - X)w - Yp][x'(Xw)X - 1] 
+ (1-X)[X(XW) - w - YE] = 0 

By rearranging these we get: 

x'(Xwv) = 1 (2) 
and 

x(Xw) + kw = 2w +(YE-YP) (3) 
Since kw is, effectively, the child's 

wage, (2) says that the child's marginal 
product is set equal to 1. This is the 
standard result of efficiency wage. To 
see this, use v to denote a child's wage. 
Then the net income generated by a 
child is given by x(v) - v. If v is chosen 
to maximize this, we get x'(v) = 1, which 
is exactly what (2) is. In other words, in 
this model a child is paid a wage, kw, 
that maximizes net returns. The value 
of this is independent of the threat 
point. Once we know the value of kw, 
we can use (3) to solve for the value 
of w. This depends on Yp and YE. As 
(YE - YP) increases, w falls and X 
increases, as is evident from (3). 

It is now possible to derive compara- 
tive statics results by postulating how 
YE and Yp get set and considering vari- 
ations of this. Gupta (1998), for in- 
stance, considers the case where YE de- 
pends on the adult wage that prevails 
on the market. In particular, he as- 
sumes that YE falls as adult wage rises. 
This implies that as adult wage rises, 
the child's wage, w, will rise. 

One can, however, hypothesize other 
explanations for YE and Yp and derive 
other theories of how w will depend on 
the parameters of the model. What is 
interesting about this model is how 
sharply it contrasts with the model that 
we are about to encounter, one in which 
the parent is altruistically concerned 
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about the child's welfare. In the model 
just described, the child's welfare is no- 
body's concern. The child is valued in 
the same way as the goose that lays the 
golden eggs. 

6. Multiple Equilibria and Government 
Intervention 

What the early models seemed to 
overlook is that a labor market, where 
children are potential workers, will be 
prone to having more than one equilib- 
rium, and if it did, then this would raise 
a variety of interesting policy questions. 
This is demonstrated in the model of 
Basu and Van (1998). It is worth asking 
why the model of Section 5.1 over- 
looked the possibility of multiple equi- 
libria. Note that the collective max- 
imization problem reduces to the 
unitary model of the household if (i) 
u1(x1,x2,e)= u2(x1,x2,e), or (ii) OC(y1,y2) = 1, 
for all yl,y2, or (iii) OC(yl,y2)=O, for all 
y1,y2. But in allowing for this generality, 
what the model glosses over are some 
natural restrictions on the utility func- 
tion, which is the starting point of the 
model of Basu and Van (1998). The lat- 
ter is based on the unitary model. That 
is, it assumes that (i), (ii), or (iii) is 
valid, but this is not its distinguishing 
mark. I would conjecture that the 
model's central results would remain 
valid even if we allowed for bargaining 
within the household. A simplified 
model of Basu and Van is presented in 
subsection 6.1. Subsections 6.2-6.4 dis- 
cuss the relation between child labor 
and, respectively, social norms, adult 
unemployment, and dynamics. 
6.1 Model with Altruism 

I shall here demonstrate, following 
Basu and Van (1998) but using some 
very special assumptions, the possibility 
of multiple equilibria. The special as- 
sumptions are for reasons of conve- 

nience. The only two essential assump- 
tions are the following: 

Luxury axiom: A household would 
not send its children out to work if its 
income from non-child labor sources 
were sufficiently high. 

Substitution axiom: Adult labor is a 
substitute for child labor, or more gen- 
erally, adults can do what children do. 

To give the simplest sketch of this 
model, let me strengthen these two as- 
sumptions to assert that (1) for every 
household i, there exists a critical wage, 
Wi, such that the household will send 
its children out to work if and only if 
the adult wage prevailing in the market 
is less than Wi; and (2) adult labor and 
child labor are perfect substitutes sub- 
ject to an adult equivalence correction. 
Both these assumptions can be relaxed 
enormously without hurting the conclu- 
sions of the model. Let us define 
W - M.ax Wi and W -- min Wi. 

Sup'pose that a child'silabor is equiva- 
lent to y units of an adult's labor, where 
O < y< 1. In other words, I am assuming 
that adult and child labor are perfect 
substitutes subject to an adult-equiva- 
lent scale correction of y.23 A more con- 
venient way of thinking of this is as fol- 
lows. Production depends on the total 
amount of labor used; and each adult, 
working all day, produces 1 unit of la- 
bor, whereas each child, working all 
day, produces y units of labor. 

23 Admittedly this is a simplifying assumption. 
What is really needed is the assumption that 
adults can do what children do. This is contrary to 
the pervasive "nimble fingers" belief-that for 
some activities, such as carpet-weaving, children 
are essential. There is however very little empirical 
support for this belief (ILO 1996). One of the 
most careful examinations of this occurs in the 
study of India's carpet industry by Deborah Levi- 
son et al. (forthcoming). By collecting information 
on actual productivity-for instance, square inches 
knotted per hour-they reach the conclusion that 
for no activity are children essential. Adults can 
always replace them. This is not to deny that such 
substitution may cause costs to rise, since adult 
wages are typically higher. 
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Figure 2. 

In Figure 2, let the vertical axis rep- 
resent adult wage (i.e. the wage paid to 
an adult for a full day's work). Consider 
a competitive model in which all agents 
are price takers. Let AA' be the supply 
curve of the aggregate adult labor in the 
economy. For simplicity we show it as 
perfectly inelastic. Next consider the to- 
tal amount of "effective labor" that all 
the children can supply. If there are X 
children in the economy, this will be 
equal to yX. Add to the aggregate adult 
labor supply the effective labor that the 
children can potentially supply in the 
economy and draw another line repre- 
senting this. Let T'T be this new line. 
Thus A'T is equal to yX, the total 
amount of labor available from the 
children in the economy. In other 
words, if the country had a law that eve- 
rybody would always have to supply la- 
bor, then the aggregate supply curve 
of labor in the economy would indeed 
be T'T. 

Now it is easy to figure out the ac- 
tual, aggregate supply curve of labor. If 
the market (adult) wage is below W, 
then all children are sent to work; so 
total labor supply is OT. If the market 
wage exceeds W, no child is sent to 

work; so total labor supply is OA'. As 
wage rises from W to W one household 
after another withdraws its children 
from the labor force; so the total supply 
of labor keeps decreasing, as shown by 
the curve CB. Hence the total supply of 
all kinds of labor (that is, adult plus 
child) plotted against alternative adult 
wages gives us the curve ABCT. Let me 
call this the "hybrid supply curve," 
which should serve as a reminder that it 
is not quite the standard supply curve. 

Not only is this supply curve back- 
ward-bending but its composition keeps 
changing as we move along its contour. 
Along AB it consists of pure adult labor; 
as we move from B to C it includes 
more and more child labor; and from C 
to T it consists of all available labor in 
the economy. 

The possibility of multiple equilibria 
is now transparent. I shall assume, with- 
out loss of generality, that whenever 
adult wage is W, child wage happens to 
be yW. Keeping this in mind, suppose 
the aggregate demand curve for labor in 
the economy is given by DD'. That is, 
DD' shows the total effective labor de- 
manded by firms for every possible 
adult wage W. Then there are three 
equilibria.24 Let us ignore the unstable 
one and focus on the ones .depicted by 
E and F in Figure 2. If an economy is 
caught at point F, wages will be low 
(WL for adults and 7WL for children) 
and children will be working. The same 
economy, however, can be in equilib- 
rium at point E, where wages are high 
and children do not work. 

If the economy is at equilibrium 
point F, there is scope for an interesting 
policy intervention, which in Basu and 

24 An important exception is a sufficiently open, 
small economy, where wage would be determined 
by world prices, and so the demand curve would 
be horizontal, thereby destroying the multiple 
equilibria result (Avinash Dixit 1998). Even in this 
case, however, there may be multiple equilibria in 
a dynamic sense as shown in section 6.4. 



1102 Journal of Economic Literature Vol. XXXVII (September 1999) 

Van's paper is called a "benign interven- 
tion." Suppose child labor is banned. 
Then effectively, the supply curve of la- 
bor becomes AA'. So if demand condi- 
tions are unchanged, the economy will 
now settle at the only equilibrium, at E. 
What is interesting is that once the 
equilibrium settles at E, the law ban- 
ning child labor is no longer needed 
(since E was anyway an equilibrium of 
the original economy). It is in this sense 
that the intervention is described as 
benign. After its initial effect, it goes 
dormant and can actually be removed 
without loss.25 

If the demand curve intersects the 
supply curve only once and on the seg- 
ment CT, then a ban on child labor may 
well cause a decline in welfare of the 
workers, including the child laborers.26 

If this model were fitted into a Wal- 
rasian description of the entire econ- 
omy, each equilibrium would be Pareto 
optimal. So between the equilibria de- 
picted by E and F neither Pareto domi- 
nates the other. However, working-class 
households are necessarily better off at 
E. To see this, consider a point (call it 
E'), where wages are the same as at E 
but all children work. Clearly worker 
households are better off at E' than at 
F, since in both cases everybody works 
but in the former the wages are higher. 

Next, since given the wages at E house- 
holds prefer not to send the children 
to work, by revealed preference we 
know that E is superior to E'. Hence, by 
transitivity E is preferred to F. 

The contestable assumption of this 
model is the luxury axiom, which takes 
for granted parental altruism towards 
the child. In the early nineteenth-cen- 
tury, when child labor took some of its 
worst forms in industrializing Europe, a 
standard critique of the British elite 
was that child labor was an outcome of 
parental callousness (see Nardinelli 
1990, p. 94). There is counter-evidence, 
however, including from those who 
themselves worked as child laborers, 
that the parents sent their children 
out to work typically when they were 
compelled to do so by acute poverty 
(Anderson 1971; Vincent 1981). 

Turning to more contemporary evi- 
dence, Neera Burra (1995) has reported 
evidence of parental callousness; and 
Gupta (1998) has cited sources which 
support this viewpoint (see also Parsons 
and Goldin 1989). The much discussed 
issue of discrimination against the female 
child in several developing regions, no- 
tably in northern India, suggests that the 
answer may also differ depending on 
whether we are talking of the male child 
or the female child.27 In addition, a study 
by Alaka Basu (1993) of some slums out- 
side New Delhi brings to light another 
perverse causation between adult wages 
and child labor. When the wages for fe- 
male laborers rise, starting from a suffi- 
ciently low level, this often prompts the 
mother to take up work outside the 
home, which in turn means that she 

25 The model also is suggestive of the link be- 
tween technology and child labor. If technology 
changes so that children become relatively less 
productive than adults (perhaps because of the 
rise of the use of the computer), then we could 
think of y as falling. From Figure 2 it is clear that 
this would result in T moving left and the inferior 
equilibrium, where children work, vanishing. 

26 Arguing from a different perspective, Hanan 
Jacoby and Emmanuel Skoufias T1997, p. 331) 
reach a similar conclusion: " . . . our results sug- 
gest that efforts to expand educational opportuni- 
ties for the poor [ . . . ] without an understanding 
of the economic risks and constraints they face 
may be met with only limited success. Moreover, 
compulsory schooling laws or laws against child la- 
bor, to the extent that they can be enforced in 
rural areas, could substantially lower household 
welfare." 

27 The source of this discrimination need not be 
the household. If job opportunities for females are 
limited, it may be a rational response of the house- 
hold to first educate the boys before turning to the 
girls. In the context of adults, the more puzzling 
possibility of gender discrimination in the labor 
market originating from within the household is 
modeled elegantly by Patrick Francois (1998). 
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takes the daughter out of school in or- 
der to have her do the housework. It is 
arguable that if the mother's wage rises 
sufficiently, the daughter would get put 
back into school with household help now 
being hired from outside. This suggests 
an inverted-U relation between adult 
female wage and child labor, especially 
the labor of the female child. 

A recent empirical test of the luxury 
axiom, by Ranjan Ray (forthcoming), 
suggests that the verdict is mixed. He 
uses data from Peru's Living Standards 
Measuremnents Survey 1994, and Paki- 
stan's Integrated Household Survey 
1991, to check if the luxury axiom is 
valid. For this test he constructs a 
dummy variable which takes a value of 
1 for households with income below the 
poverty line and 0 otherwise, and then 
uses probit and logit models to test the 
importance of this variable on the 
household's decision to send its chil- 
dren to work. The estimated coeffi- 
cients lend support for the luxury axiom 
in Peru but not in Pakistan. While these 
tests may be interesting in their own 
right, they do not really test the luxury 
axiom, because Ray identifies Wi en- 
tirely with the poverty line, whereas no- 
where does the axiom suggest that this 
should be so. What does come out 
rather interestingly from Ray's paper is, 
as in Basu (1993), the differential re- 
sponse of child labor to changes in the 
mother's and the father's wages. 

One of the best crafted empirical 
studies of child labor is Grootaert's 
(1998) work on Cote d'Ivoire. It is 
based on annual data collected for 1600 
households over the years 1985 to 1988. 
Sorting out carefully various definitions, 
he goes on to use a sequential probit 
model to find the determinants of child 
labor. He corroborates that the charac- 
teristics of the parents matter and also 
that who has these characteristics, the 
father or the mother, matters. It is evi- 

dent from his study that the very poor 
households often critically rely on the 
children's income, and he concludes 
that, initially, interventions should aim 
to make possible combining light work 
with schooling, instead of a sudden 
stoppage of child labor. 

This is not the forum to settle this 
controversy but to pursue the conse- 
quences of alternative viewpoints. The 
extreme case in which parents have no 
altruism or commitment towards the 
children but treat them purely as labor- 
producing machines was modeled in 
Section 5.2. My own preference is for 
the altruistic model of this section, 
while admitting that it is best viewed as 
a polar characterization of reality. For a 
clearer conclusion we will have to wait 
for further econometric work. 

6.2 Norms 

With the idea of multiple equilibria 
in the core, there are several directions 
that one can pursue. Albert Hirsch- 
man28 has rightly argued that the deci- 
sion to send a child to work is partly a 
matter of social norm.29 This may be 
made more precise by assuming that 
sending a child to work makes the par- 
ents incur a social stigma cost, c; and if 
many children work, then c is smaller. 
The latter captures the idea that while 
making a child work is socially frowned 
upon, the ferocity of the frown is 
greater if you live in a society where vir- 
tually no one but you sends a child to 
work. This can yield the result that if all 
parents send their children to work, it is 
worthwhile for each parent to send his 
child to work, and if no one sends their 

28 Personal communication to the author dated 
15 February, 1995. 

29 "Social norm" has many interpretations (Basu 
1998; Partha Dasgupta 1993). I use it here as a 
social influence that changes our p reference. The 
relation between child labor and cultural norms has 
been discussed in the book by Gerry Rodgers and 
Guy Standing (1981), especially in chapter 1. 
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child to work, each parent may find it 
not worthwhile to send his child to work 
(because the social stigma would be too 
high). The argument here is analogous 
to the one used by Assar Lindbeck, Stan 
Nyberg, and Jorgen Weibull (1999)30 to 
show how the number of people who 
are unemployed and live off social wel- 
fare can settle at very different values 
depending on which of the possible 
multiple equilibria is realized. 

This is a simple point analytically but 
is probably of considerable practical im- 
portance in the context of child labor. 
Also this is an idea that can, potentially, 
be developed much more and used to 
address questions of policy. 

6.3 Distribution and Unemployment 

In the model of section 6.1, workers 
are assumed to be ex ante identical, and 
in the equilibrium that occurs they turn 
out to be ex post identical. A conse- 
quence of this is that the model is com- 
pletely silent on questions of income 
distribution and unemployment. The lit- 
erature has relatively little to offer on 
these topics. The distribution question 
is raised in a short theoretical paper by 
Kenneth Swinnerton and Carol Ann 
Rogers (forthcoming); there is little that 
is available on this empirically. On the 
other hand, the relation between adult 
unemployment and child labor has been 
the basis of some empirical investiga- 
tion (see Goldin 1979; Patrick Horan 
and Peggy Hargis 1991; Michel Bonnet 
1993; C. P. Chandrasekhar 1997); the 
hiatus here is in the theory. Modeling 
the relation theoretically is a large and 
interesting topic, but some initial steps 
towards it are easy to take using the 
model of section 6.1 above.3' Before do- 

ing so, I want to briefly recount Swin- 
nerton and Rogers' argument. 

Their paper begins with the observa- 
tion that if a parent's decision to send 
the children to work depends on 
(among other things) the parent's in- 
come, then we should look at not just 
the parent's wage but also any profits 
that may accrue to the parents. So they 
move away from the polar assumption 
of Basu and Van's model by supposing 
that the firms are owned by a fraction X 
of the workers. So for workers in this 
category, income equals wages plus a 
share of profits, while the remaining 
workers earn only wages. They then 
show that, if in an economy there exists 
a good equilibrium, then there does not 
exist an equilibrium in which the divi- 
dend-earning workers send their chil- 
dren to work. This directs the policy 
discussion to matters of distribution. 
Giving workers a share in profits turns 
out to be a method of curbing child la- 
bor. This is a valid argument, though 
the feasibility of such policy changes 
may be restricted for reasons of politics. 

Turning to the subject of adult unem- 
ployment, let us suppose that there are 
N worker households and each house- 
hold has one adult and m children. As 
before, child non-work is a luxury good 
and, in particular, for each household i 
there is a critical adult wage Wi such 
that if the adult wage rises above Wi, 
the household withdraws its children 
from working. Adults, on the other 
hand, always prefer to work, no matter 
what the wage. This immediately gives 
us the aggregate labor supply curve as 
in Figure 2. 

As before, let us assume that one 
child manages to produce the equivalent 
of y units of adult labor. Hence if the 
prevailing market child wage, Wc, hap- 
pens to be equal to yW, where W is the 
prevailing market adult wage, then firms 
will be indifferent between employing 

30 For the use of similar assumptions, see Mark 
Granovetter (1978), and Timothy Besley and 
Stephen Coate (1992). 

31 A different model linking adult unemploy- 
ment with child labor occurs in Gupta (1997). 
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adults and children. Let us focus on the 
case where yW = W,. I should clarify 
that I am not assuming Wc to be ex- 
ogenously fixed. Rather I am trying to 
isolate an equilibrium in which Wc hap- 
pens to be equal to yW. 

Within the confines of this case, we 
can think of the total effective demand 
for labor to be a function of W. Let 
us denote such an aggregate demand 
function by d(W). Let us assume that 
this is downward sloping and take DD' 
in Figure 2 as representing such a de- 
mand curve. 

To study the impact of adult unem- 
ployment on child labor, we first need a 
model in which there can exist adult un- 
employment. The best way to develop 
such a model is to use a structure that 
can endogenously explain wage rigidi- 
ties. I shall, however, for reasons of 
simplicity, stay away from such compli- 
cations32 and simply assume that adult 
wage is exogenously fixed at W*, where 
W* is such that d(W*) < N. In other 
words, we are focusing on cases above 
point E in Figure 2. The questions are: 
How many adults will find employment? 
Will children be working and if so what 
will be the incidence of child labor? 

In answering these questions I shall 
consider the case where ym < 1 and 
d(W*) - ymN> 0. This is merely a suffi- 
cient condition for the existence of an 
equilibrium in which yW* = W,. A 
fuller model will have to go beyond this 
and consider other cases as well, but 
the logic of the relation between child 
labor and adult unemployment comes 
out clearly even in this limited model. 

Let us use E to denote the number of 
adults that will find employment. Since 
the total demand for labor is d(W*), it 
follows that d(W*) - E will be the 
amount of labor demanded from chil- 

dren. In other words, the number of 
children demanded by the firms will be 
[d(W*) - E]/y. Since child wages are not 
rigid, demand for child labor must be 
equal to supply of child labor. So what 
remains to be done is to determine the 
supply of child labor. Note that if only 
E adults find employment, N - E house- 
holds will be earning zero income from 
the adults. So these will be the house- 
holds that will send the children out to 
work. Hence, if E adults find work, the 
supply of child labor will be given by 
m(N - E). In other words, E is equilibrium 
adult employment if: 

m(N - E) = [d(W*) - E]/. 
To remind ourselves that the value of E 
depends on W*, let us write the solution 
of this equation as E(W*). Evidently, 

E(W*) = [d(W*) - ymN]/(l - yim). 
Since d(.) is a downward-sloping func- 
tion, it follows that as W* rises, adult 
employment, E(W*), will fall. 

If we use C(W*) to denote the number 
of children who find employment when 
adult wage is fixed at W*, then we have: 

C(W*) = m[N - E(W*)] 
= m[N - d(W*)]/(l - yim). 

Given that we are considering the case 
where ym < 1, it follows that C(W*) > 0. 
Further, as W* rises, C(W*) rises. Since 
a rise in W* increases adult unemploy- 
ment, a rise in adult unemployment is 
associated with an increased incidence of 
child labor. 

This confirms intuition and empirical 
findings but also cautions us about the 
right policy intervention.33 If market 
wages rise, we have good reason to be- 
lieve that child labor will decline, but 

32 For a model of child labor and efficiency 
wage, see Garance Genicot (1998). 

33 The model also allows us to derive some 
theoretically puzzling results, such as how the 
abolition of a legal minimum wage can cause 
wages to rise. To see this, start from a minimum 
wage, W*, below point E in Figure 2 and derive 
the equilibrium as done above. 
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that does not mean that this impact on 
child labor can always be replicated by 
raising adult wages by fiat. If the adult 
labor market has oligopsonistic ele- 
ments, a rise in the legal minimum 
wage can boost adult employment and 
cause a decline in child labor, but in 
competitive labor markets the conse- 
quence of raising the minimum wage 
can be ambiguous. 
6.4 Dynamics 

One big caveat in the large literature 
on child labor is the treatment of dy- 
namics. Yet the dynamic consequences 
of child labor are likely to be large, 
since an increase in child labor fre- 
quently causes a decline in the acquisi- 
tion of human capital. If a child is em- 
ployed all through the day, it is likely 
that the child will remain uneducated 
and have low productivity as an adult. 

While the analysis of the long-run 
consequences of child labor is almost 
totally ignored in the literature (Jean- 
Marie Baland and James Robinson 1998 
being an exception), one can draw on 
some papers on human capital acquisi- 
tion and its long-run consequences, a la 
Oded Galor and Joseph Zeira (1993), 
Abhijit Banerjee and Andrew Newman 
(1993) and Lars Ljungqvist (1993) to 
derive some hints for modeling the dy- 
namics of child labor.34 This is what I 
attempt here and in the process develop 
the idea of a "child labor trap." I use 
some strong assumptions to develop my 
argument but it should be possible to 
relax these. 

Since my aim is to explain multiple 
equilibria in the long run, it cannot be 
criticized if I make an assumption that 
tilts the description of the single-period 
model away from multiple equilibria. 
Note that in Figure 2, if the demand 

curve is sufficiently elastic, there will 
exist only one equilibrium in the single- 
period model. To ensure that this is the 
case, I shall assume that the demand for 
labor is perfectly elastic. 

Consider an overlapping generations 
model in which each person lives for 
two periods, first as a child and then as 
an adult; and at the start of the second 
period gives birth to a child. As a child 
a person can either work or go to school 
(that is, acquire human capital). So if 
we denote a full day by 1 and a child 
works for a fraction e of the day, then 
the amount of human capital acquired 
by the child is 1 - e - h. 

The productivity of an adult depends 
on the amount of human capital, h, he 
acquired as a child. If we think of L as 
the number of labor units produced by 
one adult, then what we are assuming is 
that 

Lt = L(ht-1), L' > 0, L" < 0.35 (4) 
Let us make the normalization assump- 
tion that L(O) = 1. In other words, the 
amount of labor produced by an un- 
skilled adult is defined to be 1. That 
there is an inverse relation between 
child labor and the child's productivity in 

34 For an overlapping generations model of pa- 
rental schooling decisions, with implications for child 
labor, see Gerhard Glomm (1997). 

35 So we are assuming that if a child works 
more, his productivity as an adult falls. We justify 
this by assuming that a child's nonworking time is 
spent on studying. Even without this assumption 
one can argue that child labor diminishes adult 
productivity. As Pigou (1920, p. 751) had noted, 
"Many forms of unskilled labor at present open to 
boys not merely fail to train, but positively un- 
train, their victims." Madhura Swaminathan's 
(1997) study of child labor in Gujarat, India, 
weakly confirms this. She found that, for boys, en- 
tering the labor force as a child lowered produc- 
tivity when they became adults, though for girls 
there was no significant effect one way or the 
other. It is however noteworthy that in some spe- 
cial cases this relation tends to go the other way. 
The English cotton mills of the last century may 
be a case in point. D. A. Galbi (1997) has argued 
that the share of child labor in the mills fell during 
the early nineteenth century precisely because the 
earlier rise in child labor meant that, as these 
children grew up, there would be a cohort of more 
productive adult workers. 
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later life is also assumed by Parsons and 
Goldin (1989), though they do not pur- 
sue the long-run consequence of this 
assumption. 

Let us use V to denote the wage of 
one unit of labor. If labor demand is 
perfectly elastic, this will be constant 
and so we take the wage rate to be fixed 
at V. Hence, in period t, an adult who as a 
child, that is, in period t - 1, had worked 
et-i amount, will have an income of 

VL(1 - et-l) = Wt. (5) 
As is the model of subsection 6.1, we 

assume that it is the parent who decides 
whether to send a child to work. Let us 
assume that there is a wage W such 
that, if adult income is below W, the 
parent sends the child to work full time, 
that is e = 1. Let us also assume that 
there is a wage W > W such that, if adult 
income exceeds W, he does not send his 
child to work at all, that is, e = 0. Unlike 
in the model of subsection 6.1, we take 
all adults to be identical and assume 
that the child's labor is not a 0 - 1 deci- 
sion but monotonically varies with the 
parent's income. This may be summed 
up by assuming that the amount of work 
that a child is made to do in period t 
is a function of the parent's wage in 
period t: 

et = e(Wt), (6) 
such that e(W) = 1, for all W < W; e(W) = 
O for all W > W; and e'(W) < 0, for all 
We (W,W). 

From (5) and (6) we get 

et =_ e(VL(I - et-l)) (7) 
which may be described in brief as 

et =_ (D(et-1). (8) 
From the assumptions made above 

we know that 'D is upward sloping and 
bounded above at e(VL(O)) = e(V). In or- 
der to focus on the interesting case we 
consider an FD which intersects the 450 
line more than once. In the case illus- 

45? 

P 
(etil) 

e(V) - - - - - -- - - 

0 e* e(V) et- 

Figure 3. 

trated in Figure 3, there are three 
steady-state equilibria, of which two are 
stable. These are depicted by points 0 
and E. At E, a poor parent makes the 
child work full-time. The child acquires 
no skills and so as an adult earns very 
little and has to send his child, in turn, 
to work full-time. This equilibrium de- 
picts what may be called a "child labor 
trap."36 On the other hand 0 depicts an 
equilibrium where a child goes to 
school, earns adequately as an adult and 
so can and does send his child to school. 
It is a virtuous cycle.37 

There is scope for fruitful interven- 
tion by government. If an economy is 
caught in a child labor trap, what is 

36 A different kind of trap has been modeled by 
Mukesh Eswaran (1996). In his framework the ex- 
istence of the institution of child labor biases 
parents towards having more uneducated children 
rather than a few educated children. And this 
choice in turn perpetuates the institution of child 
labor. 

37 It is possible to argue that in addition to the 
fact that an educated parent is able to educate her 
child, the very fact of growing up in a household 
in which the adults are educated confers knowl- 
edge and therefore increased productivity on a 
child. This could render the better equilibrium 
even more dynamic than suggested by this model. 
For a discussion of the externalities of literacy 
within a household, see Basu and James Foster 
(1998). 
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needed is a large effort to educate one 
generation, and this can get the econ- 
omy rolling towards the virtuous equi- 
librium without need for further action. 
D. P. Chaudhri (1997) has discussed sev- 
eral versions of "virtuous spirals" and 
instances of how child labor tends to 
decline rapidly once a "tipping point" is 
reached. 

As is shown by Parsons and Goldin 
(1989), the sub-optimality of invest- 
ment in education is closely-related to 
the availability of efficient capital mar- 
kets (see, also, Jacoby and Skoufias 
1997). There is also evidence from the 
field that the availability of credit on 
decent terms can rescue many from the 
perils of child labor, since in developing 
countries, such as India, a typical rea- 
son for a child to drop out of school is 
not chronic poverty but a temporary 
mishap for the household, such as the 
father losing a job or a sibling needing 
medical support. 

The credit question comes up starkly 
in the model of Baland and Robinson 
(1998). Theirs is a two-period model of 
child labor in which inefficiency occurs 
despite parental altruism, because par- 
ents may run out of resources needed to 
educate the child. The only option then 
is to borrow against the child's future 
income, and this is typically not possi- 
ble. This shows that to solve the prob- 
lem of child labor one has to go beyond 
providing perfect capital markets. What 
is needed is the enforcement of inter- 
generational contracts, whereby what i 
borrows for i's child's education is paid 
back by the child when she grows up, 
by when i may be dead. But it is not 
clear that creating institutions for en- 
forcing such contracts is desirable, 
since it will be open to the moral hazard 
of "inverse bequests," whereby a person 
borrows funds in the name of the child's 
education and leaves the child with a 
repayment burden. 

Another related feature, which I do 
not model here but is important, is the 
fertility decision. We have in this paper 
treated the number of children as ex- 
ogenously given. In reality, the number 
of children a family has is partly voli- 
tional, and the decision may well de- 
pend on whether children can find work 
(Mead Cain 1977; Rosenzweig and 
Evenson 1977; Eswaran 1996; Pranab 
Bardhan and Udry 1999). Cain's study 
of Bangladesh shows that not only do 
children contribute to household in- 
comes, but a boy becomes a net pro- 
ducer by the age of twelve years, and 
after the age of fifteen years his cumu- 
lative contribution exceeds their cumu- 
lative consumption. Plainly, these are 
features that a proper dynamic model 
should be able to incorporate. There is 
need for such a model and the above 
outline should be viewed as motivation 
towards it. 

7. Sexual Harassment and Child Labor 

Corporal punishment and sexual ex- 
ploitation have, at several stages of his- 
tory, been closely associated with child 
labor. Commenting on Britain during 
the industrial revolution, Nardinelli 
(1982, p. 294) has observed how the use 
of violence was common against child 
laborers, though "by the middle of the 
19th century it was seldom used for 
older workers."38 In a model on the use 
of violence with special reference to 
child labor, Michael Chwe (1990) has 
tried to explain this asymmetric treat- 
ment of adults and children in terms of 
the lower reservation utility of the lat- 
ter. Evidence of violence also cropped 
up repeatedly during the interviews 

38 Nardinelli argued that the use of violence was 
a mechanism for raising productivity, a claim that 
has not gone unchallenged (see Mar Mackinnon 
and Paul Johnson 1984, and Nardinelli 1984). 
For some contemporary accounts of coerced child 
labor, see Jonathan Silvers 1996. 
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conducted by the British parliamentary 
committee investigating child labor in 
1832. For instance, a cotton spinner, 
Thomas Daniel, admitted that the child 
laborers "are always in terror; and . . . 
the reason of their being in a state of 
terror and fear is, that we are obliged to 
have our work done, and we are com- 
pelled to use the strap . . . " (British 
Parliamentary Papers 1968, p. 325). 

In what follows I want to raise a dif- 
ferent theoretical question concerning 
violence and sexual harassment. Con- 
sider first the case of adult labor. Is 
there a case for banning violence and 
sexual harassment when these occur as 
a consequence of voluntary contracting? 
I will argue that the answer is a condi- 
tional yes, and then try to show that the 
claim may be carried over to the context 
of child labor to construct a novel argu- 
ment for banning child labor in certain 
situations. Though the theoretical claim 
applies to all kinds of violence, I illus- 
trate it here with respect to sexual ha- 
rassment. This argument goes to the 
core of the philosophical debate con- 
cerning the state's right to ban volun- 
tary transactions between consenting 
individuals, such as the signing of self- 
enslavement contracts or trade in hu- 
man organs or a child's decision to sell 
his labor. The best of the existing argu- 
ments are quite tenuous39 and so this is 
a matter that deserves closer scrutiny. 

Economists usually take the line that 
a voluntary contract between two agents 
that does not have negative externalities 
on uninvolved outsiders ought not to be 
banned. Let me call this the "principle 
of free contract." If we accept this prin- 
ciple, then it is not clear why sexual 
harassment in the work place should al- 

ways be banned. Consider one kind of 
harassment which is ex ante voluntary. 
Suppose an entrepreneur advertises for 
workers, openly saying that he will pay a 
wage above the market rate but he re- 
serves the right to sexually harass his 
employees. Therefore, if a worker joins 
this firm, it must be that she finds that 
the benefit outweighs the cost. 

If we accept the principle of free con- 
tract, it now seems difficult to justify 
banning open sexual harassment of the 
kind just described. But I believe there 
is an argument that can be constructed 
which respects the principle of free 
contract, and yet may justify a ban. 

Note that under normal assumptions 
the following is true: If harassment is 
allowed, then those workers who are es- 
pecially strongly averse to harassment 
will be worse off because the market 
wage that they will be able to command 
will be lower than what it would be if 
no harassment were allowed by law. I 
call this the "harassment lemma," and 
begin by proving it. 

Suppose that we have a market with 
two kinds of workers, with type-I work- 
ers having a stronger aversion to sexual 
harassment than type-2 workers. For 
reasons of algebraic ease, let us assume 
that type l's distaste for harassment is 
infinite (so they would rather be unem- 
ployed than face harassment), while 
type 2's distaste is zero. If the wage rate 
is W and there is no harassment, the 
aggregate supply of labor by type-i 
workers isfi(W). As usual,fi'(W) > 0. 

This is a competitive model; so work- 
ers and employers are wage-takers. Let 
me, for simplicity, assume that there is 
only one employer and he gets a satis- 
faction of 0(>O) from harassing each 
worker. The production function of the 
employer is given by x = x(n), where 
x' > 0, x" < 0, n is the number of workers 
and x the total output. 

Let WH be the wage for those who 

39 For useful discussions of this debate see 
David Ellerman (1992, chapter 9) and Michael 
Trebilcock (1993, chapter 4). For an outline of the 
debate on what constitutes sexual harassment, see 
Gillian Hadfield (1995). 
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sign the with-harassment contract and 
WN for those who sign the no-harass- 
ment contract. If the employer hires nH 
workers under the H-contract and nN 
workers under the N-contract, his total 
profit is x(nH + nN) - nHWH - nNWN + 

OfnH. The first-order conditions from 
maximizing this can be rearranged and 
written as follows: 

x'(nH + nN) = WN (9) 
WH = WN + 0 (10) 

Clearly, type-I workers will sign N-con- 
tracts and type-2 workers will sign H- 
contracts. Hence, the total supply of 
workers for N-contracts will be fl(WN) 
and the total supply for H-contracts will 
bef2(WH). Therefore, using (9) and (10), 
we can say that Wk is an equilibrium if 

X'(fi(WN) +f2(WN + 0)) = WN* 

Consider now a legal regime where 
harassment is never allowed. Hence, 
there is only one wage in the market, 
W. The employer maximizes x(n)-nW. 
The total supply of labor is given by 
fi(W) +f2(W). W* is an equilibrium wage 
if x'(fi(W*) +f2(W*)) = W*. 

Since f2'> 0 and x" < 0, it follows that 
WN < W*. This completes the proof. 

What the harassment lemma estab- 
lishes is this. If we adhere to the princi- 
ple of free contract, then even though 
we may have no reason for stopping fi- 
nite pairs of individuals (an employer 
and an employee) from getting into ha- 
rassment contracts, there may be good 
reason for adopting the rule that no ha- 
rassmnent contracts should be allowed in 
the workplace. This is made possible 
by the fact that, in competition, the ag- 
gregate is not simply the sum of all 
atomistic acts. 

Note that the harassment lemma does 
not provide sufficient reason for ban- 
ning harassment, but simply shows that 
allowing contractual harassment cannot 
be justified on grounds of the principle 

of free contract, since allowing harass- 
ment typically has a negative externality 
on uninvolved individuals. Clearly, a 
negative externality cannot be a suffi- 
cient reason for disallowing any action. 
Otherwise we would have to say that no 
one should be allowed to work on days 
when there is a cricket match because 
those who like watching cricket will be 
adversely affected. 

To establish a sufficiency criterion, 
we need to go beyond economics and 
identify human preferences which are 
"fundamental" in the sense that no one 
should have to pay a price for having 
such a preference. This may be a con- 
troversial list but very few people will 
deny that there are such "fundamental 
preferences," and also that not all pref- 
erences qualify as fundamental. In most 
societies the preference not to be sexu- 
ally harassed would be considered fun- 
damental. No one should have to pay a 
penalty for having such a preference. 
On the other hand, the preference for 
missing work when a cricket match is on 
would not be considered fundamental 
by most of us. You may of course have 
such a preference but you should be 
prepared to pay some price for it. 

It is the harassment lemma coupled 
with the recognition that the preference 
not to be sexually harassed is funda- 
mental that clinches the case for an 
outright ban on sexual harassment. 

It is easy to see that the harassment 
lemma, as an abstract idea, carries over 
from the domain of sexual harassment 
to child labor, by assuming that house- 
holds have different degrees of aversion 
to sending their children to work. For 
concreteness turn to the model of Sec- 
tion 6.1 and assume that there are two 
types of households, 1 and 2, where a 
type-i household is one which would 
send its children out to work if and only 
if adult wage drops to below twi. Let us 
assume that wvi = -o (that is, type 1 
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households never send their children to 
work), whereas W2 = co (that is, type 2 
households always send their children 
to work). 

By using a diagrammatic technique 
similar to the one used in Figure 2, it is 
immediately obvious that the market 
wage rises if a ban on child labor is im- 
posed. Conversely, if a ban on child la- 
bor is removed, wages must fall; and so 
type-I households become worse off. 
This establishes the counterpart of the 
harassment lemma. 

Therefore, not having a ban on child 
labor penalizes households that have a 
stronger preference not to send their 
children to work. Following the claims 
of the above subsection, this leads to a 
case for a ban on child labor if we con- 
sider a household's preference not to 
send its children to work to be a funda- 
mental preference. To my mind this is 
not unambiguously fundamental or non- 
fundamental. It is plainly more funda- 
mental than a person's preference for 
missing work during cricket matches 
and probably less so than a preference 
for not submitting to harassment. So, 
while the case is not automatic, this is 
a possible avenue for justifying legal 
action against child labor. 

8. International Labor Standards 
A topic closely related to the subject 

of child labor is that of "international 
labor standards" and the use of "social 
clauses" as a prerequisite for trade. For 
many years, overtly or covertly, people 
have argued the need to enforce some 
minimal standards of labor, concerning 
working conditions, duration of work, 
the level of wages, and so on.40 

Laborers have often had to work in 

appalling conditions for meager wages. 
So a part of the agitation for minimal 
international labor standards is indeed 
inspired by a genuine concern for the 
well-being of workers. But as is only to 
be expected in such situations, forces of 
protection and lobbies with their own 
interest in mind have taken up positions 
behind this banner. The presence of in- 
ternational organizations makes it now 
possible, what earlier would be infeasi- 
ble, to bring multinational pressure to 
individual nations to comply with some 
minimal labor standards. In forums, 
such as the ILO, the GATT and now the 
WTO, the subject of labor standards or 
social clauses has been a live one (Jag- 
dish Bhagwati 1995). Some industrial- 
ized nations have campaigned for the 
inclusion of social clauses in the WTO 
which would either deny nations that do 
not fulfil minimal labor standards mem- 
bership in the WTO, or enable other 
nations to place a trade embargo on any 
nation that violates the standards. 

One major area for setting interna- 
tional labor standards concerns child la- 
bor (see Gary Fields 1995; David Bloom 
and Waseem Noor 1996; Keith Maskus 
and Jill Holman 1996; Stephen Golub 
1997; Drusilla Brown 1998). As an ulti- 
mate objective everybody agrees that 
children should not work, just as adults 
should not overwork and get underpaid. 
Given these objectives, what is the right 
policy response? Here answers have dif- 
fered widely. One answer is that since 
one country's acquiescence to lower la- 
bor standards gives it trading advan- 
tages in labor-intensive goods, there 
should be multilateral sanctions against 
such a country; and social clauses 
should be used to deter such "illegiti- 
mate advantages" (see, for instance, 
Terry Collingsworth, William Goold, 
and Pharis Harvey 1994; and Frank 
Wilkinson 1994). 

At the other end of the spectrum is 

40 See Steve Charnovitz (1987) and Srinivasan 
(1996) for discussion of the roots of the labor-stan- 
dards movement. For a discussion of alternative 
interpretations of "labor standards" see Werner 
Sengenberger and Duncan Campbell (1994). 
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the argument that countries trade on 
the basis of their relative advantages, 
and for some countries the advantage 
lies in their cheap labor. To try to level 
these out through the use of multilat- 
eral threats is to practice protectionism, 
which is likely to hurt not just workers 
in the Third World but consumers in 
the developed nations as well. In par- 
ticular, several economists have argued 
that a social clause in the WTO is not 
the right response to child labor and 
other problems of labor standards 
(Bhagwati 1995; Srinivasan 1996). In- 
stead, Bhagwati (1995, p. 757) argues 
for "methods of suasion" and for the 
ILO to be the main international agency 
to strive towards better standards. 

A variety of positions have also been 
taken between the two described above. 
Rodrik (1996), for instance, argues that, 
while one has to be aware that the "up- 
ward harmonization" of labor standards 
can rob poor nations of their compara- 
tive advantage in labor-intensive goods, 
it may be all right to use trade restric- 
tions against nations that violate a 
widely held moral code in the importing 
country so as to safeguard domestic la- 
bor standards. He calls this a "social 
safeguard clause," and suggests (1) in- 
stitutional mechanisms for ensuring 
that these are not misused by one na- 
tion against another and (2) a scheme 
for providing compensation (under cer- 
tain circumstances) to developing coun- 
tries that lose out as a consequence of 
such sanctions.41 

To check on the impact of imposing 
international labor standards on devel- 
oping nations (and to deduce which 
ones are worthwhile) it is important to 
have a suitable theoretical model. My 
interest here is in child labor standards. 

The theoretical modeling of labor stan- 
dards is still in its nascency (see Bloom 
and Noor 1996; Maskus and Holman 
1996; Srinivasan 1996). Of these, 
Maskus and Holman are most directly 
concerned with child labor standards. 
Their model is based on introducing the 
"demand for child labor standards" as 
an argument in the representative 
agent's Cobb-Douglas utility function. 
This makes some of the conclusions, 
such as the need for child labor stan- 
dards, too direct a consequence of the 
assumptions of the model; and it also 
leaves no margin for the fact that peo- 
ple's attitude to child labor may embody 
a misunderstanding of the implications 
of child labor for child welfare. 

It seems to me more valuable to ana- 
lyze policy starting from a standard util- 
ity function, instead of one chosen spe- 
cially for the occasion. In what follows 
we derive lessons for labor standards 
from a model which (i) does not intro- 
duce "labor standards" as a direct argu- 
ment in the utility function and (ii) 
recognizes the interdependence of 
decisions between nations. 

Consider the model of Section 6.1. 
Let us simplify it a little by supposing 
that all households are identical and at 
adult-wage W they draw their children 
out of the labor force. Let us also as- 
sume y= 1. On the other hand, we com- 
plicate the model a little by assuming 
that while the aggregate demand for la- 
bor is given by AD in Figure 4 and ag- 
gregate supply by BCFG (its strange 
shape is natural and was explained in 
Section 6.1), the demand and supply 
are evenly distributed over t regions, 
Ri, . . ., Rt, of the economy. In other 
words, if there are aggregates of N con- 
sumers and n firms, each region has Nit 
consumers and n/t firms. 

In other words, the demand curve AD 
is a horizontal summation of the de- 
mand of n identical firms and also the 

41 The idea of compensating developing nations 
for adopting higher labor standards was originally 
contained in Ron Ehrenberg (1994). See Krueger 
(1997) for discussion. 
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horizontal summation of the demand 
curves in the t regions. 

While we can think of R1 , Rt as 
different regions of a country, we can also 
think of these as t countries belonging 
to a global economy. We could think of 
these together as belonging to a "region" 
of the world. I shall assume that the world 
price of the good produced by this re- 
gion is one and, thanks to free trade, 
nothing that happens in the region can 
change this price. Labor, on the other 
hand, is region specific. Workers cannot 
migrate from one country to another. 

What we shall do is to study the im- 
pact of child labor laws on welfare with 
and without capital mobility. In this 
model I interpret capital mobility en- 
tirely in terms of the mobility of firms. 
In other words we shall consider two al- 
ternative scenarios: one where firms can 
freely move between the t countries (or 
regions), and another in which the firms 
are entirely country specific. 

Suppose the economy is at the bad 
equilibrium, EB. Wage is WL; the total 
employment is OG. The left-hand panel 
of Figure 4 depicts what happens in 
each region. In each region employment 
is equal to O'G'= (OG)/t. The figure is 
drawn as if t = 2. 

Consider first the case where firms 
are region specific. If a ban is imposed 
on child labor in only one country (the 
one shown in the left panel of Figure 
4), then, for reasons given in Section 
6.1, equilibrium will drift from EB to EG 
(in the left panel of Figure 4). In the 
case illustrated in Figure 4, workers in 
this region will be better off by the ban. 

Now suppose firms are fully mobile. 
Once again consider a ban on child la- 
bor imposed only in one country (de- 
picted in the left panel of Figure 4). 
This will imply that the total labor sup- 
ply in these t countries will be BCHJ, 
where HF = CFt, since child labor from 
one country is no longer available.42 
Hence equilibrium wage rises to W*. 

Let us see what the equilibrium looks 
like for each individual nation. Clearly, 
the nation that imposes the ban will be 
at a point like K, where wage is W* and 
total employment is O'J' (i.e. only adults 
are employed). All other nations are at 
a point such as M. This is caused by the 
flight of capital (in this case, firms) 
from the nation imposing the ban. 

In this new equilibrium, the country 
imposing the ban will have to incur 

42 Note also that JG must be equal to J'G'. 
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large costs monitoring the ban because 
it is not in the self-interest of workers 
and employers to comply with the ban. 
In addition, the workers of this nation 
are likely to be worse off with the ban. 
This will be especially true if t is large 
(which will imply that W* will be close 
to WL). 

Now suppose that through an interna- 
tional labor standards agreement all na- 
tions agree to impose a ban on child la- 
bor. There is now no flight of capital 
since one nation is as good as another. 
So the aggregate equilibrium shifts to 
EG and each nation shifts from EB to EG. 
All workers are better off and the ban 
does not need to be monitored since in 
this new equilibrium wage is so high (at 
WH) that parents do not want to send 
their children to work. 

It is true that we get this extreme re- 
sult by focusing on the case where the 
aggregate demand curve AD intersects 
the aggregate supply curve more than 
once. Nevertheless, what it illustrates is 
an important implication of the model 
of Section 6.1 for international labor 
standards. 

There are contexts where, even though 
labor standards are undesirable for each 
nation behaving atomistically, they are 
worthwhile if the standards are coordi- 
nated across a large number of nations. 
Indeed, once this is achieved it may be 
in the self-interest of everybody to live 
by the standards. 

One must add some notes of caution 
to the above proposition. First, the 
proposition must not be taken to de- 
tract from the claim that labor stan- 
dards are often a front for protection- 
ism. The proposition claims that it is 
possible for coordinated effort to bene- 
fit all. It does not say that this will al- 
ways be the case. What the proposition 
highlights is the fact that coordinated 
effort is better than individual effort. 
Second, it is conceivable that once we 

allow for the heterogeneity of nations, 
the case will be (when there is a case at 
all) for labor standards which vary 
across nations. Third, if we worked with 
a demand curve that was sufficiently 
low so that it intersects the aggregate 
supply curve of labor once and on the 
segment FG, we would find that even 
coordinated labor standards imposed on 
all nations will need monitoring (com- 
pliance being not in the self-interest of 
all individuals), though it will continue 
to be the case that it is better to have a 
coordinated effort rather than one im- 
posed idiosyncratically on some nations. 

9. Conclusion 

The literature on child labor is an il- 
lustration of abundance and anarchy. 
Theoretical writings on the subject are 
relatively few, though one finds theo- 
retical insights in many unexpected pa- 
pers and books which may be otherwise 
purely empirical or descriptive. The 
empirical writings on child labor are 
numerous but they are usually not 
founded on any theory. By bringing to- 
gether the main theoretical ideas, this 
survey hopes to encourage not just fur- 
ther theoretical research but empirical 
work which is analytically better founded. 

Also evident from this survey is the 
fact that there is no unique prescrip- 
tion. Should child labor be banned out- 
right? Should the WTO be given the re- 
sponsibility of enforcing restrictions on 
child labor through the use of trade 
sanctions? Should there be a legal mini- 
mum wage for adults so as to make it 
unnecessary for parents to send their 
children to work? The answer depends 
on the context. 

It was argued in this paper that there 
is much that can and ought to be done, 
but the precise policy to be followed 
depends on the economic milieu for 
which the prescription is being sought. 



Basu: Child Labor: Cause, Consequence, and Cure 1115 

The main policy divide is between legal 
interventions and what may be called 
collaborative interventions, that is, pub- 
lic action which alters the economic en- 
vironment such that parents of their 
own accord prefer to withdraw the chil- 
dren from the labor force. The avail- 
ability of good schools, the provision 
of free meals, and efforts to bolster 
adult wages are examples of collabora- 
tive interventions. We have discussed 
examples and given arguments to show 
that such interventions are, in general, 
a desirable way of curbing child labor. 
However, many of these actions may 
not be feasible. There may not be 
money enough in the government's cof- 
fers to run better schools or to improve 
the infrastructure, which would result 
in higher adult wages. 

In such circumstances, should gov- 
ernment resort to legal action to restrict 
child labor? There seems to be some 
agreement that some minimal restric- 
tions, such as children being prevented 
from working in hazardous occupations 
or under bonded labor conditions, are 
worth enforcing legally. It is true that 
one can always think of some circum- 
stance where even such a minimal law 
will work to the detriment of the child. 
But, by and large, children being made 
to work in hazardous conditions is 
either an act of child abuse or igno- 
rance on the part of the parents and the 
child, and so, in general, it is better to 
declare such action as illegal. 

But what about a more general ban 
on child labor per se? The evidence and 
the theory that we studied in this paper 
suggest that there is no unconditional 
answer to this. There are circumstances 
where, even if such a total ban were 
feasible and costless to implement, it 
ought not to be implemented. To un- 
derstand this one must realize that 
there are worse things that can happen 
to children than having to work. In very 

poor regions, the alternative to work 
may be to suffer acute hunger or starva- 
tion. Indeed, when child labor occurs as 
a mass phenomenon, it is likely that the 
alternative to work is very harsh, be- 
cause even poor parents do not in gen- 
eral like to send their children to work 
if they can help it. 

Curiously enough, despite this, there 
are circumstances where a total ban 
may be desirable from the point of view 
of the well-being of the children. This is 
because, whereas a single parent with- 
drawing the child from work cannot in- 
fluence equilibrium wages, a large scale 
withdrawal of child labor can cause 
adult wages to rise so much that the 
working class household is better off. It 
was argued in this paper that this is un- 
likely to be true for very poor econo- 
mies but may be valid for relatively bet- 
ter-off countries. Even so, one would 
need to do detailed empirical work to 
decide whether such a total ban is 
worthwhile. The interesting insight that 
theory gives us here is to tell us that it 
may be so and to give some hints about 
the type of economy where this is likely. 

Another thing that we know is that, if 
a ban is deemed desirable, a good way 
to implement it is by making schooling 
compulsory. This is because a child's 
presence in school is easier to monitor 
than a child's abstention from work. It 
is true that schooling is compatible with 
a certain amount of work, since chil- 
dren can work before and after school; 
but it is a good way to preventfull-time 
work and of course is desirable in itself. 
It has, in fact, been argued by some 
that, in very poor countries, we should 
make it possible for children to combine 
school with work, instead of thinking of 
these as mutually exclusive activities. 

The case for a ban on child labor in 
the export goods sector alone, which 
would be a natural concomitant of ef- 
fort in industrialized nations to boycott 
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the import of goods made with child 
labor, is weaker, since this could result 
in children being diverted to less desir- 
able or more hazardous work. In gen- 
eral, it is better to take economy-wide 
measures against child labor and, if 
there is to be a sector-specific ban, this 
should be based on the working con- 
ditions of that sector, rather than the 
destination of the goods. 

This reservation carries over to cer- 
tain kinds of international action, such 
as the imposition of minimal labor stan- 
dards as a prerequisite for trade, since 
this results in the maintenance of stan- 
dards only in the exports sector. In ad- 
dition, international labor standards can 
cause trade distortions by failing to rec- 
ognize the comparative advantages of 
different nations. The paper used some 
of the models of child labor to investi- 
gate the impact of international stan- 
dards. It was found that one beneficial 
effect of such standards could be the 
help that they can provide to develop- 
ing nations to make a coordinated im- 
provement in their working conditions, 
without causing a flight of capital. The 
idea of international labor standards as 
an instrument of collusion among devel- 
oping countries suggests news ways to 
think about this problem. The discus- 
sion here was brief and preliminary and 
simply points to directions for future 
research. 
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