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Abstract

This Dissertation is a collection of articles all related to child labour. A multi country
analysis estimating performance of labour intensive exports was performed and the
results revealed that child labour negatively influenced the labour intensive exports
share to GDP. Using National Sample Survey data from India, determinants of child
labour were studied. It was found that family characteristics, especially literacy levels
had a significant relationship with the activity status of the child. With the same data
set, returns to education in the informal and formal labour markets were studied for
rural and urban India. Results showed that returns were lower in the informal market,
rural regions and in the primary sector. A Cost Benefit Analysis was performed to
examine the net benefits of educating all out of school children and the results showed

that such a project would be within the reach of Indian Government.
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"The promises of the past have left us disenchanted. The result is not what you
said, which is why we are worried."

Gael, 18, from Chad, speaking at the UNICEF Children's Forum.
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1. Introduction on Child Labour

1 Introduction on Child Labour

Childhood is the most important stage in human life that shapes the future individual,
through formal education, self-learning through playing and interaction with other
children, adults and nature, into a better person in private and public life who is aware
of rights and responsibilities. However, not all children are at advantage to enjoy their
childhood. Millions of children are toiling at inhumane working conditions to earn
their livelihood. This issue of child labour has been widely researched and debated for
decades but it is still a significant issue for many developing nations. In each country
child labour is caused by unique mix of level of economic development in the
country, social attitudes towards children, cultural factors, educational quality and
quantity, duality in labour market, labour laws governing labour markets and the
stringency with which they are enforced. It is aptly described, as ‘child labour is a
symptom and not the problem’. Despite the countless policies and programmes
launched against the issue, the resultant dent caused in the numbers is very meagre.
This study is a further addition to existing knowledge on child labour, with special

focus on educational and employment issues related to child labour in India.

1.1 Core Labour Standards

Labour standards are the workers’ rights provided and enforced by the national
governments. The wages and working conditions of the working class mirror the
labour standards prevalent in a country. Certain labour standards are universal in
nature since they are synonymous with basic human rights. These basic rights of the
labourers serve as a foundation for other labour rights. Such standards are termed as
Core Labour Standards (CLS). The 1998 International Labour Organisation (ILO)
Declaration on Fundamental Principles at Work named these core standards. They are

the following:

Right to collective bargaining and freedom of association
Equality of opportunity
Freedom from forced labour

Abolition of child labour

o=



1. Introduction on Child Labour

The principles of core labour standards are reflected in eight ILO conventions stated

below, which are named as Fundamental Conventions.

1. Freedom of association and protection of right to organise convention, 1948
(Convention No.87)

Right to organise and collective bargaining convention, 1949 (N0.90)

Equal remuneration convention, 1951 (No. 100)

Discrimination (Employment and occupation) convention, 1958 (No. 111)
Forced labour convention, 1930 (No.138)

Abolition of forced labour convention, 1957 (No.105)

Minimum Age convention, 1973 (No. 138)

Worst forms of child labour convention, 1999 (No.182)

S A G e B

The numbers inside the brackets indicate the ILO convention number. The first two
conventions are related to union rights. The next two conventions deal with the equal
rights in work place. The next two conventions aim at abolition of forced labour. The
last two conventions deal with abolition of child labour.

The 1998 ILO declaration states that all members, even if they have not ratified the
conventions in question, have an obligation arising from the very fact of membership
in the organisation, to respect, to promote and to realize, in good faith and in
accordance with the constitution, the principles concerning to the fundamental rights
which are the subject of those conventions. This declaration has been celebrated in
legal circles as a primary step towards international constitution (Alston, 2004).
However, ILO has no powers to implement the ratified conventions. It depends on
expert advice, monitoring methods and surveys to ensure that the ratified countries
comply with the conventions. These labour rights are also reflected in UN covenants'
including the Convention on the Rights of the Child (CRC) and are ratified by many
countries (United Nations, 2007).

! Covenant on civil and political rights, Covenant on economic, social and cultural rights.
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1.2 Child Labour

Child labour should be viewed differently from the other three core labour standards;
for it is not just a labour issue but it is a serious social and economic issue confronting
the developing world. International organisations and national governments have put
much effort forth alike that the recent statistics have started showing a downward
trend in child labour incidence especially the worst forms of child labour (ILO, 2006).
Having child labour listed as a core labour standard, reflects the commitment of
international organisations in combating the issue. Though child labour has endured in
many countries for decades, increasing trade between the developed and developing
countries has helped to bring the issue into focus, and there is an increased awareness
among the public. Because of the concerns about child labour, it is always under focus
and has been a subject of intense scrutiny in public minds. Moreover, the research and
outreach activities of the non-governmental organisations have increased considerably

in this sector over the past decade.

1.2.1 Current Trends in Child Labour

The recent statistics on child labour presents a hopeful picture. The child labour
numbers is found to be decreasing in many parts of the world. Only in Sub-Saharan
Africa, the number of economically active children has increased. The reduction in
activity rate for the same region is due to increase in the child population. Activity
rate in Sub Saharan Africa continues to be the highest with 26.4 % of the child
population working. All other regions have experienced a fall in the number of child
labourers. Asia and the pacific regions, despite the decrease in child labour numbers is
still the highest in the world. The higher number, among other reasons, is also due to

presence of most populous nations in the region, viz. India and China.
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Table 1.1 Global Trends in Children's Economic Activity by Region *

Child Economically .
. . . Activity Rate
. Population Active Children
Region . . (%)
(million) (million)

2000 2004 2000 2004 2000 2004
Asia and the Pacific 655.1 650 127.3 122.3 194 18.8
Latin America and the
Caribbean 108.1 111 17.4 5.7 16.1 5.1
Sub-Saharan Africa 166.8 186.8 48 49.3 28.8 26.4
Other Regions 269.3 258.8 18.3 13.4 6.8 5.2
World 1199.3 | 1206.6 211 190.7 17.6 15.8

Source: ILO (2006), a — children in the age group5-14 years.

Efforts against child labour in Sub Saharan Africa needs to be stepped up. Children
are engaged in very hazardous employments in Africa especially as child soldiers in
nations rife with civil conflicts. International organisations should increase their
efforts to contain the issue.

The trend for two age groups is presented in table 1.2. The children are grouped in by
their age as, under 5-14 years and 15-17 years. These statistics show that child labour
is decreasing and importantly in the hazardous employment. Child labour in both the
age groups show reductions. The highest reduction is noted in children engaged in
hazardous work especially the children in the younger age group show a reduction of
33.2 %. The decrease noticed in child labour numbers in many parts of the world is a

relief as it is noticed for the time.
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Table 1.2 Trends in Child Labour Statistics by Age Group

f which
, Ofwhich | Ofwhich | OF "M
Child ] employed
] economically | younger than | ,
Age Group Population ) in hazardous
active 12 years
Works
2000 | 2004 | 2000 | 2004 | 2000 | 2004 | 2000 | 2004
5-14 Years
(millions) 1199.4 | 1206.5 211 1 190.7 | 186.3 | 165.8 | 111.3 | 74.4
Incidence
(% of Age Group) 100 100 | 17.6 | 158 | 155| 13.7 93 6.2
% change
from 2000 to 2004 — 0.6 -1 -9.6 — -11 -1 =332
15-17 Years
(millions) 332 | 359.8| 1409 | 126.7| 59.2| 519| 59.2| 519
Incidence
(% of Age Group) 100 100 | 424 352 | 178 144 | 178 | 144
% change
from 2000 to 2004 — 8.4 —1| -10.1 -1 -12.3 —| -12.3

Source: ILO (2006).

1.2.2 Definition of Child Labour

There is a conflict between the eastern and western notions of childhood. The rigid
western view being that labour below the age of 18 is exploitation and leaves no room
for other variants for other countries with different patterns of social and economic
development (Gayathri and Chaudhri, 2002). These conflicting notions have led to
debates about who should be defined as children (definition based on age) and what is
child labour (definition based on the nature of work). Many countries including India
define a child as a person under the age of 14 years and most international
conventions define them as persons under the age of 18 years. In addition, the
difference between ‘child work’ and ‘child labour’ needs to be highlighted. As in the
eastern world, child work is a part of growing up in consonance with family values
and structure and is acknowledged that the child is being able to contribute to the well
being of the family (Gayathri and Chaudhri, 2002). Child work includes light
domestic chore and they have certain learning values, which aids in the child’s mental
and cognitive development. Rural work primarily in agriculture is sometimes included

with child work because it is light and is often combined with schooling. When child
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work turns into child labour taking away time from attending the school and their
leisure time, it damages the normal development of a child. In simplified terms, child
labourers can be defined as economically active children who do not attend schools

and receive a monetary benefit for the work they do.

1.2.3 Efforts of International Organisations

Efforts of various international organisations including the ILO were very crucial in
highlighting the plight of working children and abolishing child labour. ILO
convention numbers, 138 on minimum age and 182 on worst forms of child labour
deal with child rights and many nations have ratified these conventions. Abolition of
child labour was also included as a core labour standard first by the Organisation for
Economic Cooperation and Development (OECD) and the ILO. The International
Convention on the Rights of the Child (CRC), which aims at abolishing child labour,
was adopted by the UN in 1989 and came into force in September 1990. It is ratified
by all nations except US and Somalia. The committee on the rights of a child monitors
its enforcement. CRC defines any person under the age of 18 as a child. Many
countries have ratified both the ILO and UN conventions and made laws declaring a
ban or a semi ban on child labour. A semi ban on child labour prevents young
children from being employed only in hazardous industries. UNICEF focuses on all
aspects related to children starting from nutrition to education. It frequently publishes
reports on various children related topics and country related studies. The principles
and provisions of CRC guide the work of UNICEF.

The Millennium Development Goals (MDGs) are eight goals that UN member nations
agreed to work upon and achieve by the year 2015. MDGs do not address child labour
directly though it aims at reducing poverty and achieving universal primary education.
Both poverty and primary education are central to the question of child labour. There
had been several criticisms that child labour is missing from the MDGs (Grimsrud,
2003), pointing out that, child labour as an indicator of economic growth and

distribution would well serve a MDG (Global March, 2006).
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1.3 Child Labour in India

As a developing country with highest child population in the world, the issue of child
labour in India is critical and is also widely researched (Cigno and Rosati, 2000).
Though percentage of working children is lower in India than many other developing
countries, it has the highest number of working children in the world, given its
population size. The debate about the definition of child labour has adversely affected
the statistics of child labour, where the exact numbers are still eluding. One of the
major problems in gaining accurate numbers is primarily due to the employers and
parents, who decline to divulge information on working children as child labour is
legally banned in many occupations. Therefore, the official statistics might not be
showing the real number of working children. According to National Sample Survey
(NSS), there are about 9.33 million children in India actively engaged in work in the
year 1999-2000. Different sources show different trends in child labour statistics. The
downward global trend in child labour numbers is also noticed in the National Sample
Surveys’ statistics. It shows that it has fallen from 13.95 million in the year 1991 to
9.33 million in the year 1999-2000. However, the census data presents a different
picture, showing an increase from 11.28 million in the year 1991 to 12.66 million in
the year 2001. The percentage of working children in the labour force, which reveals
the intensity of the issue, has decreased form 5.37% in the year1991 to 5% in the year
2001.

The other way of calculating the child labour numbers is by calculating the difference
between the total child population and the school enrolment rate (based on the
assumption that children out of school are potential child labourers and all enrolled
children are attending schools). The difference between such a number and the
official child labour numbers shows the number of ‘nowhere or idle children’, who
are not enrolled in schools and not reported to be work. These children could be just
at home or employed in hazardous occupations banned by law and therefore not
revealed by parents and employers. Statistics based on the NSS 55t survey on
employment and unemployment data in India in the year 1999-2000 is presented in
the Table 1.3 show the discrepancies in data on child labour. The classification is

based on the ‘usual activity status* of the respondents in the age group 6 tol3 years.

2 What the respondent have been doing in the past 365 days during the survey period.
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Table 1.3 Statistics on Child Population and Working Children

Percentage of

Category of Children Children
1.Attending schools 80.8
2.Economically active 0.90

Total reported at school or economically 81.7

active or both
Household enterprises, Child work and | 3.99
seeking work

Others 14.31
Total unreported children 18.3
Total children 100

Source: calculated from NSS 55th survey data.

Around 81.7 % of children in the age group of 6-13 years are reported either at school
or they are economically active. A significant percent of children who form the rest
are not reported at school or at work. It is a grey area where it is not clearly known
where the children are and why they are out of school. Some of them are working in
their own household enterprises. Since their wages go directly into the profit of the
enterprise, they are not counted as child labourers. It also includes children helping
their own families in domestic work, children seeking work and in other types of
casual employment where no wages (monetary benefits) are reported. It further
includes a group of children classified as ‘others’, which is not properly defined.
Though it is not correct to brand all of them as labourers, it is true that all of them are
deprived of education. Few of the children categorised here are disabled children.
Absence of schools or facilities at schools to accommodate disabled children is
negligence on the part of government and a failure of the government’s education

policy.
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0 Agriculture and allied B Manufacturing

0 Construction = Trade

m Services m Private employers and
B Hotels and restaurants households

Figure 1.1 Distribution of Child Labour in Different Sectors in India (in percent)

Source: Subbaraman and Witzke (2007).

Figure 1.1 describes the sectors wherein the children are employed. Agriculture and
allied activities remains the sector employing more than half of working children in
India (55.34%) which happens to be the primary occupation of the Indian labour
force. Manufacturing and trade employ 23.43% of child labourers. In the rural areas,
agriculture and allied activities is the major sector offering employment to children.
About of 75 % of the rural child labourers are employed in this sector.

In urban areas, children work predominantly in the secondary (36%) and tertiary
(60%) sectors, with manufacturing, construction, trade, hotels, restaurants, and private
and households being predominant employers. The sources of demand for child
labour vary widely in rural and urban areas. Child labour is also commonly noticed in
export oriented, but traditional industries. Many of these industries happen to be
hazardous. They include fireworks industry in Tamil Nadu, carpet industry in Uttar

Pradesh etc.

1.3.1 Bonded Child Labour

Bonded labour has endured in South Asia for centuries and is also linked to the
longstanding caste based social discrimination. India is the first country to have

acknowledged the presence of bonded labourers. Bonded child labour is forced child
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labour, and is regarded as one of the worst forms of child labour. Bonded children are
employed to repay their parents debt or sold for money to work for a certain period.
Sometimes child’s work is a part of the forced labour provided by the entire family.
Access and the cost of credit keep credit out of reach of poor families. Several studies
have demonstrated the negative relationship between an equitable credit market and
child labour (Ranjan, 2001).

According to UNICEF, about 40-50 % of the forced labourers are children. The
bonded children are very vulnerable, as they are often alone and work under
exploitative conditions. They are not paid or underpaid for their work and they live at
the work place, often lacking basic amenities. Abuse at work is also not uncommon.
Even though, studies into bonded child labourers are limited in number, discoveries of
bonded labourers and their subsequent release are frequently reported in the Indian
press. Their hideousness arising out of their illegality makes counting or studying
them difficult. Despite the strong legal provisions, there is a general lack of will
among the enforcing authorities to implement them strictly. Bonded Labour System
(abolition) Act, passed by the Indian government in the year 1976 has penal
provisions to imprison the perpetrators up to three years in prison. Until the year
2004, 4859 prosecutions were reported under the act (ILO, 2005). Nearly half of them
were reported in the state of Uttar Pradesh and data are lacking on the number of

convictions.

1.3.2 Efforts against Child Labour in India

India has not ratified the two ILO conventions relating to child labour. However, there
are constitutional and legislative provisions in place against child labour. Three
articles of the constitution are concerned with child labour:

Article 21a - right to education for children aged between 6 and 14 years,

Article 24 - prohibition of employment of children in factories,

Article 39 - directs the state governments to form policies such that ‘children are
not abused and are not forced by economic necessities to enter avocations unsuited to
age and strength’.

India has enforced a semi ban on child labour prohibiting child labour in hazardous
occupations. Child labour prohibition and regulation Act, 1986, prohibits children

from working in 13 occupations and 57 processes. It defines any person under the age
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of 14 as a child. The act was amended and made effective since October 2006, to
include two more occupations, viz. employment as domestic workers or servants and
employment in eateries, hotels and recreational facilities. This inclusion would
directly affect 255,000 children. However, trade sector (gross and retailing) that
employs nearly 10% of child labour was not included in the ban. Inclusion of this
occupation would benefit child labourers in the urban areas. However, there is a
negative repercussion, as the law might tend to be ineffective and make the children
worse-off if implemented, depriving the family of income as there are no provisions
for incentives for the children or for the family for the loss of income through child
labour.

The National Policy on Child Labour, 1987 recommended project based plan of
action targeting areas with high concentration of child labour. As a result, the
National Child Labour Project (NCLP) was planned in 1987 and became functional in
1988. The project, financed by the central ministry of labour, aims at rehabilitating the
children withdrawn from employment thereby reducing the incidence of child labour
in the areas known for high incidence of child labour. Apart from awareness
generation and legal action, the project also operates special schools for erstwhile
child labourers. Its students are provided with a monthly stipend. The project has
covered about 0.4 million children of whom about 0.3 million have been
mainstreamed into schools. The project currently operates 250 districts with high
incidence of child labour across the country.

India was the first country to join the International Programme of Elimination of
Child labour (IPEC), a global programme operated by ILO since the year 1992 and its
operation in India was extended from time to time and was recently extended until
Dec 2006. During the period 1992-2002, IPEC supported over 165 projects in India.
The programme also operates state based projects, identifying child labour prone
districts in the state. The programme works in tandem with NCLP. Under ILO- IPEC
project, central ministry for labour and the US department of labour developed a
project, INDUS, aimed at rehabilitating children working in 10 hazardous sectors. The
project will directly benefit 80,000 child labourers and it plans to support 10,000
families of former child labourers

Table 1.4 presents the economic characteristics of select Indian states. There are
currently 28 states and 7 union territories in India. In this study, no distinction is made

between states and union territories. The state governments and the central
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government share the responsibility of fighting child labour. Characteristics of states
with high incidence of child labour are presented in the table 1.4 along with the state
of Kerala. This state was intentionally selected as it has a high literacy rate and nearly
no child labour. Human Development Index (HDI) ranks, calculated with per capita

consumer expenditure and literacy rate, show Kerala in the forefront.

Table 1.4 States with Highest Occurrence of Child Labour and their

Characteristics
Child Per capita Adult Population
i
labour HDI state NDP | unemployment | below the
State (as % of | rank? 1999-2000 | as % of labour | poverty
ork;rs)l in current | force (1999- | line(1999-
N
prices’ 2000)° 2000) > %
Andh
naard 7.7 23 14715 1.4 15.77
Pradesh
Bihar 4.8 30 6328 2.4 42.60
Karnataka 9.1 21 16343 1.4 20.04
Madh
achya 7.1 32 10907 1.1 37.43
Pradesh
Maharashtra 8.4 16 23398 2.9 25.02
Uttar Pradesh 7.6 31 9765 1.4 31.15
West Bengal 4.5 19 15569 4.0 27.02
Kerala 0.47 1 21046 8.6 12.72
Indi
nean 5 - . 2.3 26.10
Average

Sources: 1. Census of India, 2001, 2.National Human Development Report,
2001, 3. Government of India (2002).

The selected north Indian states of Bihar, Madhya Pradesh and Uttar Pradesh together
with another state Rajasthan were often called as BIMARU (Bimaar in Hindi means
sick), because of their backwardness. These states are listed as the most backward in
the HDI rankings. Though per capita state NDP has certain ambiguities when
measuring an individual’s well being, because of regional disparities present in the
state, it serves well to gauge the state’s economic welfare in comparison to other
states. The state of Maharashtra, with huge presence of manufacturing industries has
very high per capita NDP, but also has high incidence of child labour, pointing out the

disparities in the distribution of growth. Similarly, Andhra Pradesh and Karnataka
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have recently experienced growth in the information technology sector and Business
Process Outsourcing, but the economic growth is limited to certain pockets.

Adult unemployment is also included as cause for child labour in several studies.
However, as the table shows the state of Kerala has the highest level of
unemployment in the selected states, higher than Indian average, but also has the
lowest incidence of child labour. The negative effect of adult unemployment over
child education is the resultant of a high rate of literacy prevailing in this state. Even
though, the unemployment rates appear very less in certain states, a vast section of the
population lives under the poverty line. Nearly 70% of the labour force is employed in
agricultural and therefore the employment is seasonal. Population living below the
poverty line is very high in Bihar, Madhya Pradesh and Uttar Pradesh. Andhra
Pradesh has lesser population below the poverty line, only a little higher than Kerala

and even then, it has a very high incidence of child labour.

1.4 Causes and Consequences of Child Labour

Understanding the causes and consequences of child labour is crucial in formulating
the policies to combat it. Though the subject has been under discussion for a very long
time, it is still short of concrete formal analysis. They are often many factors working
in combination that promotes and perpetuates child labour and therefore the issue can
never be studied in isolation. One reason might be that child labour is a resultant of
failures and issues confronting many spheres of the society, viz., economic, social,
cultural and political. Figure 1.2 represents the factors affecting child labour. Of all,
two factors can be pointed out as the major reasons: poverty and poor education
policy. There is also a link between poverty and literacy rates as the literacy rate is
shown to increase with increasing income levels. The NSS report on literacy and
levels of education in India shows that in families with higher monthly per capita
expenditure, literacy rates are also higher (NSS 2001).

Credit constraints of the parents also increase the incidence of child labour as shown
by Ranjan (2001). The results show a positive relationship between inequality of
credit distribution and incidence of child labour. As long as the cycle of poverty and
child labour is not intervened through proper credit market reforms, the cycle
perpetuates and the children of ex-child labourers end up as child labourers as well.

Emerson and Souza (2003), showed such intergenerational persistence of child labour
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in Brazil. They show a strong positive correlation between parents being ex-child
labourers and their children being employed at an early age. However, when the
parents’ education increases, the probability of the children being employed had
reduced.

Experience of developed countries shows that with economic growth child labour
reduces and is subsequently eliminated. In the recent years, India has been
experiencing a higher economic growth. Nevertheless, Child labour is found to be
prevalent not only in poorer states but also in states with higher growth rates like
Mabharashtra and Tamilnadu. The prevalence and expansion of child labour in the
period and regions of relatively high aggregate output indicates that the nature of

economic growth is flawed (Swaminathan, 1998).
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Similar results were obtained by Kambhampati and Rajan (2006) where they show
that growth actually increases child labour rather than decreasing it. The determinants
of child labour are studied separately in the third chapter.

The consequences of child labour are multifaceted, with the first effect being on the
child itself. Being denied a proper childhood, the child’s normal development is
hampered, affecting its normal physical, mental and cognitive development. Child
labourer’s health deteriorates, as the working conditions are poor with poor light and
ventilation, especially in informal industries in urban regions. As child labour eats
into their schooling time, they are deprived of proper schooling and therefore their
human capital accumulation cannot to be compared to that of proper school going
children. Nevertheless, this trade-off between child labour and human capital
accumulation is not straightforward. This depends on the nature of the child’s work.
Many studies reveal that child labour is combined with schoolwork, especially in
agricultural work. As long as the work is not too demanding on the child’s time and
energy, schooling is not a problem, but it is when the child is too tired after work to
attend school. In addition, suggestions that children learn practical skills at work do
not hold as the children mostly do simple repetitive manual jobs.

Though the family is at economic gain because of child labour, in the long run the
family stands to lose through poor health, increased fertility and lack of skills. Parents
send their children to work when to ensure family’s subsistence and working children
contribute to their family income. The extent to which the working children contribute
to their family income has been studied in various countries. Swaminathan (1998)
found in her study in the Indian state of Gujarat, 40% of working children surveyed,
contributed about 10 to 20% of their family income.

Child labour is promoted by the inequalities existing in the society and it in turn
promotes such inequalities. Studies demonstrate that child labour promotes gender
inequality (Ray, 2000) and caste inequality. Caste divisions are also reflected as class
divisions and the divide is kept alive through child labour as the problem perpetuates
through generations. Gender biases already exist in sending children to work and to
work. Family decision on which child should be sent to work leans towards male
siblings. In some families, boys are also given preference over girls for attending the
school while the girl children are preferred for domestic help. Alaka Basu shows the
relationship between working mother and a girl child as an inverted U shaped curve

(from Basu, 1999). As the mothers start working, girl children are engaged to look
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after the household. However, when the mother’s salary started to increase, girl
children are usually sent back to school.

Table 1.5 shows the existing gender biases among children in work and in school. The
children were grouped into two based on their age, as 6-10 years old (primary school
age) and 11-13 years old (middle or upper primary school age). In both the age
groups, there are slightly higher numbers of male children employed than the girls.

Table 1.5 Distribution of Child Labour across Age Groups and Gender

Age group Child Labour * Enrolment rates "
(years) Male Female Total Male Female
6-10 10.74 8.85 19.58 52.48 47.52
11-13 49.30 31.11 80.42 54.68 45.32
Total 60.04 39.96 100.00 53.01 46.99

Source: a-calculated from NSS 55 Survey on employment and unemployment
data, 1999-2000. b - Mehta (2006).

Consistently, the enrolment rates are higher for boys than girls in both the groups. The
majority of child labourers are in the age group of 11-13 years and these children
include dropouts from primary schools. Children from the younger age group are
preferred to be sent to schools and if not possible then they are kept at home rather
than sending them to work.

Child labour results in lack of technological innovations and creates more unskilled
labourers reducing the nation’s productivity and output. In an industry where child
labour supply is abundant, there is disincentive for investment in innovation, thereby
hampering technological growth in the industry. Similarly, introduction of labour
saving technologies will reduce child labour. Diamond and Fayed (1998) note in
Egypt with 1% increase in capital; the children’s wage would reduce by 0.9%.

Child labour has a major impact on the adult labour market. Children are sometimes
mentioned as essential in an industry since they perform tasks that adults cannot. The
nimble finger argument’® put forth by carpet industries has been disproved as the fine
quality carpets are made by adults. Adults can perform all tasks done by children.

Therefore, children are merely preferred for their lower wages. It is proven that

3 Argument that nimble fingers of children are best suited to do intricate work.
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children and women are substitutes in labour market (Diamond and Fayed, 1998),
probably because they both lack physical stamina of male workers. In that case,
children and women compete for jobs. Galli (2001), reviews studies about relation
between adult labour market and child labour and concludes that child labour
complements adult workers in rural regions and they compete with women for
industrial jobs. Long-term consequences of child labour are negative for the family
and the nation. Regardless of the short-term positive consequences child labour needs
to be combated through a proper mix of policy measures.

The upcoming chapter studies the core labour standards and if they offer any
competitive edge for exports. The third chapter is an empirical study on determinants
of children out of school. The fourth chapter studies returns to education in various
sectors of rural and urban India. Using the results of fourth chapter, the fifth chapter
studies the cost benefit analysis of education in India. Sixth chapter is a case study on
child labour in the carpet industry in India. Carpet industry was harbouring child
labour for long and was brought under intense scrutiny by public, media and foreign
governments. The chapter studies the progress made in this sector with regard to child

labour. Seventh chapter summarises the results and draws policy conclusions.
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2 Core Labour Standards and the Performance of Labour

Intensive Exports

2.1 Core Labour Standards and Trade

Linking labour standards with trade had always been an issue of contention between
developed and developing nations. It has been constantly under discussion and figures
in the foreign trade policies of countries. With the increase in trade of manufactured
goods, this debate has gathered pace and is now a subject under focus and scrutiny.
Although all nations agree on the importance and beneficial nature of core standards,
they differ on how it could be achieved. Certain sections, including the developed
countries, call for harmonising standards with the use trade measures against non-
compliance, while others argue that overall development of the country will be the
remedy against poor standards.

The proponents of universal standards put forward moral and economic arguments
supporting harmonisation of labour standards. The economic argument is that the
countries with poor standards gain unfair trade advantage and such exports amount to
‘social dumping’. They fear the income distributional effects of such trade will
promote a race to the bottom in their own unskilled labour wages. The second
argument are the moral and altruistic concerns; that poor labour standards violates
basic human rights and trade should be used as platform to implement these rights,
wherever they are lacking. Proponents of universal standards call for using trade
policy instruments to ensure that human rights are respected in the labour markets of
developing countries. On the contrary, developing countries regard any attempt to
include labour standards in international trade agreements as a veiled protectionist

attempt. They argue that the calls for universalising the labour standards, which are
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national policies, and attempts to regulate them amount to interfering with their
national sovereignty.

Naturally, the labour standards are elaborately discussed in the context of trade
agreements and Foreign Direct Investment (FDI). Many trade agreements also include
a note on standards. North American Free Trade Agreement (NAFTA) does not
include a social charter as such but has a collateral agreement that deals with the
labour and environmental standards. The European Union (EU) has a social charter
that deals with core labour standards as well as other labour standards. There are also
concerns regarding poor labour standards attracting high FDI, which might trigger a
race to the bottom in standards, bringing down the standards in the west. However,
there is no convincing evidence to prove that countries with low standards attract high
FDI (Dehejia and Samy, 2002). Export Processing Zones (EPZ) in developing
countries are also particularly criticised by the west for keeping standards

intentionally low inside EPZs to gain advantage (ICFTU, 1996).

2.1.1 History - Trade and Labour Standards

Attempts to define labour standards dates back to the industrial revolution in Europe.
Labour standards in the context of trade have been under discussion since late 19"
century. For a historical review of issue, refer Charnovitz (1987) and Engerman
(2001). First official validation of labour standards appeared in the treaty of
Versailles. In 1919, members of the League of Nations agreed that they ‘will
endeavour to secure and maintain fair and humane conditions of labour for men,
women, and children, both in their own countries and in all countries to which their
commercial and industrial relations extend, and for that purpose will establish and

maintain the necessary international organisations’ (Treaty of Versailles, 1919). The
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treaty of Versailles also established the International Labour Organisation, which is
the only international body that survived the Second World War. The aims and the
purpose of the ILO were redefined in the Declaration of Philadelphia?, in the year
1944, which mentions about the equality in employment, which is now considered as
a core labour standard.

The Havana charter of the International Trade Organisation (ITO) framed in the year
1948, also mentions about the unfair competition because of poor labour standards in
article 7 of chapter II (Charnovitz, 1987). However, the ITO failed to take off a full-
fledged organisation. General Agreement on Tariffs and Trade (GATT) makes no
mention of labour standards except for the article XX (e) (CIESIN GATT guide) that
prohibits goods made with prison labour, which is considered forced labour in certain
cases. USA attempted unsuccessfully to include labour standards in the Tokyo and
Uruguay rounds of negotiations.

During the 1960s and 70s developing countries were wary of imports from developed
countries and strongly pursued import substitution policies. Later there was reversal in
the situation, when there was stagnation of wages and increasing income inequalities
coupled with increase in exports of unskilled labour intensive manufacturing goods.
The developed countries especially USA tried to take a protectionist stance fuelled by
fears of fall in wages of their unskilled labourers as result of trade with countries with

low standards. There were increased calls in the developed for inclusion of a social

* The principles adopted in the Declaration of Philadelphia are, 1. Labour is not a commodity, 2.
Freedoms of expression and of association are essential to sustained progress, 3. Poverty anywhere
constitutes a danger to prosperity everywhere, 4.All human beings, irrespective of race, creed, or sex,
have the right to pursue both their material well-being and their spiritual development in conditions of

freedom and dignity, of economic security, and of equal opportunity.

23



2. Core Labour Standards and the Performance of Labour Intensive Exports

clause’ in trade agreements. In the mid 1990s, OECD published a report on core
labour standards and trade, which intensified further debates in the topic. The WTO
ministerial meeting in Singapore reaffirmed its commitment to International Labour
Standards (ILS, they are the core labour standards applied internationally) affirming
that they belong to the competence of ILO, which should be supported by the member
countries to promote them. The ministerial meeting included that the ILS should not
be used for protectionist purposes and particularly not for denying comparative
advantage of developing countries. The ILO Declaration on Fundamental Principles at
Work named the CLS in the year 1998. The UN meet in Davos in early 1999 called
for ‘Global Compact’®, which included the four core labour standards as its labour
principles.

In the year 2000, the follow-up of the 1998 ILO declaration became operational. All
members regardless of whether they have ratified or not have to submit a report on
how they have promoted the principles of the declaration in their countries. The ILO
regularly monitors and reviews the member countries in issues ratified by them. Doha
declaration of the WTO made in the year 2001 reaffirms the member countries stance
on labour standards declared at the Singapore ministerial round.

The most recent development in the subject of labour standards and trade is the
bipartisan agreement on trade policy in the US congress. Future trade deals with USA
will require signatory countries to “adopt, maintain and enforce” the fundamental

standards of the International Labour Organisation (Economist, 2007)

> Sanctions on trade in response to violations in labour standards are referred to as social clause

% Global Compact is an international voluntary initiative that brings together business corporations,
international labour and civil society agencies with UN agencies, and together they promote
responsible corporate citizenship, so that business can be a part of solution to challenges put forth by

Globalisation. It became operational in 2000.
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2.2 Theoretical Discourses on Labour Standards and Trade

2.2.1 Arguments calling for Labour Standards through Trade Measures

Ethical and economic reasons are being cited defending the calls for common labour
standards. The most prevalent political argument put forth is that trade with countries
with poor labour standards will bring down the wages of the unskilled labourers in
developed countries. To avoid it, it is preferred that the labour standards be improved
in countries wherever they are lacking. Such calls mean that better labour standards
are global public goods that are absolute across nations. Proponents of this argument
encourage the use of trade policy instruments to punish/correct the countries that fail
to improve their standards.

The important economic argument is that the existence of huge north south divide is
the result that globalisation process has not followed all the rules that theory puts
forth. It is argued that implementing higher standards would correct the distortions
prevalent in the labour market resulting in better allocation of resources and higher
income. The prevalence of poor labour standards are regarded as a labour market
imperfection and it is suggested that the government interference will improve them
(Palley, 2004). There are two arguments that how implementation of standards

through trade will work.

e The conventional static argument that the implementation would correct the
market distortions and result is better allocation of resources. This in turn
results in higher output and welfare.

e Dynamic argument that the improved standards change the pattern of
incentives facing the industries and the government; eventually taking them to
higher path of growth, where the wages are higher and the focus is on
productivity. The pattern resembles the famous prisoners’ dilemma, where the
players lack cooperation and end up in sub optimal equilibrium. However,

with cooperation they are shifted to higher equilibrium (Palley, 2004).
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Similarly, it is argued, uniform standards across countries will be beneficial

for both developed and developing countries.

The other argument is the moral argument condemning the prevalence of poor
standards in many parts of the world and calls for common higher standards. Not all
arguments for promotion of core labour standards can be viewed as protectionist.
There might be real altruistic concerns especially about child labour in developing
countries. Such concerns are high in high-income countries, reinforcing the claims
that higher labour standards are ‘Normal Goods’, whose demand increase with
increasing income. Improving standards in developing countries will improve the

utility of certain sections of consumers in developed countries.

2.2.2 Arguments against Implementation of Labour Standards through Trade
There are two issues raised against the calls for uniform labour standards, the first
being the question whether standards are absolute and second being the opposition to
the use of trade measures to improve the standards. According to this argument
standards, though are certainly universal in nature are not essentially absolute. Even
though the labour standards are accepted as goals, there are hesitations to accept them,
as rights.

There are also questions and objections regarding the language used in defining the
standards. For example, there is difference of opinion in ‘what is the minimum age for
work?’, ‘when does child work becomes child labour?’ and ‘what amounts to
discrimination in workplace’ etc. This again varies between countries depending on
their cultural and social factors.

The level of labour standards in a country depends on its factor endowments, level of

social and economic development and its cultural norms. Diversity in terms of factor
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endowments, tastes, technology is the basis for trade based on comparative advantage.
It is therefore argued that the prevalence of diverse standards across nations is also a
case for free trade. Use of trade measures like import ban of goods involving poor
standards is certainly not the solution to improve standards but on the contrary the ban
can worsen the labour standard. For example, an import ban on goods produced with
child labour is not the right method of fighting the problem of child labour, as it
makes working children and their parents worse off by pushing them into informal
sector or even into other less desirable activities.

Bhagwati (1994) analyses the old and new challenges that confront trade. He treats
the demands for harmonisation of labour and environmental standards and domestic
institutions as a pre-requisite for trade and fear of income distributional effects of
trade with countries marked by poor standards, as a new challenge. He points out that
the factor price equalisation theorem is being brought out in support for harmonisation
demands and explains that factor price equalisation has too demanding assumptions
and that it might not suit the reality. He offers three reasons why the real wages of the
developed and developing countries will not converge, they are, 1) scale economies,
2) diversification, and 3) trade and competition.

Maskus (1997) in a study analysing the link between CLS and trade, he found that
deficient standards in export sectors actually reduced the export performance. The
author also demonstrates that the use of trade measures in implementing the labour
standards across nations will only be counter-productive as such measures reduce
global efficiency for a small gain. Alternative measures like policies aimed at
reducing poverty and improving education will be useful. He finds the theoretical and
empirical claims that weak labour standards will generate spill over of wages in

developed countries as unfounded. In addition, imposition of dumping tariffs would
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be complicated as it would be difficult to calculate and it would be subject to political
capture. He therefore concludes that the use of trade sanctions to improve labour
standards is inadvisable and measures can only aggravate the severity of poor
standards.

Brown (2001) does a comprehensive analysis on labour standards: their place in the
international arena, instruments that may be used for establishing them. The paper
points out that the income inequality existing in USA is a result of skill-biased
technological change and arguments to link that with trade with countries with poor
standards and unskilled wages in developed countries is very weak. Harmonising the
standards is unlikely to improve the distribution of income in developed nations. She
examines the role of labour standards in trade agenda and concludes that though
heterogeneous standards are a policy concern, single set of standards would not be an
appropriate policy response.

Child labour, a core labour standard, is proven prevalent only in countries and in
families with low income. There is evidence that with the increase in income, the
extent of child labour decreases (Krueger, 1997). The relation between low income
and child labour can be broken by efficient capital markets. Lack of or cost of capital
is a factor that worsens the issue of child labour (Baland and Robinson, 2000). Hence,
the prevalence of child labour is a dependent on social and economic reasons and is
not motivated at comparative advantage.

Use of trade measures to implement higher labour standards is not a valid argument
since the worst cases of labour standard deprivation is found in the informal sectors
(that are not directly participating in international trade) of the developing countries.
In addition, the trade measures might shift the industry to a different state or country

with poor standards. For example, when Pakistan agreed not to employ child labour in
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soccer ball industry, the production moved to India (Berik, 2001, from Palley, 2004).
Trades measures, without adequate policies to correct other failures of the state will
be welfare reducing and might push labourers into a miserable situation of either
joblessness or informal sectors with no regard for labour standards. In addition, they
forward poor standards to a different country.

Available literature suggests that the nations demanding for higher labour standards in
the east should resort to other ways of improving standards instead of trade measures.
They should transfer income to poor households. This will reduce child labour and on
the other hand, trade measures would make the families poorer and will push them
into worse sectors of employment. They could also reduce the barriers on migration of
workers from east. Admitting more immigrants in western nations would also
improve their living conditions to western standards (Srinivasan, 1998). They could
also subsidise the employers to improve working conditions and to employ adults
instead of children.

Despite the moral and economic arguments made by the proponents of International
Standards, universal labour standards does not have rationale, given the different
stages of economic developments the developing countries are in. Workers in
developed countries might be made worst off due to strict regulations in the labour
market that result due to trade pressures. Non-trade measures will be effective; for
example improving the quantity and quality of educational facilities, strengthening the
civil institutions, etc.

What lies in the heart of this debate is whether poor labour standards offer
comparative advantage. It is undisputed that many developing countries have poor
labour standards that many times violate basic rights. However, by exploiting

labourers do they achieve any unfair trade advantage needs to be studied. Despite the
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vigorous debates, concrete empirical evidence regarding the effects of poor standards
on comparative advantage is elusive.

Brown et al (1996) studied the partial and general equilibrium effects of
implementation of labour standards. They model the better standard as a policy that
aims to correct an externality that imposes a cost on the society and its imposition will
be an additional cost on the domestic firms. In the partial equilibrium analysis, if the
countries are small and if the social cost of externality is borne by the country where
the firm is located, then the domestic policies that internalise the externality is welfare
improving for the world and for the country. Since standards increase the world
prices, net exporters will press for higher standards and net importers will prefer
lower standards. Producers will prefer higher standards abroad as it increases the
world prices. When the country is large enough to influence world prices, the
incentives for distorting standards for terms of trade purposes is related to their own
standard setting as well. For example, net exporters will prefer higher than optimum
standards to get the benefit of higher world prices and improved terms of trade.

How standards alter welfare in large countries is also studied by Brown ef al (1996)
using general equilibrium analysis by studying how standards affect the country’s
trade and terms of trade. Assuming that the imposed standard uses resources that
otherwise would be used in production process, imposition of standard in a
specialised economy producing a single good (X) and importing another (Y), will
reduce its production (of X), consumption (of X and Y) and trade (export of X and
import of Y). Thus, the country loses its welfare in terms of consumption. Since
standard has another purpose, it could be set optimally so that the benefit of higher

standards offsets the loss in consumption.
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The model is extended, similar to Heckscher-Ohlin model, with both the countries
producing and exporting both the commodities using two factors of production.
Imposition of the standards will use the factors that otherwise be used in production.
How the standard will affect the output and trade will depend upon the factor intensity
of the standard. The study found out that if a standard used higher ratio of labour to
capital than is available in the world market then it will withdraw from the traded
goods production (in either country where the standard is implemented) amounts of
factor that will reduce the country’s output of labour intensive good relative to the
consumption of the good. In addition, it will increase the world relative price of the
labour intensive good. Thus, only a completely neutral standard will use factors in the
same proportion as endowments. If standards are harmonised then the labour
abundant country will over provide the labour intensive standard as it improves its
terms of trade benefits. In the same note, capital abundant country will under provide
a labour intensive standard. If imposing a standard increases the production cost of the
industry, similar to the previous model here also the standard favours one country to
other regardless of who implemented it. They conclude that diversity in working
conditions is a norm and it is inappropriate to brand such trade that follows
differences in labour standards as ‘unfair’ as along as the standards are consistent with

efficient resource use.

2.3 Studies on Labour Standards and Trade Performance

A study by OECD (1996) found no relation between labour standards and trade, FDI,
economic development and employment. It studied the ratification status of
conventions related to labour standards and trade performance and found that they

were unrelated. Mah (1997) performed a similar study with a different set explanatory
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variables, importantly real interest rate was used to represent cost of capital. The
study analysed 45 non-OECD members’ export share in GDP and the ratification of
conventions regarding core labour standards and found that ratifying the conventions
regarding non-discrimination and freedom of association reduced the export
performance.

Busse (2002) analysed the role of core labour standards on the export of labour
intensive goods and studied if they provide any comparative advantage. He studied
export of goods that are low in technology and labour intensive. The results showed
that weak union rights provided a comparative advantage for unskilled labour
intensive goods. Discrimination of women in employment reduced the comparative
advantage by reducing the supply of workers. But lower standards in child labour and
forced labour increased the labour supply and thereby improved comparative
advantage

Hasnat (2002) studied the export share of GDP as a function of productivity, wages,
investment, human capital, labour standards, and tested it on 58 non-OECD countries.
The results showed that only the right to organise and collective bargaining (union
rights) had a significant influence on the export performance. Ignoring this right, CLS

do not have a significant influence on the trade performance.

2.4 Materials and Methods

Here in this study, competitiveness of the export of labour intensive goods is studied
as its ratio to the nation’s GDP. The semi-log regression equation used in the analysis
is, In (labour intensive exports/GDP) = a + b; (child labour) + b, (discrimination)
+bs (union rights) + by (forced labour) + c (labour density) + d (openness) + e

(investment) + f (literacy rate) + g (manufacturing wage) + h (gini ratio) +error.
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Manufactured labour-intensive goods were selected based on the study by Kucera and
Sarna (2004). Data includes six, 2- digit goods, 23, 3-digit goods, 16, 4-digit goods
(UN, 2004). The definition of child labour varies greatly across countries; therefore,
child labour statistics are not suitable for analysis. Instead, the number of children out
of school in the age group of 5-14 years (UNESCO, 2005) is used as a proxy for child
labour. Not all children out of school are child labourers; however, it is a more
suitable proxy for the purpose of our analysis.

The extent of discrimination in each country is captured by the share of female
labourers in the labour force. The index on forced labour developed by Busse and
Braun (2002) was used to capture the prevalence of forced labour in the country. The
index ranges from 0-5 with zero being the best case and five, when all forms of forced
labour existed in the country. The union rights index weighted for severity (Kucera
and Sarna, 2004) was used to represent the strength of labour unions in selected
countries. This index ranges from zero to 10 with zero being the worst case. The
labour endowment was calculated as of labour to land ratio (World Bank, 2005).
Trade openness is calculated as a ratio of trade to GDP. The effect of investment is
captured by the gross capital formation (GCF) as a percentage of GDP (World Bank,
2005) Literacy rates were used to study its relation to unskilled labour intensive
exports (UNDP, 2005). Expected labour wages for non-market economies were
obtained from the U.S Import Administration. For other countries, labour wages were
was calculated using wage data from ILO and exchange rates from the CIA Fact
Book. The Gini index was obtained from the World Bank (2005). GDP per capita in
US$ PPP was obtained from UNDP (2005).

Grouping the countries based on their performance in core labour standards using

cluster analysis revealed a statistically insignificant results and therefore a GDP based
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classification was employed. The selected nations were studied as three groups; the
first group included all nations; the second group included low and middle-income
nations; the third group included the developing countries. Nations with GDP per
capita (USD PPP) lower than 6104 were grouped as low and middle-income nations
and if lower than 4359, they were grouped as developing nations. The data on the
GDP levels for low and middle-income countries and developing countries were
obtained from Human Development Report 2005, for the year 2002.

Ratification - the number of conventions ratified is included in many studies as an
explanatory variable but here in the analysis it is not included. Non-ratification does
not mean that the country does not have an equivalent national legislation. Many
countries do not ratify the conventions because of the inflexibility of the conventions
that does not allow even minor relevant legitimate variations in the national policies
(Mc McCullough et al, 2006). Sometimes the number of conventions ratified does not
reflect the reality. For example the United States has ratified just two of the eight
conventions and so has Myanmar, but in reality, the labour rights vary between these
countries. The situation of labour standards is a complex issue to capture in simple

index numbers.

2.5 Results and Discussion

A correlation study was conducted between per capita GDP (PPP) and the core labour
standards. The results are presented in table 2.1. It shows that there exists a strong
negative correlation between GDP per capita and children out of school (proxy for
child labour). As per capita GDP increases, it would bring down the number of child
labour and conversely or send more children to school. This result is consistent with

the previous study performed by Krueger (1997) which suggests that child labour is
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completely withdrawn from the labour force after the per capita GDP reached 50008.

Per capita GDP is significantly related to union rights and forced labour indices. It is

positively related with union rights index. As the per capita GDP increases, union

rights index increases (or the union rights get better). All countries with high per

capita income have better union rights. In addition, as per capita GDP increases, the

forced labour index decreases (or extent of forced labour decreases). Thus, increase

in the income level brings positive changes in labour market conditions.

Table 2.1 Correlation between per capita GDP and Core Labour Standards

Per Women
capita Proxy as % of | Union Forced
GDP for child | labour Rights | Labour
PPP labour force Index Index
P
Per capita | . 1| -0496% |  0.145| 0.551%* | -0357%*
GDP Correlation
Sig. (2-tailed) .000 0.168 0.000 0.000
(PPP)
N 93 88 92 87 92
P
Proxy for | o0 10.496** 1| 0060 -0.126|  0.180
. Correlation
Child Sig. (2-tailed 0.000 0.583 0.258 0.093
Labour 1g. (2-tailed) . . . .
N 88 88 87 83 88
Women as | Pearson
) 0.145 0.060 1| 0.300%*%| -0.345%%*
% of Correlation
labour Sig. (2-tailed) 0.168 0.583 0.005 0.001
force N 92 87 92 87 91
P
Union | o0% 0.551%* | 0.126| 0.300%* 1| -041%
. Correlation
Rights . .
Sig. (2-tailed) 0.000 0.258 0.005 0.000
Index
N 87 83 87 87 87
P
Forced | .00 0.357%% | 0.180 | -0345% | -0.41%* 1
Correlation
Labour . .
Sig. (2-tailed) 0.000 0.093 0.001 0.000
Index
N 92 88 91 87 92

**_Correlation is significant at
coefficient.

the 0.01 level (2-tailed).a-Spearman’s Rho
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These results also indicate that labour standards are related within themselves, except
child labour, which is not related to other labour standards. Women as percent of the
labour force are related positively to union rights index, as improving union rights
also leads to improvement of women’s participation in the labour force. Its negative
relation with the forced labour index means that with the reduction of forced labour,
women’s participation in the labour force will increase. Union rights are negatively
related to forced labour index, with improvement in union rights, the extent of forced
labour would decrease. Union rights seem to be a powerful standard, improving which
would have a positive impact on other standards.

The linear regression results for the all selected nations is presented in table 2.2. As
the labour standards are related among themselves, the regression analysis is done
separately for each of them. As the equation is semi log in nature, the resultant

coefficients are adjusted by exp ©°"“*™_] before interpreting them.
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Table 2.2 Regression Results for All Selected Nations

1 2 3 4
b b b b
(Constant) 0.6388 -0.355 -0.786 -0.978"
(0.308) (-0.216) (-0.983) (-2.59)
Trade Openness 0.0172" 0.0146 0.0149" 0.0181"
(3.581) (2.747) (2.668) (3.45)
-0.041 -0.061" -0.057 -0.055
GCFas % of GDP (-1.641) (-2.172) (-2.012) (-2.11)
Manufacturing Wages -0.105" -0.108" -0.095" -0.0798"
(-3.109) (-2.877) (-2.333) (-2.164)
Adult literacy rates -0.0193 0.0119 0.0107 0.0211°
(-1.444) (0.954) (0.843) (1.712)
Gini Index -0.0437" -0.049" -0.047" -0.0353"
(-2.783) (-2.505) -(2.308) (-2.139)
Labour Density -0.0006 -0.0003 -0.0003 -0.0006
(-1.058) (-0.446) (-0.408) (-0.992)
Proxy for Child -0.05"
Labour (-2.535) )
Women as % of -0.0329
Labour Force ) (-1.079)
Union Rights Index - - -0.0621
(-0.852)
Forced Labour Index - - 1.4147"
(2.941)
Adj. R? 0.300 0.212 0.192 0.288
F value 5.412 3.922 3.485 5.392
Significance in brackets (0.000) (0.001) (0.003) (0.000)
Sample Size 87 87 87 87

* Correlation is significant at the 0.05 level; ** Correlation is significant at the
0.01 level

For the group ‘all nations’, the common variable, trade openness, GCF, literacy rates,
Gini index and manufacturing wages are mostly significant for the four regression
equations. Trade openness is positive in all the cases indicating that the more open the

country is, higher its exports.
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As we have chosen only, labour intensive exports, the capital investment has a
negative relationship with export performance of selected goods. Higher investment
would bring down the labour intensive exports, as higher capital would mean better
technology.

Increasing the manufacturing wages also brings down the exports of labour intensive
goods. Literacy rate is positively significant only in the last equation involving forced
labour index. As more and more people are educated, export share of labour intensive
goods to GDP also increases. The negative relation between dependent variable and
Gini index suggests that as inequality increases, the export share to GDP falls down.
Among core labour standards, only the proxy for child labour and the forced labour
index were significant, both at 1% level. The participation of women in labour force
(used to capture the effect of discrimination in labour market) and union rights have
no influence on labour intensive export share to GDP. Higher incidence of child
labour decreases the export share to GDP. Higher the forced labour index (or higher
incidence of forced labour), higher is the labour intensive export share to GDP. The
results are mixed, child labour provides no competitive edge for the labour intensive
exports, instead diminishes it. On the other hand, prevalence forced labour does
provide an advantage.

However, these results are for all nations including developed nations. The
explanatory power of the variables increased when the developed countries were
removed from the list and only middle-income and low-income countries were
included. In table 2.3 regression results for middle and low-income countries with per
capita GDP less than 6104 US$ (PPP) are presented. Trade openness has positive
impact of export share in GDP. However, unlike the previous group, here GCF has no

significant impact on the export share in GDP. Literacy rates and wages are
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significant only in the first equation with child labour and both are negatively related
to dependent variable. Increasing the literacy rates and the manufacturing wages
would bring down the export share of labour intensive goods to GDP. Gini index is
negatively significant for equations with union rights and forced labour indices.

Increasing inequality will bring down the export share to GDP.

Table 2.3 Regression Results for Low and Middle Income Nations

1 2 3 4
b b b b
(Constant) 12.799 1.054 0.761 -0.982"
(0.18) (0.355) (0.345) (-2.615)
Trade 0.0245" 0.024" 0.024" 0.022"
Openness (0.018) (2.148) (2.176) (2.19)
GCF as % of -0.0091 -0.014 -0.012 -0.027
GDP (0.736) (-0.466) (-0.444) (-0.934)
Manufacturing -0.6368" -0.477 -0.476 0.321
Wages (0.023) (-1.446) (-1.63) (0.632)
Adult literacy |  -0.0462" -0.0008 -0.006 0.008
rates (0.012) (-0.066) (-0.442) (0.624)
Gini Index -0.0383 -0.045 -0.068" -0.043"
(0.105) (-1.7) (-2.788) (-1.798)
Labour Density -0.002 0.004 0.001 0.002
(0.496) (1.576) (0.359) (0.881)
Proxy for Child| -0.0770"
Labour (0.001)
Women as % of -0.076
Labour Force i (-2.511)
Union  Rights -0.283"
Index i (-3.774)
Forced Labour 1.589"
Index i (3.226)
Adj. R? 0.493 0.308 0.473 0.408
gi;zilgiance 4.468 2.587 3.955 3.457
within brackets (0.005) (0.045) (0.011) (0.016)
Sample Size 26 26 26 26

*~ Correlation is significant at the 0.05 level; ** - Correlation is significant at

the 0.01 level.
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Unlike the group ‘all nations’, results for middle and low income nations show that all
the core labour standards are significantly related to export share in GDP. Incidence
of child labour and women’s participation in the labour force has a negative relation
with dependent variable. Presence of child labour does not boost the export share to
GPD. Higher presence of child labour also indicates poor literacy rates and therefore
even low skill manufacturing industries cannot flourish in such countries and they
tend to remain agrarian. However, discrimination of women does have a positive
effect on competitiveness, as the results show that increasing participation of women
decreases the competitiveness of labour intensive exports. This result reflects the real
world situation where even in high income countries and countries with high
manufacturing exports actually have lower share of women in the labour force
compared to countries with lower manufacturing exports, which have higher share of
women in the labour force. This result might be influenced by the fact even in
developed countries there exist a lower share of women in labour force. Mah (1997)
discusses a similar result where the author found that ratifying the convention
regarding non-discrimination in work place eroded export performance in low-income
countries. Improving the union rights would bring down the export share in GDP,
indicating that strong unions do not promote export performance. Forced labour index
has a positive relation indicating that increasing the incidence of forced labour in a
country would increase the share of labour intensive exports to GDP. Forced labour
would mean increase in labour supply without any substantial increase in wage costs,
as forced labourers are usually underpaid, if paid at all. All the core labour standards
were significant at 1% level.

The results are similar for the group ‘developing nations’, with per capita GDP less

than 4359 USS$ (PPP). For this group the explanatory power of the chosen variables
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(adjusted R?) is higher than the other two groups. Among the common variables for
the four regression equations, trade openness is positively significant for all the four
equations. Wages are negatively significant for the first equation involving child
labour proxy. Gini index is negatively significant as before for the last two equations

with union rights and forced labour indices.

Table 2.4 Regression Results for Developing Nations

1 2 3 4
b b b b
4.84" 4.155" 1.512 2.93
(Constant) 2448)|  (156)|  (0.758)|  (-1.66)
Trade Obenness 0.028" 0.0317 0.053" 0.038"
P (2.413) (2.567) (2.356) (3.008)
-0.058 0.09 -0.022 -0.078"
0
GCFas % of GDP 1.774) | (-2.692)|  (-0.499) (-2.35)
) -0.587" -0.426 -0.565 0.552
Manufacturing Wages (2.181) |  (-1.442)|  (-1.657)|  (1.094)
Adult literacy rates -0.049™ -0.005 -0.018 -0.002
y (-2.952) (-0.433) (-1.106) (-0.19)
Gini Index -0.0717 -0.068" -0.086 -0.0527
(-2.595) (-2.417) (-2.591) (-1.84)
Labour Densit -0.002 0.004" 0.0004 0.002
y (-0.822) (1.885) (0.166) (0.718)
Proxy for  Child| -0.074"
Labour (-3.934)
Women as % of -0.099™
Labour Force (-3.789)
. . 20329
Union Rights Index (-2.931)
2,16
Forced Labour Index (3.859)
Adj. R? 0.626 0.610 0.482 0.618
gi;’ﬁgiance within 5.538 5.242 3.261 5.384
breckots (0.005) (0.006) (0.045) (0.006)
Sample Size 20 20 20 20

*- Correlation is significant at the 0.05 level; ** - Correlation is significant at

the 0.01 level.
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The core labour standards have similar relationship to the dependent variable, as in
the second group. Child labour does not provide any export advantage and is the only
factor that negatively influences the share of labour intensive exports. The other three
labour standards are significant at 1 % level and contribute positively to the exports

share labour intensive goods to GDP.

2.6 Summary

The correlation study between the per capita income and the CLS suggest that the
income increase will bring positive changes in labour market condition. The studies
performed so far on the core labour standards and export performance has failed to
provide any concrete results. Here in this study, the export of labour intensive
manufactured goods as a share of the nation’s GDP is used as the dependent variable.
The results demonstrate that the variables representing discrimination, union rights
and forced labour situation were positively influencing the export share. On the other
hand, child labour negatively affects the export performance. The results were more
pronounced when the countries were grouped into middle and low-income nations
and developing nations based on their per capita GDP. Reducing and subsequently
abolishing child labour will improve the country’s exports performance. Child labour
does not have any link with economic efficiency directly but affects the nation’s
output and trade through poor literacy rates and abundance of unskilled labourers.
These results should be interpreted cautiously as there are multitude of factors ranging
from natural resource endowments to trade policies influencing exports, which could
not be considered due to data limitations. Moreover, the choice of the explanatory
variables was limited due to data unavailability for many nations. These results do not

mean that labour standards should be improved through trade measures. In addition,
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they do not provide evidence that low standards in developing countries trigger a race

to bottom in unskilled workers’ wages in developed nations. The current level of

economic development in a country, as seen in the correlation results with per capita

GDP, influences the existing level of labour standards.
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2.8 Appendix
2.8.1 SITC.2 Codes of the Labour Intensive Goods selected for the Study

248, 61, 63, 65, 665, 666, 667, 691, 692, 693, 694, 695, 696, 697, 6991, 6992, 6993,
6994, 6996, 6998, 6999, 8121, 8122, 82, 83, 842, 843, 844, 845, 846, 847, 8481,
8482, 8483, 8484, 85, 8941, 8942, 8947, 895, 896, 897, 898, 899.

2.8.2 All Selected Nations

Albania, Algeria, Argentina, Armenia, Australia, Austria, Azerbaijan, Bangladesh,
Belarus, Belgium, Bolivia, Brazil, Bulgaria, Canada, Chile, China, Colombia, Costa
Rica, Croatia, Cyprus, Czech, Denmark, Ecuador, El Salvador, Estonia, Finland,
France, Germany, Greece, Guatemala, Hungary, Iceland, India, Indonesia, Iran,
Ireland, Israel, Italy, Japan, Jordan, Kazakhstan, Kenya, Kyrgyzstan, Latvia,
Lithuania, Luxembourg, Malawi, Malaysia, Malta, Mauritius, Mexico, Morocco,
Nepal, Netherlands, New Zealand, Nicaragua, Norway, Oman, Pakistan, Panama,
Paraguay, Peru, Poland, Portugal, Rep. of Korea, Rep. of Moldova, Russian
Federation, Senegal, Singapore, Slovakia, Slovenia, South Africa, Spain, Sri Lanka,
Sweden, Switzerland, TFYR of Macedonia, Turkey, United Kingdom, United Rep. of
Tanzania, Uruguay, USA.
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2.8.3 Selected Low and Middle Income Nations

(GDP per capita lesser than 6104 USS PPP)

Albania, Armenia, Azerbaijan, Bangladesh, Belarus, Bolivia, China, Ecuador, El
Salvador, Guatemala, India, Indonesia, Jordan, Kenya, Kyrgyzstan, Malawi,
Morocco, Nepal, Nicaragua, Pakistan, Paraguay, Peru, Rep. of Moldova, Senegal,

Sri Lanka, United Rep. of Tanzania.

2.8.4 Selected Developing Nations

(GDP per capita lesser than 4359 US$ PPP)
Armenia, Azerbaijan, Bangladesh, Bolivia, Ecuador, Guatemala, India, Indonesia,

Jordan, Kenya, Kyrgyzstan, Malawi, Morocco, Nepal, Nicaragua, Pakistan, Rep. of
Moldova, Senegal, Sri Lanka, United Rep. of Tanzania.
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3 Determinants of Children Out of School

The determinants of child labour and educationally deprived children are one of the
most extensively discussed topics in the issue of child labour and still being discussed
by the public and the policy makers. The experiences of the developed countries need
not hold for the developing countries as each country’s case is unique, caused by their
level of socio economic development together with the issues surrounding land,
labour and financial markets etc. Of all the determinants studied, one stands out as
frequently, studied both theoretically and empirically, Poverty. The idea of ‘poverty
trap’ being the cause of child labour is long existent. Malthus argues that the
prevalence of child labour in the 18" century is an evidence for families being unable
to meet their basic needs (From Edmonds, 2007). This study analyses the effects of,
select characteristics of the family and the state where the family resides, on the
children out of school including child labour. From the wide array of available

literature, select theoretical and empirical studies are presented below.

3.1 Previous Studies

Many studies prove that child labour is a deterrent to schooling. Amin et al (2006)
studied the likelihood the child would remain at school using data from Bangladesh.
The type of work the children do and their demographic characters influence the level
at which their schooling is affected. They also compare the aftermaths of two types of
policies implemented by the Bangladeshi Government against child labour. One was a
direct ban that was not helpful as it did not promote schooling nor did it reduce child
labour. The second project involved provision of monetary incentives for children
attending schools. With provision of incentives, school attendance did improve and

child labour numbers showed reduction.
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Though in many countries, especially in rural areas, children combine work and
schooling, it is proven that it is still undesirable for the normal growth of children.
Ray and Lancaster (2005), in a cross-country analysis conclude that children’s work,
even in limited amount adversely affect the child’s schooling by reducing their school
attendance and performance.

Factors that decide whether children attend school or not, are primarily family
characteristics. Parents, based on their preferences make decision on child’s time.
Household decision-making model assumes that households maximise utility, which
is function of family size, schooling hours per child, leisure hours of parents and
composite consumption good. These goods are purchased in the market by time spent
by family members at work. The cross elasticities concerning child labour in this
model are effects of increase in father’s wage and increase in mother’s wage, both of
these wage increases have a negative impact on child labour. Increase in the child’s
wage has a positive relation with child labour by increasing the opportunity cost of
schooling and returns to each birth and thereby increasing family size. Increase in
family’s assets also promotes education (Brown et al, 2002).

Literacy not only influences a person’s wage and their family income, it also decides
their bargaining power in their family’s decision making. When both the parents are
well educated, a balance of power is created within the family, which reduces child
work. Such balance is preferable compared to a situation where the power resides
with one parent (Basu and Ray, 2001). Well-educated individuals may not be willing
to share their literacy (personal capital) with other members of the family since it
might erode their bargaining capacity in the family (Basu ef al, 2001). For example
the husband’s literacy might not be shared with his wife since educated wife will

reduce her husband’s authority in the decision making process. Mother’s stature is
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decided by her literacy and when the mother is educated, literacy is passed on to the
next generation, which is crucial in avoiding child labour and educating children.
Quality of the education system is also a very strong determinant of child labour.
Mother’s employment status has two contradicting relationship with her child’s
activity status. When the mother enters the labour market to supplement the family
income, the girl child might be withdrawn from school to take care of the household
and their younger siblings. When the mother’s income increases to meet all the
family’s demands, the child is sent again to school (Basu, 1993).

Adult wages has a direct relationship with child labour. Altruistic parents would not
send their children to work when their wages increases above the subsistence level.
Basu and Van (1998) studied the relation between adult wages and the supply of child
labour in a multiple equilibrium setup. This study had a significant influence on child
labour studies. It is assumed that adults and children are substitutes. Once there is a
ban on child labour, the demand for adult labour increases thereby increasing their
wages. With increased adult wages, there is no necessity to send children to work and
therefore the ban becomes obsolete. There are two equilibriums; one where child
labour exists and is marked by low adult wages and another with higher adult wages
and no child labour. If in reality multiple equilibria exists then a ban on child labour
will be desirable, if there is single equilibrium existing then the ban will make the
child labour and their families, worse off. Increase in adult wages as a result of
elimination of child labour was noted by Chandrasekhar (1997) in fireworks industry

in Tamil Nadu, India.
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Baland and Robinson (2000) modelled the household decision whether to send
children to work or to school. Studying why child labour exists in equilibrium, they
suggest that child labour is inefficient when parents substitute it to negative bequests
from children or as substitute for borrowing money, in case of financial market
imperfections. They demonstrate that as it is Pareto inefficient, it is difficult to
eradicate child labour. A ban on child labour might be Pareto improving but will have
other externalities for example, as child labourers get educated as adults; it will bring
down wages of educated workers.

Deb and Rosati (2004) studied effects of unobserved characteristics on child labour.
Poorer households were least likely to send children to school and they had less
educated parents compared with other classes. Observed characteristics, income,
wealth, cost of and returns to education cause substitution in children’s activities
between attending school and being idle. They found child labour to be resistant to
marginal changes in explanatory variables. Therefore, they conclude that focus in the
fight against child labour should be more on household determinants other than
income. Low explanatory power of income suggests that it is possible to fight child
labour without relying solely on income growth. The authors suggest that children
who stay at home warrant higher attention than the other two groups of children as
they are the most vulnerable group and worse off than the working children in human
capital sense.

Parents’ literacy is a very important determinant of child labour and unfortunately, the
adult literacy rates are very poor in many Indian states. Educating children will be a
break in the child labour-poverty cycle and educated mother usually plays a
significant role in eliminating gender bias in educating children. Literate parents,

especially the mother, apart from influencing income and the family size, also
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positively influence the human capital formation of the child. Being literate also has
other positive social externalities, which are equally important. Role of parent’s
literacy is documented in Emerson and Souza (2003) and in Ray and Lancaster
(2005).

As poverty trap is the primarily cited reason for child labour and not attending
schools, subsidies provided to families to send their children to school should reduce
child labour. Ravallion and Wodon (2000) studied whether providing subsidies would
promote schooling. Subsidy targeted at promoting school enrolment is provided by
the Bangladesh government in rural regions. Their theoretical model suggests that
subsidy increases schooling while its effect on child labour is ambiguous. The
empirical results show that increase in enrolment achieved is higher than decrease in
child labour. Even then, it is a positive outcome given that the subsidy provided was
less than mean child wages.

Gender of the child is a very important determinant in nations where girls are
excluded in schooling and also in labour market for cultural reasons. Ray (2002)
studied data from Nepal and Pakistan and compares the results between two countries.
Gender bias favouring boys’ schooling was found to exist in both the countries, with
the bias being severe in Pakistan. The author also found trade off existing between
child labour and schooling.

Tanaka (2003) studies relation between child labour and public education in political
economy model. The results showed that in case of wide income inequality, majority
households do not support public education and majority of children are sent to work.
Hence, equitable redistribution of income becomes essential to mitigate child labour.
When the distribution of income pushes the per capita income above the threshold

level, then the provision of public education increases, increasing the school
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attendance and reducing child labour. Jafarey and Lahiri (2005) check two policy
options, food for education and investment in improving educational quality to
eliminate child labour. With an imperfect credit supply, the results favoured the food
subsidy. As it was increased, child labour decreased. However, when elasticity of
credit supply improved investment in educational quality was found to be effective.

Globalisation is another opt cited determinant of child labour. Cigno and Rosati
(2002) studied relation between globalisation and child labour, and they found no

evidence that child labour increased with increased trade or economic integration.

3.1.1 Role of Economic Growth

As mentioned earlier low per capita income or poverty is one of the most cited
determinants of child labour. Rampant child labour in Europe, during the peak of
industrial revolution, slowly decreased with economic growth such occurrence is also
expected in developing countries as their economies grow. Result from Edmonds
(2003) show that child labour in Vietnam has experienced a decline as result of
economic growth in their country. Between the years 1993-97 child labour in
Vietnam declined by 30% and in the same period the economy grew by 9%.
Comparing per capita expenditure and child labour in a panel data set the author
found that improvement in per capita expenditure explained 80% of the decline in
child labour. However, occurrence of such high growth in other countries could not be
expected. There other studies on relationship between growth and child labour those
prove other wise.

Swaminathan, M (1998) examines the features of child labour in Gujarat, a western
Indian state with high growth rate. Despite high economic growth, child labour

incidence was found be growing in Gujarat. Using a dataset from Bhavnagar in
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Guyjarat, the author analyses child labour in the region and the tasks children perform.
The author points out that economic growth coupled with labour market deregulation
has resulted in exploitation of working children. Therefore, just economic growth is
not sufficient for the eradication of child labour. The income share of children in the
household income is meagre and therefore the child labour does not help in reducing
the family’s poverty. The jobs children performed were found to impart no special
skills. The results also point out that in spite of working in industries branded as non-
hazardous, the nature of work that children performed there did affect their normal
development.

Kambhampati and Rajan (2005) also found similar results in India. Using National
Sample Survey data and state level macro data for 15 states in India, the authors
studied whether child labour reduced with higher economic growth. On contrary to
popular belief, economic growth has increased child labour rather than decreasing it
especially in the case of girl children. Only when the growth is sustained can the child
labour decrease.

As the above studies indicate, economic growth alone does not ensure eradication of
child labour. History shows that child labour prevalent in developed nations during
industrial revolution was eradicated towards the end of 19" century in course of
development. However, when the economic growth is not uniformly distributed, with
a section of population still being down trodden child labour cannot be expected to
disappear.

Many theoretical and empirical studies focus on the determinants of child labour
keeping only schooling as the only other alternative. However, classifying children as
either ‘in school’ or ‘at work’ leaves behind a vast number of children staying at

home. They are neither at school and nor at work for a variety of reasons. They take
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part in domestic activities ranging from firewood collecting to taking care of younger
siblings. According to a joint estimate by UNESCO and UNICEF there were 115
million children of primary school age out of school in 2001-02 (UNESCO, 2005)
Out of school children include both working children and children at home.

The NSS data used in this study allows to classify the children of age above five years
and less than 14 years (elementary school going age) in to three categories. The
children were grouped based on their usual activity status (what they have been
primarily doing in the 365 days preceding the date of survey). The details presented in

table 3.1 shows that children could be classified into three groups as

1. Economically active children include children employed as casual labourers,
wage employees and children employed in household enterprises. Even though
their wages are not reported when they are employed in their own household
enterprise, here they are grouped as economically active. In addition, children
classified as seeking work are also included in this category.

2. Educationally active children are children attending schools.

3. Inactive children are those who are neither at school nor at work. This group
includes children helping in household chores, disabled children and children

classified as ‘others’.

Here the study does not delve in the debate whether domestic work that children do is
a burden that defies their age should also be treated as child labour. We assume that
the domestic work they perform suits their age and light enough for children to do it.
Both the groups, inactive and economically active children are educationally deprived
children who are denied their basic rights to education.

This study aims to analyse the determinants that keep children away from school and
how the determinants influence the decision to go to work instead of staying at home.

This is achieved through two analyses,
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1. Multinomial logistic analysis to study the factors that makes children stay
away from school, either at work or at home. Children who attend schools
form the base to which two groups of out of school children are compared.

2. Binary logistic analysis to study the factors that make children go to work
instead of staying at home. Children who stay at home form the base to which

working children are compared.

3.2 Methodology

The dependent variable of the study would be a dummy variable that describes
whether the child remains at home or goes to work instead of attending school. The
dependent variable will take values from zero to two, in the multinomial analysis (0 —
at school, 1- at work, 2- at home). In the binary analysis, it will take the values 0 to 1
(0- at home, 1-at work). It studies the probability of these events happening. Since
probability of the event happening takes values 0-1, linear regression cannot be used.
Logistic regression is a type of generalised linear model that extends the linear
regression by linking the real numbers to 0-1 range. It estimates the probability of
certain event occurring. It calculates changes in the odd logs of dependent variable not
changes in dependent variable like in linear regression.

The binomial regression is described first followed by the multinomial regression, as
the latter is only an extension of the former. Binomial regression is used when the
dependent variable is dichotomous.

Zi= (m/1- mj) = a+Pix1;+ Boxizt...+ BuXin

Z —unobserved continuous variable, which can be describes as propensity towards the
event of interest.

m; — the probability of i"™ case experiences the event of interest (here attending work)

a 1s the constant

B are the coefficient of the predictor variables.

Xj;—1s the ™ predictor of the i case.
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n- is the number of predictors.
When the dependent variable has more than two values than multinomial regression is

used.

mic= €u/ (€t et .. €)

Tt is the probability the /™ case falls in category k. (Here in the analysis k takes
values 0 to 2 or 0 and 1).

Zik is the value of the ™ unobserved continuous variable for the i™ case.

“ik = 0HBaXit Boxit... T PiXi

Xjj  is the j" predictor for the i" case.

Bkj —is the j™ coefficient for the k™ unobserved variable.

Since Z is unobserved variable they are substituted from the above equation as,

_ o f x +p x f+B x a f x +f x +.+B x a B x +f x +.+B x
Tik=C ko kil k212 Kj ij/ (€10 1l 12 w2 1€ 20 21711 22 12 2j ij

o ea+ﬁklxil+ Bkzxi2+...+ Bijij)

3.3 Data and Variables

3.3.1 Data

Data from the 55" round National Sample Survey (NSS) on employment and
unemployment for the years 1999-2000 is used for the study. National Sample Survey
Organisation (NSSO) carries out surveys several subjects of socio-economic interest.
Survey on employment and unemployment is conducted once in five years with the
latest survey being in the year 2004-05. The survey collects information on labour
force participation, wages, household expenditure and occupational distribution from
individuals residing in all states in India. The fieldwork for the 55™ round survey was
conducted between July 1999 and June 2000.

The survey employed the two stage stratified sampling technique. In the first stage,
urban and rural blocks and villages were selected circular systematically with

probability proportional to their population. In the second stage, households were
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selected circular systematically based on the occupation, land holding (in rural areas)
and monthly per capita expenditure (in urban areas). Apart from the information on
employment individual details like age, educational attainment, activity status
(principal and subsidiary), special skills, land owned and cultivated and family details
are available for all individuals surveyed. Wage and salary details are collected only
for regular waged and salaried individuals. The actual number of persons surveyed is
509,779 in the rural region and 309,234 in the urban region (NSS, 2001).

Data on the individual states where the respondents live are collected from various
sources. National Human Development Report, published by the government of India
in the year 2001 was referred to collect data on human development ranking of the
state, percent population below the poverty line, share of agriculture in state NDP and

percentage of unemployed adult population.

3.3.2 Variables

To capture the regional (rural vs. urban), gender, caste and age group differences
dummy variables for the same was included in the analysis. Family characteristics
like size, income, maximum education (in years) of any adult male member and
female member of the family are included. The data set provides details to identify a
family unit but not the relationship between the members. The Indian family system is
predominantly joint family and not nuclear family, therefore maximum education for
adult male and female in the family could mean any adult, not just the children’s
parents. It could be their elder siblings or the aunt-uncles or grandparents education.
To capture the impact of mother’s and any other female’s employment status, number
of working females in the family is included. As said earlier this could be their mother

or any other adult female member in the family. Child labour in India is

57



3. Determinants of Children Out of School

predominantly rural in occurrence and many children work in their family owned
lands. To capture the influence of land cultivated by their family on their activity
status, a dummy variable is used for land cultivated by the family (either own land or
leased land).

To study the impact of labour market condition in their state of residence, the state’s
adult unemployment rate is used. To identify the effects of increase in families below
poverty line of the state and it effect on children’s activity status, population below
poverty line was included. Human development index rank of the state was used to
reflect the overall development of the state. Literacy rate were included in its
calculation and therefore is a proxy for educational attainment of the state of
residence. Dropout rate in elementary schools of the state was included to represent

the educational quality of the state.

3.4 Summary Statistics

In India, there are 95 million children out of school as in 2004-05 (Government of
India, 2005). Even among agencies and ministries in Indian Government, there exist
differences in statistics regarding child labour. Indian census states that there were 59
million children out of school. NSS and census survey assume all enrolled children to
be attending schools. Attendance rates and enrolment rates are different, making the
data weaker. The data presented table 3.1 corresponds to children above the age of
five and under the age of 14. Among the children of age group 6-13 years, 2.7 % of
them are either economically active or seeking work. The survey data shows that,
80.7% of the child population in the age group of 6-13 years are attending or enrolled

in schools. The data source does not distinguish between attendance and enrolment.
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Table 3.1 Classification of Children based on their Usual Status

Usual Status U.sual status code Frequency Percent
in NSS data set

Employ.ed in household | 11,12,21 1835 L6
Enterprises
Regular Salaried 31 294 3
Casual labourers 41,51 915
Sought work 81 54
1.E?0n0mically active and 3008 57
available for work
2.Educationally active 91 91540 80.7
Domestic duty only 92 1445 1.3
Domestic duty and related 93 854 8
Renters, pension etc 94 10 .0
Disabled 95 146 1
Beggars 96 8 .0
Others 97 16349 14.4
3.Inactive children 18812 16.6
Total (1+2+3) 113450 100.0

Source: NSS 55" round data.

Inactive children who are neither at school nor at work are 16.6%. Children involved
in begging are included in the survey source as inactive. Though very meagre in
number, these children should be grouped as economically active children. Disabled
children are also inactive (0.1% of total children). It is a failure of the educational
policy that not all schools are ready to accommodate disabled children. The category
‘others’ is not defined clearly. The children grouped here could be idle children.
However, there could also be child workers in this category, as parents may not
divulge exact details of their children’s activity when they are working, as child
labour is illegal in many occupations.

In table 3.2, regional, gender and age disparities prevalent among different groups of
children are highlighted. Their distribution in the total sample is also presented for the

sake of comparison. For children at school, the distribution across the selected
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parameter is same as the total sample. It is clear that there are more working and

inactive children in rural regions.

Table 3.2 Distribution of Children under Study by Region, Gender and Age

Region Gender Age
6-9 10-13
Rural Urban Male Female

years years
In school 62.3 37.7 55 45 492 50.8
In labour Force 79.2 20.8 53.5 46.5 99 90.1
Inactive 78.1 21.9 41.9 58.1 57.0 43.0
All Children 654 34.6 52.8 47.2 49.4 50.6

Source: NSS 55" round data.

Data on gender shows that distribution of children in school and at work is similar to
total sample. However, children who are inactive or those at home are predominantly
girl children. This clearly shows the existing cultural preference, that elder girl
children should take care of the domestic duties. When there is a choice of whom to
send to work or to school the male child would be chosen for the same. While
deciding who should stay at home, it is highly possible that girls would be preferred to
stay at home.

Similarly, there is wide difference between age groups. Children from the upper age
group are more in number (90.1%) in labour force and very less low age children are
sent to work .Children of this age group remain at home not because they need to
perform domestic duties but their parents are not willing to send them to work nor to
school for whatever reasons.

Table 3.3 shows children from different activity classes according to their castes. The
backward castes include the so-called untouchable castes. Other classes include all
castes other than the most backward and forward castes. The caste significance is

reflected in their activity statuses as well.
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Table 3.3 Classification of Children based on their Caste

.. Backward Other Forward
Activity Class Total
Castes Castes Castes
In school 26.8 32.8 40.4 100
In labour force 40.6 354 24 100
Inactive 394 36.5 24.1 100

Source: NSS 55" round data.

Among children at school, most backward castes are lowest in number, followed by
other castes, and the forward caste are highest in number in schools. Backward castes
are high in number among those who work and among those, who stay at home and
forward castes are low in these categories. Other castes are always between the
extremes.

Details on select family characteristics for the three groups of children are presented
in the table 3.4. The average family size does not vary significantly among groups.
Surprisingly, families where child labour is present have lowest family size (6.41)
than the other two groups. Families where inactive children are present have highest
family size (6.99). It could be assumed that as the family size is higher, elder children
are not sent to work or school to help in household. The highest years of education for
adult men and women in the family are highest for the children in school (5.99 and
3.72 respectively). It proves that literacy in one generation certainly promotes it in the
next generation as well. It is lowest for those families with inactive children. Parent’s
very poor education might be hindering them from getting information about the

prospects for their children in labour market.
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Table 3.4 Family Characteristics of Three Groups of Children

%
Average Average | Average .
i . families
Average highest highest per .
Sample . ] . ] with (one
Group ] family | education | education capita
size . . or more)
size of adult of adult income .
) working
male female (in Rs)
women
In 91540
6.75 5.99 3.72 293.82 12.4
School (80.7%)
In
3098 207.53
labour 6.41 2.16 0.94 22.8
(2.7%) (182.7)*
Force
18812
Inactive 6.99 2.05 0.65 149.32 17.4
(16.6%)

Source: NSS 55™ round data; a—per capita family income fiee of child labour
income.

Per capita monthly income of the groups shows that it is highest for families where
children attend schools. It is lowest for families with inactive children. However,
caution should be exercised while interpreting per capita income of child labour
group, as their family income includes wages obtained by working children. Average
wage of child labourers, calculated from the data set is, Rs. 159.13. The average
family size of the group is 6.41. Contribution of the child labour wages in per capita
family income is calculated to be Rs. 24.83. The per capita family income free from
child labour income is Rs.182.7, still higher than the families with inactive children.
Working women have different effects on their children’s activity status in relation to
the wages they receive as mentioned earlier. Calculated statistics show that only
12.4% of the households with children in school had working women, which is less in
number compared to other groups. In households with child labour, 22.8% of them
have one or more working women. It is common practise that parents take their

children with them to work. Ray (1999) observes that increase in female wages
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increases child labour, especially of girl children’s. When female wages increase, girl

children are pulled out of school and taken with mothers to work.

3.5 Results and Discussion

The multinomial logistic regression results are presented in the table 3.5. Here in the
analysis, the factors that influence children to be inactive or to go to work instead of
attending school are studied. The reference category is ‘children in school’. The
coefficients of logistic regression (b) obtained are in log odds. For the sake of simple
interpretation odds ratio or odds (exp (b)) are used here. For example, with one unit
change in family size, log of the ratio of probability (Probability of being in
work/probability of being at school or log odds) will increase by 0.014. This could be
simply explained as follows using odds ratio or odds; for one unit change in family
size, the odds that children become child labour increases by 1.014 (exp *°'*). Odds
that the children become inactive are even higher at 1.078. Thus, increasing family
size will increase the number of working and inactive children.

Increasing one unit of adult male education decreases the risk of being child labour to
0.885 of the original level. Adult male education also has a similar effect on inactive
status of children. One unit increase in adult female education decreases the odds of
being child labour by 0.912. It is higher than effect of male education, but its effect on
children being inactive is lower. So increasing both the male and female adult
education has a negative effect on child labour and inactive children and it would

increase schooling.
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Table 3.5 Multinomial Regression Results

Working Children Inactive Children
Variable Std. Std.
B Error Exp(B) B Error Exp(B)

Intercept 2588 0.113 22.532%% | 0.052
Family size 00147 0007| 1.014] 0.075%| 0003| 1.078
E i f sk

dueation —of| 51551 0.006|  0.885|-0.122%%| 0.003|  0.885
Adult Male
Ed t. f sk

aeaton O 0,092 | 0.008| 0912 -0.142%% | 0.004|  0.868
Adult Female
HDI 20.002|  0.004] 0.998] 0.031%*| 0002] 1.032
Dropout Rate (%) | 0.022%% |  0.002| 1.023| 0.005**| 0.001| 1.005
Unemployment | o 1346 |  0.017|  0.877| 0.143** | 0008 0867
rate (%)
Population below! e | 0.002|  0.974| 0.024%*| 0001| 1024
Poverty line (%)
Total  Famil -

om ALY 0.000 3.604|  1.000| 6.687| 2.215| 801.91
Income
Number 1 0337 | 0043 1.401| 0.087%| 0.023] 1.091
working women
Gender (Male) | -0.110** |  0.038|  0.896| -0.613** | 0.018| 0.542
Sector (Rural) | 0.352%*% |  0.054| 1423| 0.187** | 0.024] 1206

e (f
Caste  (forward|  yaqsx | 0.040| 0784 | -0242%%| 0019 0.785
caste)
Age Group (6101 ) pp1sx| 0061 |  0.100| 0270%| 0018| 1311
years)
Non cultivators | -0.201%% | 0.045| 0818 0240%*| 0.021] 1.271
Pseud

o 0.267
R"(Nagelkerke)

The reference category: Children in School;**- significant at 1% level, *-
significant at 5%level.

HDI rank of the state is insignificant for the group ‘child labour’. Increase of HDI
rank by one unit will increase the risk of being inactive by 1.032. Increase in HDI
rank (or fall from a better rank to a lower rank) will increase the number of inactive

children.
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Increase in number of dropouts in the state will also increase the odds of being child
labour and inactive by 1.023 and 1.005 respectively. Therefore improving the quality
of education will reduce the incidence of child labour and inactive children through
reduction in dropout rate.

Increase in unemployment rates would bring down the child labour and inactive
children as it shows that it lowers the risk of being child labour and being inactive by
0.877 and 0.867 respectively. This result reflects the existing situation in certain
Indian states, where states with very high unemployment rate also have very small
child labour population, e.g., Kerala, the state with highest unemployment rate also
has lowest child labour incidence in India. Existence of such cases has certainly
influenced the results. Increase in the population below poverty line shows mixed
results. It increases the odds of being inactive by 1.024 and decreases the odds of
being a child labourer by 0.974. In other words, increase in population below poverty
line will decrease the number of child labour but increases the number of inactive
children. Increasing the number of working women in the family also increases the
incidence of child labour and inactive children. As mentioned above the effects of
working women on their children’s activity status is found to be mixed. Increase in
family income increases the odds of being a child labour by one (or it does not
increase or decrease it). However, the standard error of the variable is very high,
affecting the significance of the variable. It is in accordance with Deb and Rosati
(2004) where the authors found that family characteristics other than income were
more significantly influencing the family decision making on the child’s time.
Therefore, such variables should be targeted in the fight against child labour.

Being a male child decreases the odds of being a child labourer and being inactive by

0.896 and 0.542 respectively. Conversely, being a girl increases the odds of being a
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child labourer by 1.116 and being inactive by 1.84 (1/0.896 and 1/0.542). The odds
are rather high to be showing the disparity against women in education and at work.
Living in rural regions also increases the odds of being a child labour by 1.423
(conversely living in urban areas decreases the odds by 0.707) and being inactive by
1.206 (conversely living in urban areas decreases the odds by 0.829). For a child from
forward caste, odds of being a child labourer and inactive child are 0.784 and 0.785
respectively and their forward caste status decreases the odds of being out of school.
Conversely, being belonging to a lower caste would increase the odds being a child
labourer by 1.275 and bring inactive by 1.274.

Being a child of lower age group has a negative relation with child labour (decreases
the odds by 0.109) and positive relation with inactive children (increases the odds by
1.311). Conversely, being a child from higher age group greatly increases the odds of
being child labour by 9.17. Odds of being an inactive child decreases only by 0.763.
If the family is not involved in farming, it reduces the prospects of being a child
labourer where the odds decrease by 0.818. Conversely, being born in a farming
family increases the prospects of being a child labourer (it increases the odds by
1.222). Being born in a non-farming family increases the odds of being inactive by
1.271 and if the child is born in a farming family, it is less likely to be inactive.

Table 3.6 present results of the binary logistic regression analysis performed using
children at work as reference and comparing it with inactive children. It studies the
effect of various explanatory variables that would pull children out of the labour force
and make them inactive. Increase in the family size would not favour children to
become inactive and they would remain as child labourers. One unit increase in the
family size decreases the odds of being inactive by 0.927. The increase in adult male

education has a positive effect but it is insignificant. Increasing the adult female will
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pull the child from the labour market and make it inactive, as increasing adult female
education by one year would increase the odds of becoming inactive by 1.049.
Increase in family income increases the odds of being an inactive child by 1.000.
Increase in the HDI rank (or fall in the human development status) will reduce the
prospects of being inactive. It will increase child labour incidence in the state. It
decreases the odds by 0.971. An increase in drop out rate of the state has a positive
relation with being an inactive child; it will increase the odds of being inactive by
1.015. The relation between unemployment rate and child labour is clearer here as it
shows, an increase in unemployment will reduce the number of inactive children and
increase the number of working children. It increases the number of child labourers.
An increase in population below poverty line has a similar relationship with number
of working and inactive children. It would rather reduce the number of inactive
children and increase the number of working children.

Being a girl child decreases the odds of being inactive by 0.474. Being a male, it
increases by 2.11. Therefore, male children are more likely to be inactive rather than
girls. Nevertheless, age-wise break down might show a different picture. Children of
lower age group are more likely to be inactive than 