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ABSTRACT

Why Is Child Labor lllegal?”

We present a theory of the emergence of laws restricting child labor or imposing mandatory
education that is consistent with the fact that poor parents tend to oppose such laws. We find
that if altruistic parents are unable to commit to educating their children, child-labor laws can
increase the welfare of higher-income parents in an ex ante sense. On the basis of an
empirical analysis of Latin-American household surveys, we demonstrate that per capita
income in the country of residence has the predicted effect on child labor supply, even after
controlling for other household characteristics.
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1. Introduction

Why do countries enact child-labor laws or enforce mandatory full-time education of children?
Until a little more than 150 years ago, poor children in most countries spent their days in
labor, rather than education. This was the rule even in rich countries, including the US
and Great Britain. Today, most countries have child-labor laws and are imposing education
as the normal occupation of a child regardless of his/her family’s economic background.
However, if we believe that parents are altruistic towards their children, then it is difficult
to explain why compulsory education laws would make people better off.!  According to
current economic theories of the household, as in Becker (1976) and Rosenzweig and Evenson
(1977), altruistic parents only send their children to work when this enhances the welfare
of the family, so legislation mandating compulsory education can only reduce the welfare of
households, particularly those so poor that children’s income is essential for survival.?
Under standard assumptions, the simplest explanation of the above observations is that
compulsory education laws are not binding; they merely formalize the optimal decisions of
households in countries that have become so rich over time that even the poorest parents
want to educate their children. In Figure 1 in the appendix section, we present the results
of a regression for 54 countries for which the UN has reported positive child-labor rates:
we see that child labor around the world is negatively related to GDP per capita. In fact,
variation in GDP explains 68% of the variance in child-labor rates among these countries.

So it is quite plausible that this simple explanation is correct; child-labor rates have declined

"'We take compulsory education and child-labor restrictions to be equivalent. Indeed, Weiner (1991) finds
the two to be highly correlated over time. Both Weiner (1991) and Fyfe (2005) find the two types of laws

are best described as complementary aspects of the same policy.
2Grootaert and Kanbur (1995) show that only after the incidence of child labor had already begun to

decline, in 1833, a time when 36.6 % of boys aged 10-14 were working, did Britain pass legislation restricting
child labor. This, as well as the observation by Goldin (1979) that higher wages for fathers in Philadelphia
in the late 19th century reduced the probability of child labor, suggest that the forces driving child labor
in poor countries today are fundamentally similar to those experienced by the US and England in the 19th

century.



spontaneously over time simply because rising prosperity has made children’s education
optimal for all families. If so, then compulsory education laws are only useful to aid parents in
achieving the optimal decisions they would have made freely, perhaps by protecting children
from exploitative or coercive transactions. If this is the case, we should not expect to see
much popular concern over such laws, and compliance should not be an issue.

In fact there is plentiful evidence that poor parents vociferously opposed such laws, and
that enforcement is difficult and costly. According to a report released by the Bureau of
International Labor Affairs of the US Department of Labor (1998), the advent of compulsory
education in Latin America was met with strong opposition from poor families, forcing
many Latin American governments to design and implement a number of redistribution
mechanisms aimed at compensating poor families for the loss of income that results when
children go to school instead of working. A number of mechanisms have been used for
over ten years, including free school meals, supplies, health care, and clothing, access to
microcredit, and education vouchers, and even cash stipends. The result in Latin American
countries has been a dramatic increase in primary school enrolment, attendance, as well as
an increase in the rate of pupils’ retention, as in Todd and Wolpin (2006) and Behrman,
Todd, and Sengupta (2005), who report results for the PROGRESA program in Mexico,
which provides cash conditional on students attending school and visiting health clinics.
Similarly, Fyfe (2005) finds that opposition to mandatory education in Brazil was strongest
in the poorest states, and that, as in Mexico, raising compliance required "conditional cash
transfer" programs.

If mandatory-education laws actually prevent parents from making their preferred deci-
sions with respect to their children’s education or employment, then why are they enacted?
Recent research appeals to externalities in the labor market, or in education, and argues
that while restricting a parent’s choice may make the family worse off, the parent gain from
the restriction on other families. For example, Doepke and Zilibotti (2005) offer a theory
of the emergence of child labor restrictions in which both the pressure to impose child la-

bor restrictions (CLRs) and the resistance to such pressure come primarily from within the



unskilled labor union movement, the result of conflict between workers with and without
children. Because their model naturally leads to a multiplicity of equilibria, it implies that
restricting child labor can be equally beneficial for richer and poorer countries. Eckstein and
Zilcha (1994),Basu (1999), Baland and Robinson (2000), and Doepke and Krueger (2006)).

While such mechanisms are also plausible, the empirical implications for laws restricting
children’s labor are not clear; poor countries would seem to benefit equally from restricting
children’s participation in the labor market, so an explanation of the tolerance of child
labor in these countries is lacking. None of these views, moreover, consider the possibility
that such restrictive laws may be the outcome of a conflict between the interests of poor
and middle-class families. By reducing the income of families at subsistence level, laws
restricting child labor or imposing mandatory education make such families worse off, even
while making higher-income families better off. When such laws were adopted in the U.S.,
Kleinberg (2005) finds that, political campaigns for the imposition of compulsory education
were led by the middle class, with opposition from the working-class.

This paper proposes a theory of political conflict over mandatory education based on the
fact that there is a long delay between the costs and the returns of investing in education.
For households close to subsistence level, the cost of education is the foregone income the
child could have provided by working; thus education implies a concurrent reduction in
consumption. The rewards come much later in life, when the child is earning a higher
income as an adult. in that sense, our model is similar to the standard altruistic model, as
in Loury (1981). However in our theory of child labor, parents are more impatient between
today and tomorrow than they are between adjacent periods further in the future, as in
the large literature on 'hyperbolic discounting’ pioneered by Strotz (1955). Faced with the
trade-off between education of their children and household income from child labor, poor
parents may choose less education for their child than they would were they able to commit
to an education path at the time the child reaches school age.

In the absence of other institutions allowing parents to commit to an education plan,

compulsory education laws may increase the welfare of poor households in an ex ante sense



by allowing parents to achieve a higher level of education for their children than they would
be able to achieve with an unconstrained choice set. Indeed, based upon psychological
experiments, Mullainathan (2006) argues that parents’ self-control problems act as a barrier
to children’s education. Furthermore, recent research in the retirement-savings literature,
such as Laibson, Repetto, and Tobacman (1998) and Laibson (1997) , suggests that people
are likely to under invest, relative to their preferences ex ante, when rewards are deferred
to the end of the lifecycle, as is the case for child education.®* Another application of this
argument to social policy is Fang and Silverman (2000), who examine justification for work
requirements in U.S. welfare programs.

Our theory explicitly incorporates competing roles for income and the rate of return to
education as explanations of the country effect on child labor, and implicitly allows a role
for other country characteristics that affect the age at which compulsory schooling laws are
binding. The assumptions of our model imply that only when parents have wage levels in
an intermediate interval will compulsory education laws make them better off; low-wage
parents are worse off and high-wage parents are indifferent. This suggests a simple theory
of the emergence of mandatory-education laws in which a country is composed of parents
who differ by their education and hence skill levels. Initially, most parents are too poor to
even desire a full-time education for their child. Over time, skill levels and hence parental
wages may increase; at the moment when a critical mass of parents enter the wage interval
defined above, a majority of the adult population would favor legislation compelling full-time
education of all children, or other restrictions on child labor.

If, in order to be successfully enforced, compulsory education laws must win political
support from a large enough coalition, then our theory provides a threshold condition which
poor countries must pass for compulsory education laws to be enacted. Our theory also

suggests that a ban by rich countries on imports of child labor can make households in poor

3In the public policy arena self-control problems affecting parental investment in child’s schooling are
increasingly recognized. Examples include, but are not restricted to, the government of Canada’s Education
Savings Grant Program (CESG), the State of Kentucky’s Education Savings Plan Trust, and the State of
Utah’s Higher Education Savings Program.



countries better off and raise education levels of their children, but only at the expense of
children in even poorer households.

We begin by presenting a general formulation of the model. In Section 3 explore welfare
implications of an exogenous reduction in child wages. In section 4 we solve a parametric
example. Section 5 contains an empirical analysis of the degree to which country of residence
affects child labor rates, and the extent to which such measures of a country’s permissiveness

towards child labor are correlated with GDP and other aggregates.

2. A Model of Child Labor

In this section we present a simple theory of parental decisions regarding the allocation of
children’s time between labor and education. Under our assumptions, parents may favor
child-education laws because they help parents to commit to more education for the child.
The key assumptions are: 1) child labor reduces education, 2) parents get utility from the
education of their children, and 3) parent’s discount factors for future utility are quasi-
geometric. The main result of the model is that parents support laws that restrict children
to a minimum time spent in school as a commitment device for adequately investing in their
children’s education.

Consider an economy where agents live for 27" + 1 periods, the first T" as children, and
then T'+1 periods as parents, with one child born when the parent is aged T'. The parent has
an endowment of human capital h, and receives labor income wh,. Children may become
workers from the time that the parent is aged 7"+ 1. Their human capital on attaining
adulthood at period 7' is given by h%, which depends on the fraction ef of their time they
have allocated to their education at each age. This allocation is decided by the parent. The

child’s initial human capital is hf, and evolves deterministically according to the function:

hisy=¢ (hi,ef) - (2.1)

Parents get utility u (¢,) from their own consumption in each period 7 of their own finite

lives and utility v (h$) in the final period of life from the final level h$ of their children’s

6



education. Parent’s discount factors for future utility are quasi-geometric; the discount factor
between adjacent future periods is 5 € (0, 1), but between the present and the immediate

future, the discount factor is 50 € (0, 5). Preferences take the following time-separable form:

T
Uy =u(co)+6 |87 (hg) + > BTuler)
T=1

Children’s labor income depends on the fraction of time (1 — ef) the child works in period
t, and on the child’s effective wage wy, which is the basic child’s wage w{, times the child’s
productivity premium for age. The child’s wage is not a function of the child’s human
capital.? Furthermore, following Cain (1977), it is assumed that a child aged ¢ + 1 is the
productive equivalent of (1 4 +,) children aged t. Therefore a child aged t + 1 will face an
effective wage rate

wyy = (14 y,)wy, 0<7, <1

all t. As the child grows older, the productivity premium for age, ~,, declines, as the child’s
wage converges toward the adult wage. A direct implication is that the sequence of age-
specific productivity differentials {fyt}thl converges from above towards zero as t approaches
T.

In each period ¢t < T, parental consumption is constrained by the total household labor
income, which is equal to the sum of parental labor income and that of the child. Let p,
denotes the period-t per unit education cost reflecting for example, expenditures on school
supplies, registration fees, transportation costs etc. Then the parent period-t budget con-
straint is given by:

cr < wphy, + (1 — ef) wy — pre; (2.2)

This parental budget constraint implies that, in addition to the direct cost, pse;, of

educating a child, there is also an indirect cost, in the form of household income foregone

from child labor sources wfe;. The essential point, that child labor significantly reduces both

4This assumption is standard in the literature on child labor; see Glomm (1997); Baland and Robinson

(2000); or Dessy (2000).



educational time and eventual attainment, is well supported by empirical studies, such as
Rosenzweig and Evenson (1977) and Psacharopoulos (1997).

In their first period, children are physically incapable of working, so parental consumption
equals wy,h,. Since parents make no time-allocation decisions this period, when their child
has age t = 1, it will be ignored below, except to consider parental support over labor laws.

It will be assumed below that the above functions obey the following standard conditions:
Ul v/ >0;u" <0;u(c) > 00 asc—0;u(c) —0asc— oo.
U2 v >0;v"<0;0(h) 00 ash—0;v(h) —0ash— oo.
U3 ¢, > 0,0, > 0,0, <0,0,, <0,0., > 0.

Assumption 3 implies that education time and previous attainment are complements in
the production of next period’s attainment. Furthermore the second-derivative assumptions

imply enough concavity that interior solutions, when they exist, are optimal.

2.1. Optimal Education Decisions

In general the choice of education at time 7" — j will deviate for two reasons from the choice
of a parent who can commit at ¢ = 0. First is the direct effect of impatience, i.e. the change
in discount factor between T'— j and T — j + 1. Second, there may be strategic interaction
between the parent’s decisions at different time periods. These effects are illustrated below.

It is straight-forward to solve the parent’s problem by backwards induction. In the last
period of life, the parent’s payoff is given by v (gzﬁ (hCT_l, e%_l)). Therefore when allocating
the child’s time between education and labor in the penultimate period, the parent faces the

following dynamic programming problem:

VTQfl ( 15 hp) = g}aX {“ [wphp + (1 - 65’71) wp_q — eCT71pT71} + Bov (¢ (thfp 6%71))}

T—1
, subject to (2.2) and (2.1).
An interior solution satisfies the following first-order condition:

[w%fl ‘HUT—J u' (cr-1) = Bov' (hy) . ( 715 6CT71> (2.3)

8



. Diminishing marginal utility implies that if the optimal ef_, is interior, then the child’s
education will be increasing in the parent’s human capital, h,. Furthermore, the presence of
0 on the right hand side implies that the education choice, if interior, will be strictly less
than what the parent would have chosen could he have committed to e7_; at some earlier
time.

Given the above assumptions, it is important to ask whether parents whose children have
a higher level of human capital carried over from the preceding period will tend to invest
less in their children at time 7"— 1. In other words, we look for the effect an increase in hf_;
has on the optimal e5._;. As shown in the following proposition, the answer to this question
depends upon whether a marginal increase in the level of human capital carried over from
the previous periods “sufficiently” raises the marginal productivity of child’s time allocated
to education:

Proposition 1. Let assumptions U.1 — U.3 hold. If

G < — =05, (2.4)

then, Oer_1/0hS._y < 0. Furthermore, we have that (i) Oer_1/0h, > 0, and (iii) Oer_1/06 >
0, where ep—_1 = gr—1(9, hy, h3_,) denotes the interior solution to (2.3).

P roof. Given the properties of the functions u, v, and ¢, the second order condition for
a maximum is satisfied: [w§_; + pT_1]2 u" + B8 [V'¢? + V¢, < 0. The implicit function
theorem may then be applied to establish all three results- m

Condition (2.4) states that the increase in the productivity of time allocated to school-
ing due to a marginal increase in the level of human capital carried over from the previous
periods is not “too” large. The property der_1/0h%_; < 0 of the optimal education pol-
icy function means that child’s time allocated to education tends to be smaller(greater),
the higher (smaller) the child’s human capital level carried over from the previous period.
Property Oer_1/0h, > 0 states that richer parents tend to invest more on their children’s
education. Finally, property dep_1/00 > 0 states that child’s time allocated to schooling
declines with the severity of the time-inconsistency (or commitment) problem.

To define the solutions for the preceding periods, it is convenient to analyze the parental

9



decision as the outcome of a 2-stage dynamic-programming problem, as in Krusell and Smith
(2003). Using the definition of the optimal education policy, the resulting children’s human
capital is given by:

hipr = @ [his 9 (6, hp, BY)] - (2.5)

At time T — 2, the parental problem is to maximize:
Vi, (h%fza hp) = max {U [wphp + (1 - eCT—z) Wp_y — e%fsz—Z] +BoWp_, (h%flv hp)}
T—-2

subject to

qu—l (h%—1> hp) = u [wphp + (1 -9 (h%—ﬁ hp)) wr_;—g (h%—ﬁ hp) pT—l} (2.6)
+5 [V (¢ [th—hg (hCT—ﬁ hp)])]

and hS_, = ¢ [h_,, €5_,], where (2.9) denotes the continuation value at T — 1.

>From the point of view of period T'— 2, the discount factor between periods 7' — 1 and
T is given by 3, but the parent knows that when the time comes to choose e%._;, the discount
factor between periods T'— 1 and T" will be 9.

The first-order condition at time 7" — 2 is:

awiqfl (h’%—lv hp)

— [’LUCCF_Q + prg} o (CT72) + 5(5 ah%il

®e (th—2> e'_cr—2) =0. (2.7)

This first order condition is satisfied by the education time e that equates the marginal cost
of educating the child at T'— 2 to the marginal (future) utility from raising the child’s human
capital level. Given that the parent will act impatiently in the future, at T'— 2 she perceives

the marginal benefit of education as:

OW2_, (hS_4, h
Py (051, hy) _ gr—1 (= [wS s + proa] W' (cr) + BV (W) 6o (o1, gr-1)]
ol ol
+6v" (hy) ¢ (W51, g7-1) (2.8)

where gr_1 = gr_1(6, h5_1, hy).

10



The second term on the right hand side is perfectly standard; the first term however only
appears due to the time-inconsistency of the parental preferences; otherwise the envelope
theorem tells us that the term multiplying the policy function derivative would be zero at
the optimum, in which case

aWIO“—l (h%—lv hp)
oh§_,

= B (hr) &n (M1, 97-1)

. However without commitment, it becomes important to investigate whether the marginal
benefit of an additional increment in the child’s level of human capital carried over from the
preceding period (i.e., the term OW2_, (kS._,, h,) /OhS_,) turns out to be larger or smaller
than the level that would obtain under commitment (i.e., the term 81/ (hy) ¢, (hS_, gr-1)).
The answer to this question is summarized by the following proposition.
Proposition 2. Let condition (2.4) hold. Then
oW7_, (h?r—u hp)
ohg_,

< BV (%) &y (R, 91-1)

P roof. Since condition (2.4) hold, by proposition 1, dgr_1/0h%_; < 0. Furthermore,
since by proposition 1 dgr_1/90 > 0 and u” < 0, then

- [w%_1 +PT—1} o' [wphp + (1 - gT—l) Wp_y — 9T—1PT—1} + ﬁ’/ (th) Dee (hCT—pgT—l) > 0,

implying that the policy gr_1(9, h$_y, h,) is sub-optimal from the point of view of period
T — 2. Hence the result. m

Proposition 2 states that both the direct and strategic effects of time inconsistency reduce
the perceived future benefits of educating the child at 7" — 2. This in turn causes parents to
choose inefficient levels of child’s schooling time in each period.

Earlier stages of the game are solved by applying the same approach. At time 7" — 3, the
parental problem is to maximize:

V:IQ—3 (hgf—3> hp) = I%af {u [wphp +wp_3 — €r_3 (w%_3 + pT—3)} + B6Wp_, (h’ff—% hp)}

subject to the continuation value from the period 1" — 3 point of view,

11



WZQ—Q (h”fr—m hp) = u [wphp +wp_ o —€r g (w%—z +pT—2>} (2.9)
+6WIQ—1 (h%—lv hp)

the policy €55 =g ((5 G o hp), the continuation value from the period T'— 2 point of view,
W’?—l ( T-15 hp) =u [wphp +wp_y — (w”ff—l +PT71) g (57 hp_1; hp)]"’ﬁl/ (¢ [h’_cr—bg (57 ht_y; hp)})

and h§_, = ¢ [hr_2, 9 (8, h5_s; hy)].
Consider OW9_, (h§_, hy) /OhG._,. It can easily be established that

8W70“—2 (hCT—za hp) a9T—2

OWe_, (ks ., h
= = | = (Wi, + proa] W (cr_2) + B—2 (h%_a, hy)

Ge (h%f% ngz)

ohs_, OnS,_, e
dgr_ , , ) c
+BSEL - (= (w5 + proa] w(erm) + BV (hh) &, (51, 9r1)] &5 (o 91-2)
T—1

+5%¢, (h%,Q, 9T72) v (hgr) op, (h%fla ngl)

Note that the first two terms are negative due to strategic interaction. Therefore adding
more periods worsen the effect of time -inconsistency in the sense that the future benefits of
educating the child today becomes even smaller.

To solve for the complete sequence of education investments is simply a matter of con-
tinuing the procedure of backwards induction described here all the way back to the first
period of the child’s life. If the conditions of proposition 2 are satisfied, this means that
adding more periods to the analysis will further aggravate the time-inconsistency problem
but not qualitatively change our results, so from now on we restrict attention to the simple

case T' = 3.

2.2. A Reduction in Children’s Wages

An important policy issue in many prosperous countries today is whether to restrict imports

of goods made using child labor. The professed objective of such policies would be to make

12



children in poor countries better off by preventing their exploitation as workers. From the
point of view of a poor household considering how to allocate children’s time, the effect of
such a policy would be perceived as a reduction in the wage for child labor. In this section
we show that some families may indeed be better off, in an ex ante sense, as a result of such
a policy. However these families are not necessarily the poorest ones; to benefit from a wage
reduction, a family must have an income high enough that the child would attend school
under the reduced wage.

Under standard preferences, an exogenous change in the children’s wage reduces the
welfare of those parents whose children were working before the change. In our model, it is
possible that some parents are made better off by such a change. In this section we explore
conditions required for this to happen.

For parents to gain from a reduction in the child’s wage, there must be in increase in

their indirect utility from the view point of period T" — 2. Their indirect utility is given by

W’?’72 ( %727 hp7 wipl?pQ) = u [wphp + wi — g1 (h%727 hp7 w$7p17p2) (’U)i +p1>]

+6Wp_, ( 71> o, Wy, wf,pg)

which includes their anticipated indirect utility from T-1:

W’Iojfl ( %717 hp7 wlh w§7p2> = u [’U)php + (1 + 7) 'LU; - g2 (h’%fb hp? w§7p2) [(1 + 7) 'LU; +p2]]

+BV ((b [h%—lag2 (h"_cl’—h hp7w§7p2)})

Now consider the effect, on parents’ welfare, of an exogenous change in the basic child
labor change, w°. Denote this effect as OW2_, (hrfpfz, hy, wf,pl,pg) /Oows. In appendix A.2

we prove the following result.

Proposition 3. Suppose that utility satisfies constant elasticity of substitution and
parental education policies are in the interior of the choice set. Then there exists a threshold
h (0) such that all parents with human capital levels h, > h (0) are made better off by an ex-
ogenous reduction in child labor wages. Furthermore, the more severe the time-inconsistency
problem, the larger the number of parents who can be made better off by an exogenous reduc-

tion in the child labor wage.
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It is obvious that the wage-reduction policy, by lowering the revenue of those families
whose children acquire only a partial education, will reduce the education of these children
even further. Even though very poor families are unambiguously worse off as the result of
such policies, and their children less educated, there exists a potential justification for a
policy banning imports of industries that employ children, in that it can indeed raise the

education levels of children from families whose poverty is not as dire.

3. Parametric Example

In this section we consider a simple 2-period version of the model with logarithmic preferences
and Cobb-Douglas technology. This specification implies that the strategic effect discussed
earlier is absent. Some analytical results are possible for a sufficiently simple choice of time
structure and functional forms. We restrict the analysis to education decisions over two
periods of childhood corresponding to primary education (the first period) and secondary
education (the second period). What do we lose by restricting the model in this way? Under
the conditions of Proposition 2 above, the strategic interaction effect and the addition
of more periods of education both intensify the time-inconsistency problem, so in a world
characterized by these conditions, the simple version below could be considered a reduced-
form version of the full model, in which the time-inconsistency parameter ¢ is made smaller
to reflect the two omitted effects.

Suppose that T' = 3, so that parents choose their children’s activities for two periods.
Let u(c) = Inc and v (k) = Alnhk, where A > 0. Human capital in every state is now
given by:

. N h{ t=1
hi = ¢ (ht—laet—l) = (hf,l)n (§+ 6571)1_,7 1o 1

where 1 > 0.

Notice that as long as e > 0, the functional form for the human capital accumulation
technology allows for children to have positive human capital even in the absence of parental

investment in schooling. Parents’ problem in this context amounts to optimally choosing
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the education policy pairs, (e}, e3). To characterize this optimal education policy pair, the

following assumption will prove useful:

U.4 The exogenous variables w{,ws, p1, and py together satisfy the following condition

(w§ +p1) (L+e) + Al —n)p
(w5 +p2)e—BA(L—=n)ps

fn = (3.1)

Furthermore,

e>BA1—n). (3.2)

This assumption is made for purely technical reasons and its usefulness will be made pre-
cise below. The characterization of this optimal policy pair is a straightforward application
of the problem-solving technique outlined in the previous subsection:

Lemma 2. Under U.4, the optimal education policy pair is given as follows:

;

(0,0), if by, € [h, H,(0)]
(6* 6*) o (gl (57 h’p>plawf)70) if hp S (ﬂ ( ) ( )]
1»%2) — _ _
(1,92 (8, hy, pa, w$)) if hy € (H.(5), H2(0))
\ (1,1) if h, € [Ha(6),h]
where
] BnA(5) ; e
g1 (0, hy, p1,wy) T+ BnA(9) {w(hp,pl,wﬁ - m] (3.3)
A6
92 (57 hp7p2aw§) - TE&& |:w(hp7p2aw5) - ﬁ] (34)
and
H(5) = |—= <1 _1) _ 1] i,
O = 15z ' ut )
(1+e) < pl) p1 | w§
5 = ()
O = Aoy \" ) T ug)
. _ [(A+e) P2\, P2 | ws
H0) = 1716 (H w5> ws} m
. _wh+wf C_wh+w2
w(hp7p17w1> - ;1+wc ) w(hp?p27w2>_ ;21_)’_11)5 )

A(6) = 0BA(1 — ), with h < H,(8) < Hy(6) < Ha(5) < h.
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Condition (3.2) of Assumption U.4 simply guarantees that the end-values H, (), H;(6),
and Hy(8) are all positive. Condition (3.1) on the other hand ensures that h < H,(§) <
Hi(6) < Hy(6) < h, so that the union of the intervals [h, H,(8)], (H,(8), H1(0)], (H1(6), H(d)),
[P_Ig(é), }_l} is indeed the set of all parents (i.e., the interval [h, B} ). Note the dependence of
the size of the respective ranges on the time-inconsistency parameter, . This implies that
the distribution of the population of parents across these ranges is affected by the degree of
severity of the time-inconsistency problem.

How does the optimal level of compulsory education depend on the parental state? The

following Proposition summarizes the answer to that question:

Proposition 4. The more severe the time-inconsistency problem, (i) the larger the
number of parents who choose not to educate their children in all periods (i.e., parents who
choose (e7,e5) = (0,0)); and (i) the smaller the number of parents who choose to educate
their children full-time in all periods (i.e., those who choose (ef,e3) = (1,1)).

P roof. It suffices to note that H,(8) (respectively Hy(0)) is higher the smaller § (i.e.,
the more severe the time-inconsistency problem). m

Proposition 4 is the parametric analog of proposition 2; it establishes the inefficiency of
parental education policies due to the time-inconsistency problem. Since both H,(J) and
H,(5)) decreasing in d, and 6 € [0,1], for parents whose human capital levels fall within
the range [h, H,(1)] or [H»(1), h], time-inconsistency is not a problem. Parents with human
capital in the interval [h, H,(1)] are just too poor to afford to give up on income from child
labor sources, hence (e, €5) = (0,0). In contrast, parents with human capital in the interval
[Flg(l), ﬁ} are rich enough to pass on the opportunity to supplement household income with

income from child labor sources, hence (e3,e3) = (1,1).

3.1. Who Gains from Compulsory Education Laws?

To address this question, it is important to first ask if they are parents who can be made
worse off by the imposition of compulsory education laws. According to Proposition 4 above,

the only parents who stand to lose from the imposition of compulsory education laws are
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those with human capital levels in the open range, [h, H, (1)], because they are too poor
to send their children to school even without time-inconsistency. Therefore, we know that
parents with human capital levels in the open range 7' () = (H, (1), H> (6)) are those whose
child’s education decisions suffer from the time-inconsistency problem, and thus stand to gain
from the imposition of such laws. It is clear that the size of this critical range is decreasing
in 9, as

d

%H2(6) < 07

implying that the number of parents who gain from the imposition of compulsory education
laws is larger the more severe the time-inconsistency problem.

Now if the critical range, T (4), can be shown to be always non-degenerate for all 6 €
[0, 1], then, under the assumption that the distribution of parents’ human capital levels is
continuous with strictly positive density over its entire support, there always would exist
parents who gain from the imposition of compulsory education laws. Indeed, the following

result can be easily established:

Proposition 5. Suppose the distribution of parents’ human capital levels is continuous
with strictly positive density over its entire support. Under U4, T (9) is always non-degenerate
for all 6 € [0,1].

P roof. Since the cardinality of 7' (§) is decreasing in 4, it suffices to show that the
smallest possible problematic region is non-degenerate under U4. This smallest possible

region therefore is T (1) = (H, (1), H (1)). Observe therefore that under U4,

which implies that there always exists h, such that H; (1) < h, < Hy (1). Hence the result.
]

Proposition 5 formalizes the emergence of compulsory education laws as the outcome of
a conflict between poor parents—i.e., those with human capital in the range [h, H, (1)]—,
and not-so-poor parents—i.e., those with human capital levels in the critical range, T ().

We interpret the latter as the middle class. Parents with human capital levels in the range
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[F[z (0) ,l_z] are indifferent, as they neither gain nor lose from the imposition of compulsory
education laws. This is because they are rich enough so that they always choose to enroll
their children in school full time, despite facing time-inconsistent preferences. Countries
therefore will adopt compulsory education laws when a critical mass of parents enter the

range delimited by 7 (), otherwise they will be permissive towards child labor.”

4. Child Labor in Latin America

In this section, we analyze a cross-country dataset, comprised of the results of representative
household surveys of 12 countries in Latin America, to compile an index of the permissiveness
of each country towards child labor. These indices reflect the extent to which the country
of residence helps to predict whether children are in the labor force, controlling for family
characteristics, such as income and education, and are measured as the country fixed effects
in OLS regressions with child employment measures as the dependent variables. We find
that there are indeed significant country effects, after controlling for parental income. ¢ At
the end of this section, we show how these indices relate to per capita GDP and whether
the country is a signatory to convention C-138. In addition, we show that whether a child
is in the labor force is strongly correlated with measures of education, such as whether the

child is attending school, and how many years of schooling the child is lagging behind the

A caveat of our theoretical analysis is the deliberate exclusion of the preferences of non-parents (e.g.,
grand-parents or childless individuals) in the characterization of the size and composition of the coalition
supporting compulsory education laws. It is possible that the inclusion of this class of individuals may
provide another channel through which political support for compulsory education can emerge, as in Doepke

and Zilibotti (2005).
6Earlier versions of these surveys have been used previously to analyze similar issues, as in Psacharopou-

los (1997), who examined the relationship between child labor and educational attainment in Bolivia and
Venezuela, and by Moe (1998), who analyzes fertility and human-capital investment in Peru. Szekely and
Hilgert (1999) use these surveys to analyse the sources of income inequality across the different countries,
while Dahan and Gaviria (1999) analyze the relationships between social mobility and marital sorting on

the one hand, and income inequality on the other.
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maximum potential years for her age.

Child labor is inherently difficult to measure; much of it is unpaid work, often for family
members around the house or the farm. It is also possible that parents suppress information
on their children’s work, and for some countries, children’s labor variables are automatically
set to zero for children younger than 12. Even though the dataset in question includes
direct measures of child labor, such as hours worked, labor income, and an indicator of the
child’s employment, it is likely that these variables understate significantly the prevalence of
child labor. Therefore we also use indirect measures, such as whether children are attending
school, and the gap between potential and reported years of education.

For each measure L;; of the labor of child ¢ in country j, we estimate the following

equation on the characteristics x; of the child’s family:
Lij = oj+ fri +ei

One of the most important specification decisions is whether fertility or family size should
be included in the family characteristics. The argument for including some measure of the
number of children is that children add to the household’s desired consumption, while older
children potentially increase the family’s income, with their own labor capacity. Hence
families with more children may either be more inclined to send a working age child to work,
if the other children are younger, or less inclined, if the other children are older. However
we believe that such measures should be excluded, because fertility decisions are themselves
responses to child-labor conditions. Under standard, Beckerian fertility models, such as
Becker, Murphy, and Tamura (1990), child labor reduces the cost of having children, and
hence increases fertility’. Therefore controlling for fertility would bias the estimate of the
country’s effect on fertility, by falsely attributing to fertility part of the effect that is due
to the status of child labor in the household’s country. ® The variables that we would like
to include are those indicators that standard theory suggests are relevant for the child-labor

decision, but not strongly dependent on that decision, such as parental education and family

"See Doepke (1999) for a model in which this interaction plays a key role in economic development.
8For a recent theoretical analysis of fertility and child labor, see Doepke (1999).
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income net of child labor.

4.1. The Data

The data set in question is a compendium of representative household surveys of 12 countries
in Latin America; we study the 112,227 children aged 10-17 in these surveys. Despite the
large number of households, this is a small sample in terms of number of countries, but it
proved impossible to extend the analysis to other countries because most surveys ignore labor
force participation of children.” The advantage of focusing on Latin America is that these
countries are quite similar in many ways; polygamy is not an accepted practice, nomadic
peoples are the exception, and European education traditions are well established.

Earlier versions of these surveys have been used individually to analyze similar issues, as in
Psacharopoulos (1997), who examined the relationship between child labor and educational
attainment in Bolivia and Venezuela, and by Moe (1998), who analyzes fertility and human-
capital investment in Peru. These surveys have also been used previously in the literature
on income inequality. Szekely and Hilgert (1999) show that these surveys indicate a wide
variation in the degree of income inequality across the different countries, while Dahan and
Gaviria (1999) use this data to analyze social mobility and income inequality. The data
include education and labor earnings variables for all members of sample families.

The sample is restricted to single-family households with children in the age range 10-
17 that reported positive family income. The lower bound of the age range represents the
earliest age at which most countries collect child labor information, and the upper bound
the oldest age at which children are generally in secondary education. The key assumption
behind this age range is that children have significant labor capacity, and that it is the
parents who are deciding the children’s time allocation across work and education. To the

extent that household patterns vary systematically across countries, it may be necessary to

9Uruguay reports labor force behavior for children over the age of 14, but was excluded because it does
not cover children under that age. Another limitation of our data set is that Argentina and Ecuador cover

only urban households.
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relax the criterion of single-family households.

Child labor is inherently difficult to measure; much of it is unpaid work, often for family
members around the house or the farm. It is also possible that parents suppress information
on their children’s work, and for some countries, children’s labor variables are automatically
set to zero for children younger than 12. Even though the dataset in question includes
direct measures of child labor, such as hours worked, labor income, and an indicator of the
child’s employment, it is likely that these variables understate significantly the prevalence of
child labor. Therefore we also use indirect measures, such as whether children are attending
school, and the gap between potential and reported years of education.

Income and wages have been converted to U.S. currency, by equating purchasing power
parity across countries to the U.S. level, using measures published by the OECD. The table
shows the averages for several key variables: number of children per family, hours that
employed children spend in paid employment, the income of employed children, the age
of the child, and the total income of the family, excluding children’s earnings. These are
reported by the age-group of children, ages 10-14 and 15-17.

Table 1 shows some basic descriptive statistics for the data. First it is clear that the rate
of child labor is much higher for the older group of children. In Venezuela for instance only
4 % of children aged 10-14 work but among the 15-17 year-olds, the rate is 17.7%. Second
there is significant variation in the employment rate of both groups. For the younger group,
employment rates range from 1 per cent in Argentina and Chile to over 14% in Bolivia, 13%
in Brazil and 11% in Mexico. Third the employment rates of both groups appear highly
correlated across countries: the Pearson correlation coefficient is 0.94. Similarly, school
attendance rates are also highly correlated: the Pearson coefficient is 0.82. Fourth, there is a
significant negative correlation ( -0.39 for the older group) between employment and school
attendance. Similar results hold for the other measures of education reported in the table,
such as years of education and the education gap, which equals the potential education of
the child as a function of age, less the attained education, measured in years.

The basic premises of the analysis appear to be present in the data: higher rates of
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schooling among younger children, and a tradeoff between child labor and education. The
correlation between the younger and older children’s employment and schooling rates sug-
gests that the same forces are at work for both groups. Moreover, these properties seem
to be robust to the exact measure used of labor or education. Finally, the presence of
wide variation in employment rates across countries makes accounting for this variation an

economically interesting exercise.

4.2. Child Labor and Education

A key assumption in the paper is that child labor reduces education. Some empirical evidence
for this assumption is presented in Table 2. The table shows results for a probit regression
in which the dependent variable is an indicator equal to one for children in school, and zero
otherwise. The explanatory variables include, in addition to a dummy variable for each
country, an employment variable, the age of the child and family characteristics, such as
household income, father’s education and number of children aged less than 6 years old.
The country fixed effects (ie the coefficient estimates on the dummy variables) are shown
in Table A6. The employment variable is set to 1 if children worked 10 hours per week or
more, zero otherwise. Age variables are based on deviations from the mean, while income
variables appear as deviations from the median; both appear in the regression equation as
the logs and the squares of the logs.

How strong is the estimated effect of employment on education? Consider a family in
which the parents have 6 years of education each, and earn the median income. Suppose
they live in Chile, where the fixed effect (coefficient estimate on the dummy variable) is
1.43. The results suggest that employment reduces the probability that a child aged 10-13
attends school from 97% to 82% for boys and from 95% to 86% for girls. For a country like
Bolivia, where the fixed effect is smaller, the estimated effect of employment is much larger:
the school attendance probability falls from 80% to 47% for boys aged 10-13.

An alternative measure of the impact of child labor on education is the education gap.

Table 3 shows OLS estimation results for a regression of the education gap on the same
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explanatory variables described above. The country fixed effects are shown in Table A7.
The estimates suggest that employment increases the gap by 0.32 years for boys in the
younger group, and by 0.2 years for girls. For the older group, the estimates are 0.85
and 0.27, respectively. These numbers are associated with high t-values, and reinforce the
impression from the previous table, that child labor competes with education in the allocation
of children’s time. While these numbers do not seem large as a percent of average educational
attainment, it is likely that children with interrupted schooling will not return; hence a
positive gap indicates that attainment will not increase with age. This argument is explored
explicitly in Psacharapoulos (1981), who analyzes the education gaps associated with child
employment in Peru.

Obviously there is no attempt here to deal with unobserved heterogeneity or with co-
linearity among the explanatory variables. If less able students were more likely to leave
school, then these estimates would represent upper limits on the effect of child labor. On
the other hand, assuming that parental income does not directly affect education, the bias
resulting from co-linearity between employment and family income is clearly towards under-
stating our result: children with low income do worse in school, holding ability constant,
because they are more likely to be employed. In the absence of further evidence, it is rea-
sonable to assume that the results are not driven by bias from omitted variables, and hence
we conclude that child labor does indeed have a large and significant effect on educational

attainment.

4.3. Country Effects on Child Employment

To see how child-labor patterns vary across countries, we report in Tables 4 a) and b) results
for a regression of child labor-hours on parental income, parental education and the age of the
child, as well as a set of dummy variables representing country effects for each country (the
country effects are reported in Table 4b). The table shows that children’s hours are higher
among the older age group of children, and that the cross-country patterns are otherwise

similar across age groups. Parental income reduces the probability of child employment, as

23



does education of the parents, with mother’s education having a slightly larger e