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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, inithg women and young people, a goal
embedded in the ILO Declaration 2008 8acial Justice for a Fair Globalizatignand
which has now been widely adopted by the internaticommunity.

In order to support member States and the socrahgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises fatgrrielated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wofkn the Employment Policy Convention, 1964 (No.Y12thd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body’'s Employment andigdPolicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasgee of technical support and
capacity building activities, advisory services gulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming tie tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwtd®s publications consist of
books, monographs, working papers, employment tepmd policy brief§.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceuexghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf

2 See the successive Reports of the Director-Getethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

3 See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.
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Foreword

Access to microfinance — as one tool of many —lmamsed to prevent, mitigate and
reduce child labour. But when applied incorrecthjcrofinance can also contribute to the
creation of child labour. The ILO’s Social Finareeogramme (SFP) and the International
Programme on the Elimination of Child Labour (IPE@ye historically worked together to
ensure Decent Work programmes allow for accesmémée while remaining child-labour
free.

Seven years have passed since the ILO publishdthitat Guidelines: Microfinance
against Child labour, which explored how projecsigrers and implementing partners
could use microfinance more effectively in childbdar programmes. This paper takes a
step back and reviews the causal chain, conceptaailinecting the root causes of child
labour to actions, tools and most specificallyafinial services that can be provided by
microfinance institutions (MFIs) to fight child labr within client households. Each root
cause and its complimentary intervention are supddry case studies and examples from
the field, illustrating either best practices outbanary tales.

This publication is targeted at two specific audes1 For policymakers and activists
in the fight against child labour, this paper pd®ss insightful guidance about the potential
and limitations of microfinance as a programmingl tdighlighting in particular that
microfinance is much more than microenterprise $od&or microfinance professionals, it
provides guidance regarding product design andrelglito increase the social impact of
their programmes, but it also raises an importaarnimg about the circumstances in which
MFIs could be stimulating a demand for child labour

| want to express my appreciation to the authargkal Breyer and Jonas Blume, who
have done an excellent job of presenting a webd@d view, highlighting the
opportunities and the risks. Their paper is indegelvant and timely for the microfinance
industry as a whole. As attacks on mission drifterir core social values and poverty
alleviation to commercialization—continue to builthey illustrate how and why some
MFIs are willing to embrace an anti-child labourssage.

Craig Churchill
Social Finance Programme
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1. Introduction

Child labour remains a pressing concern in the avtotlay. According to estimates
from the International Labour Organization’s (IL)ternational Programme on the
Elimination of Child Labour (IPEC), there were 2fdllion children child labourers in
2008, almost two-thirds of whom, worked under hdaas conditions (ILO 2010b). Child
labour, especially its worst forms, often causegewr®e physical harm for children and
deprives them of their right to education. It ieréfore banned under ILO Conventions
No0.138 (Minimum Age Convention) and No.182 (Worsbrifis of Child Labour
Convention), as well as the UN Convention on thghRi of the Child.

While there is a broad consensus that child lab@g-defined by the ILO—must be
eliminated, the question of how to address it dely debated.

The emergence and growth of microfinance instingian developing countries, as
well as impact analysis on their clients, has giviee to the idea that financial services
could be an effective instrument to reduce chilubla. Several impact assessments claim
that microfinance has led to higher schooling raied a reduction in child labour among
the families of microfinance clients (Littlefieldorduch & Hashemi 2003; Maldonado,
Gonzales-Vega & Romero 2003). In addition, thergréaving body of economic literature
suggesting that the development of capital marketsthe access to financial services, and
in particular credit, can significantly reduce dhibbour (Dehejia & Gatti 2002, Beegle,
Dehejia & Gatti 2003, Guarcello, Mealli & Rosati@) Jacoby & Skoufias 1997). Yet,
other authors find that microcredit programmes akso have negative impacts on child
labour (Wydick 1999, Kring 2004, Islam & Choe 2009)

This paper aims to assess the role of microfinascan instrument in combating child
labour. It reviews the economic literature drawargempirical evidence of the impact of
microfinance on poverty, income stability, ovetatiusehold wellbeing and the demand for
child labour. The paper also examines the direpeggnce of microfinance institutions
engaged in the fight to eliminate child labour. €ary to a frequently heard claim in the
literature that is often limited to the impact ofcnocredit,this paper takes a comprehensive
perspective on microfinancehich includes loans for consumption, savingsuiasce,
financial services for improving the access to etioa, and awareness raising.

The paper is organised as follows: the first secitarifies the notion of “child
labour” and the different causes of child labouneThext section looks into the role of
microfinance in reducing income poverty, decreasinigerability towards income shocks,
improving education and raising awareness. Sedtion presents examples of financial
institutions that have developed programmes togareand eliminate child labour, and that
effectively appear to have improved access to darcdor children and youth. It also
highlights the on-going action research of the Ik @ocial Finance Programme. The last
section offers conclusions and discusses policypogt

2. Understanding Child Labour: Definition and
causal factors

Defining “child labour” is a challenging task. Cifien in the developing and
developed world alike often perform economic atitigi at a young age. Some perform
these activities voluntarily (e.g. to increase #meount of available pocket money), while
others are forced by the necessity of income fovigal. Some children work only a few
hours a week or only during peak seasons suchrasdtdimes or festivals; while others
work full time every day, year-round. Dependingtbair workload, some children are still
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able to combine school attendance and work, whilether cases children are deprived of
their right to an education due to their heavy waakls (Boyden et al. 1998). Taking into
consideration the large variety of economic adgsitthat children perform, it is often
difficult to define the line between earning pocketney or helping out at home, and
harmful child labour.

Following the definition of the ILO, child labouefers to work undertaken by persons
under the age of 18 that harms their mental, phijsic social development and interferes
with their schooling by depriving them of the opjpimity to attend school, by forcing them
to drop out of school early, or by requiring them dcombine school attendance and
excessively long and heavy work. In short, childolar is “work that is unacceptable
because the children involved are too young andildhbe in school, or because even
though they have attained the minimum age for asionisto employment, the work that
they do is unsuitable for a person below the age8db ILO Convention No.138 stipulates
that ratifying States set a minimum age for adraisdb work, and Convention No.182
defines the worst forms of child labour prohibifedall children below 18.

According to these ILO Conventions, the conceptchbfld labour excludes the
activities of children above the age of about 12vamly do a few hours of light work
where it is allowed by national legislation, anedé of children who have reached the
minimum working age and whose work is not considexe hazardous or other worst forms
of child labour, such as slavery, prostitution, aradficking. What is permissible depends
primarily on the following: the child’s age, thepty of work, the number of hours worked
per week, the conditions under which work is perfed, and the national legislation on
minimum age to work (see figure 1 below).

Figure 1: ILO Convention No.138

ILO Convention 138 on Minimum Age for Admission toEmployment

The Minimum Age Convention specifies that:

a) Every country ratifying this convention shall sgga minimum working age for admissipn
to employment or any other work, which is consisteith the fullest physical and mental
development of young persons; and which shall motelss than the age of completion of
compulsory schooling and, in any case, shall ndebgthan 15 years.

b) Children between the age of 13 and 15 may perfdight‘work’, as long as it does rjot
threaten their health and safety, or hinder thelucation or vocational orientation and
training.

c) Developing countries may make use of a specialgpapd referring to member states whose
economy and educational facilities are insuffidigdieveloped, who may initially set a lower
minimum age of 14 years, and 12-14 years for lghitk, respectively.

d) The minimum age for hazardous work, however, igot&ll countries (or never permissible
at any age in the case of forced labour), and éemtionally lowered to 16 only under strict
conditions of sufficient protection and prior ingttion.

Convention 138 was adopted in 1973 and as of SdyetleR010, 156 countries had ratified it.

® This also reflects a UN-wide understanding. SeeliN Secretary-General’'s Report to the General ibbe
on Status of the Convention on the Rights of the QW#il84/172) dated 27 July 2009, paragraph 7 et seq.
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According to ILO estimates, 215 million childrenealg5-17 were classified as child
labourers in 2008, 153 million of whom were beldw tage of 15 (ILO 2010). Contrary to
widespread perception in the industrialised woddly a few children are employed in
formal enterprises, including manufacturing companthat produce goods for export.
Instead, the vast majority of child labourers warkthe informal sector. This part of the
economy largely operates outside the legal andlatgy framework of a country and is
usually not covered by official statistics. Thearmhal sector is often characterised by
small, family-owned enterprises that operate inkes with low entry barriers and low
requirements for formal education. In fact, studiesthe prevalence of child labour show
that around 60% of working children perform infotnaativities in agriculture, fishing,
hunting and forestry. In the urban context, mosildchabourers work in informal
manufacturing, street-vending, mining and domesgiwices (ILO 2008).

In many cases, working children perform activitibat fall under the ILO definition
of the worst formsof child labour. These activities are particulanigrmful for children.
Over 90% of ILO member states have ratified theesponding ILO Convention 182 that
calls for the abolition of the worst forms of chibour (ILO 2009) (see figure 2 below).
Yet, it is estimated that approximately 54% ofdillld labourers remain under hazardous
conditions (ILO 2010a).

Figure 2: ILO Convention No.182

ILO Convention 182 on The Worst Forms of Child Labaur

Convention 182 specifies that:

(a) all forms of slavery or practices similar tavery, such as the sale and trafficking |of
children, debt bondage and serfdom and forced mpatsory labour, including forced o
compulsory recruitment of children for use in arncedflict;

=

(b) the use, procuring or offering of a child fmostitution, for the production of pornography
or for pornographic performances;

(c) the use, procuring or offering of a child fihicit activities, in particular for the productio
and trafficking of drugs as defined in the releviat¢rnational treaties;

(d) work which, by its nature or the circumstangesvhich it is carried out, is likely to harm
the health, safety or morals of children;

The Worst forms of Child Labour Convention No.182svadopted in 1999, and as of Septemper
2010, 172 countries had ratified it. The ratifioatof the Convention obliges governments |to

implement programmes of action to prevent the eagemt of children in the worst forms of
child labour and to remove and rehabilitate thdsklen who are victims of it.

2.1. Why do children work?

Who decides that a child must work? It is usualiguamed that the parents make the
choice about the activities of a chfl@tarents decide whether a child works, goes toacho
combines school and work, or stays at home neitleeking nor going to school. Parents
choose among these options according to their gredes, taking into account their own,
the child’'s and the whole family’s well-being, agslas budgetary constraints and cultural
norms. Important factors that influence these pegfees and constitute causes for child

® Older children usually have a certain influencetbe use of their time and might choose for
themselves between school, work, and leisure (Boydieag & Myers 1998).
3



labour are income poverty and access to basiccaswulnerability and risk exposure, the
unavailability or the poor quality of schools, atige attitudes and social nhorms among
parents, children and the rest of society. In datditthe demand from employers for child
labour due to specific advantages of children @dult workers may make child labour
appear attractive for familiés The following sections provide more details ore th
aforementioned causal factors.

2.2. Income poverty

For households living below the poverty line, cHédbour might be the only way to
ensure sufficient income for the survival of thenfig. Hence, children have to work and in
many cases leave school, because their parentsnimds insufficient to cover their
family’s basic needs. In the economic literaturecbiid labour, this phenomenon is often
described as théuxury Axiom(Basu & Van 1998). According to this axiom, parents
consider child labour as “bad” and use it only dash resort to meet the basic subsistence
needs of the household. Child leisure is a luxwgdghere that parents “consume” only if
they are forced to do so as a result of income ppvén increase in income would
decrease the family’s resource constraints andvgtlarents to take their children out of
work.

This view is supported by the assumption of dedngasarginal utility of income
which is often referred to in the economic analysfscauses for child labour when
explaining why child labour is correlated to poyefe.g. Edmonds & Pavcnik 2005).
According to this assumption the income contributad a child is more valuable in the
case of low family earnings than in the case ohliggnily incomes. With increasing family
income, the small additional income of a child atés and less to the overall household
well-being. Therefore, an increase in the parentsime would decrease the utility of the
child’s additional earnings and thus the incentiveut a child to work.

Empirical evidence supports the idea that incomeeqp is an important cause of
child labour and that rising incomes lead to a oida of child labour. Cross-country data
show a strong negative correlation between thedémge of child labour and GDP per
capita. Edmonds and Pavcnik (2005) use data oadeomic activity of children between
the age of 10 and 14 and real GDP per capita @hpaing power parity to show that 73%
of the variation in the economic activity of chidris explained by a variation of GDP per
capita.

Studies on the household level further strengthem évidence of child labour
disappearing with increasing family income. Basedhousehold survey data from rural
India, Nielsen and Dubey (2002) show that low hbos expenditure (as a proxy for low
income), is one of the main driving factors of dHabour. Rising income was an important
force behind the reduction of child labour in theveyed households. Edmonds (2005)
draws a similar conclusion from his analysis of twands of panel data from Vietham. He
uses household per capita expenditures as a pooxthd economic status of households,
and estimates the relationship between the econstiatigs of households and child labour.
He finds that above a certain threshold, signafmdexample by the intake of 2,100
calories per day, the probability that children kvdeclines with increasing household per
capita expenditure. In total, increased per cagij@enditure could explain about 80% of
the decline in child labour between 1993 and 1998¢é surveyed area.

It is not necessarily the poorest households tkatthe most child labour, though.
Some studies show an ambiguous relationship bettiregmoverty level of a family and the
working hours of children. Ersado (2005), for im&te, compares rural and urban data from

" Some literature (in particular Boyden, Ling & Mget998) also stresses the importance of children
wanting to work as one factor behind child labour.
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Nepal, Peru and Zimbabwe and finds evidence foptwerty hypothesis in rural areas but
no significant correlation between poverty and dldlbour in urban areas. Even stronger
evidence for a wealth paradox was found in reseancthild labour in Pakistan and Ghana
(Bhalotra & Heady 2003). The study shows that déarmghof richer landowners are
significantly more likely to work than those of tpoor households. The effects for boys
are less clear, but the hypothesis that boys fioher households are in all cases less likely
to work was rejected.

Similar ambiguous results on the role of familyeasdor child labour were found by
Cockburn (2001) in an empirical study with datanr&thiopia. Factors like ownership of
oxen, higher quality of land and proximity to wateere found to decrease child labour.
Conversely, other assets like small livestock wemeelated with a higher workload for
children.

These results can be explained by the differereceff that come along with the
ownership of an asset. An immediate effect of aaggian asset can be the substitution of
child labour. Investing in drilled wells, for instee, reduces the workload of family
members to collect water from sources further aayarcelloet al 2004). This “asset
effect” along with access to better services tleaadls to a reduction in child labour.

Another effect that usually results from the actjwis of a productive asset is the
potential for increasing income by improving protiity. For example, use of an oxen and
a plough makes it easier to cultivate land, theeefeading to a larger harvest and higher
income. This in turn should also reduce the netyessichild labour, as the household no
longer relies on the child’s minor income contribator extra working hours.

However, a possible negative effect of the acqaisibf an asset might be a higher
demand for complementary labour. Buying small liek, for example, which requires
supervision and maintenance, is work that lenddfite a household’'s children. Hence,
ownership of assetsanlead to a higher incidence of child labour; esplcif parents are
already employed full-time and alternative sourmidabour are not available.

Depending on the magnitude of these effects, thyaisition of household assets can
thus either increase or decrease child labour.dadlgi the same result applies for poverty
if it is only measured by household assets. Wealthouseholds with more assets might
then use more child labour than poorer househdild fgiver assets.

Yet, the ambiguous results caused by differentdygfeassets should not confuse the
general observation that income poverty is one eadshild labour, and that increasing
family income should be an effective way of redgoihild labouf

2.3. Vulnerability and income shocks

Poor people are extremely vulnerable to risks. Tafegn live in environments that are
prone to natural disasters, disease, businesseaitu fickle harvests. Even worse, they
usually do not have the possibility to protect teetmes and their families against these
risks, and do not have sufficient assets or anctffe social security system to act as a
safety net in times of need. Therefore, poor hopisishhave to find alternative ways to
cope with risks and to smooth income and consumymi@r time.

8 This conclusion was also made by Edmonds and Pay2605) after a review of several empirical
studies on child labour. They found that “studiesking families over time almost universally find
large declines in child labour with substantiver@ases in family incomes.”
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Income smoothing is a strategy to reduce risksrbedalverse income shocks occur.
This can be achieved through the diversificationeocbnomic activities or through the
choice of an employment source that is not exptsédctuations.

Consumption smoothing is a mechanism that is useditigate the impact of adverse
income shocks after they have occurred. It is @ey to uncouple consumption from the
current income stream in order to ensure a mininsonsumption over time. To this end,
households borrow and save money, accumulate dingssets, insure themselves against
risks and increase or decrease labour suppliesdidbr1995, Cohen & Sebstad 2005).

In both income and consumption smoothing practiadsld labour may play an
important role. Child labour is one way of diveygilg and thus smoothing family income.
When children pursue a different economic actithign that of their parents, the family can
rely on this separate income source if a parenissness is not performing well.

In the case of consumption smoothing, parents ndgbide to take their children out
of school and put them into work to sustain a ¢gemainimum consumption level if the
parents’ income drops or fails (for example, dueatdad harvest or illness of the
breadwinner).

The danger of this strategy lies in the irreveltitibof child labour. Once children are
taken out of school and integrated into the laboarket, transition back to school is often
very difficult. As a result, children continue wamg even when the direct consequences of
a shock are overcome (Guarcello 2003).

Empirical evidence supports the point that childolar is used as a buffer against
shocks: Duryea, Lam & Levison (2007) show how hbosis in urban Brazil increase the
use of child labour as a reaction to an income lshdsing a large set of longitudinal data
including over 100,000 children aged 10 to 16, tbalgulate a high probability for a child
to drop out of school and to start working if thalenhousehold head becomes temporarily
unemployed.

Similarly, an empirical study on human capital analation, risks and financial
markets (Jacoby & Skoufias 1997) found that chéldour is extensively used as a self-
insurance strategy among poor, rural households. alttthors use panel data on income
levels and children’s school attendance in sixagdis in rural India to analyse the response
of families to covariant and idiosyncratic incomaoeks. The results show that, in the
absence of perfect capital markets, one responsedme shocks is to take children out of
school. Since the reduction of human capital acdatian is used to smooth consumption
if a shock occurs, this coping mechanism is likelyhot only have immediate effects, but
also negative, long-term effects on the educatiattainment, productivity, and skill level
of the child. This self-insurance strategy may tipespetuate poverty and vulnerability
levels over time.

Finally, Cigno and Rosati (2005) find in their aysa$ of Guatemalan household data
that negative shocks substantially increase thiegtitity of child labour. Coupled with the
evidence that child labour shows a high degreees$igtence, they deduce that “policies
aimed at improving access to credit and providiadety nets, especially for poorer
households, [...] appear to be among the most powadtruments for promoting school
attendance and reducing child work”.

2.4. Costs and quality of education

When deciding how children spend their time, pareuosually have a strong
preference for schooling, as long as the basicaektthe family are covered. Altruistic and
egoistic motives may apply here. Altruistic parentnt the best for their child and choose
education over work to secure the future of théisming. Also egoistic parents might
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prefer to pay the upfront cost of schooling anducedthe current household income, in
return for a higher income later on when the chifdare older and earn higher wages due
to a better education. This can be especially aglein the absence of a pension system,
where parents rely on their children’s income fait own future financial needs.

In some cases, however, in the absence of atteastivooling, parents might prefer to
send their children to work instead. The returmenfreducation might be low as teachers
are often absent or insufficiently educated; schdldings and learning materials may be
missing or broken; classes may be overcrowded,cantcula could out-dated or not in-
line with demand for skills in the local labour rkatr. Therefore, in some cases, schools do
not allow children to gain the skills necessarytiain a decently paid job after having
finished their education. Hence, quality of schaslan important factor in the decision to
send children to work or nét.

Also, particularly in developing countries, jobsathutilize highly-educated/highly-
skilled employees may be scarce or difficult toaaftin particular for children from under-
privileged households who lack the right contaats @onnections. In these cases, the
potential benefits of education cannot be mategdli and schooling becomes a less
attractive option.

Parents might also be deterred from sending thelidren to school due to the high
costs associated with schooling. Numerous empistalies have found evidence for this
proposition (see e.g. Bhalotra / Tzannatis 2008ho8I fees and expenditures for books,
uniforms, and transportation are costs are oftéficult to cover, in particular if they have
to be paid in a lump sum (e.g. school fees thaehavbe paid for the whole year in
advance). In theory, parents could overcome thiblpm by borrowing against the future
income of their children, provided the school gyahnd labour markets allow for the
benefits of education to materialise. An importaatise for child labour could, in this
instance, be non-functioning capital markets thakenit impossible for parents to borrow
against the future pay-offs of their children’s ealion.

Given that long-term borrowing is not an option fwor households in developing
countries, many families try to cover the experfsegducation by combining child labour
and schooling (Boydeet al. 1998).

2.5. Social norms and lack of awareness

Parents might also choose to let their childrenkwacause they conceive work as a
valuable experience that provides a child withiskihd maturity to enter adult life. In these
cases it is not the dire need for additional incaha causes parents to send their children
to work, but rather the fact that child labour miidpe in line with the cultural norms of a
society, that parents consider work as “skillsnirag” or they may simply not be aware of
the detrimental effects of child labour. This p@tt@n may be intensified by a low quality
education system that does not enable childrenbtairo well-paid jobs. And even if
schools of sufficient quality are available, pasentight not be aware of the benefits of
education, possibly because they themselves havsadahe opportunity to go to school.

Finally, cultural norms might encourage childreertiselves to express the wish to
work. Their social environment might provide rewarto work such as prestige,
independence or being part of the adults’ world.these cases, parents might have
preferred to send their children to school or hetnmh play, while the children themselves
convince their parents to let them work.

® See Huisman/Smits 2009 for a review on empiritatlies confirming the link between school

quality and school attendance.
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2.6. Child-specific labour demand

The factors discussed in the previous sections igedv explanations as to why
families supplychildren for work. Yet, thelemandfor child workers can also be identified
as a cause of child labour. Usually adults are nséiiked and productive than children;
therefore, adults should generally be the moreactitre option for employers who hire
workers. However, in some cases they might preiéden. The wages of child workers
are generally lower than those of adults, whichvalemployers to reduce costs, as long as
the productivity of children in specific tasks ign#ar to that of adults. In addition,
employers might prefer children over adults becaulelren are usually easier to control,
have less power to demand better working conditiand are less reluctant to obey orders
from superiors. Also, in particular during peak s®®s, there may be too many positions
and too few adult workers; thus, pushing employer§ll these positions with underage
workers. Finally, there could be a demand for chilodour because children have special
abilities that adults do not have. Yet, various gio@l studies show that this is usually not
the case. For example, the production of carpatsuslly done by an adult who produces
carpets of superior quality thanks to his or hetlssland not a child because of their
“nimble fingers” (Drusikka et al. 2003).

There are additional factors behind the demancciad labour that apply only for
family-run businesses (i.e. farms, market shopsnaall-scale producers) that are largely
run by family members. As shown below, child labaumparticularly prevalent in those
types of businesses.

When a family business needs additional labouatit choose between external wage
labourers or additional family members—Ilike thewrochildren. Parents may prefer to
employ their own children instead of external lat@os for the followindgour reasons:

First, costs. Employing their own children requiresimmediate monetary payment;
whereas, employing external labourers does. Hetheewage costs for employing their
own children are lower. This is particularly relavan the case of low-skilled work such as
cattle herding or shop keeping, where the proditgtiof an additional external adult
worker is not much higher than that of a child. sTkéads parents and family business
owners to believe that letting the children workiuees costs, especially if they are not
aware of the opportunity costs of child labour.

Second, flexibility. Children constitute a flexikdeurce of labour. If the investment in
a (household) enterprise raises productivity abdda demand, entrepreneurs might find it
too risky to employ an external wage labourer befoaving stabilized the growth of the
enterprise. In this situation, the employment dadittown children may seem favourable,
especially if the labour market is inflexible afigdtinploying and laying off labourers bears
considerable costs.

Third, control. Hired labour is usually more diffic to control than one’s own
children. Also, moral hazard is likely to be strengMany clients of microcredit
programmes are small-scale traders operating inuthan informal sector. Leaving the
shop to a non-household member involves the tlokaktty theft. In rural areas, moral
hazard may also be a problem. Hired labour coaldekample, be less motivated to take
proper care of animal herds than family labourers.

Finally, family tradition. Parents may prefer to eheadditional labour demands
through the labour of their own children in orderttansfer skills and traditional family
knowledge. These parents see the employment of dvai children as human capital
investment. Through their participation in an eptese, children learn important technical,
business and life skills. This argument might beeeglly strong in the absence of a good
education system. Also, the family business mighbive traditional family skills that
parents would like to transfer to the next genematrather than employees external to the
family. Transferring knowledge is often expensivel @&ime consuming; non-household
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members are more likely to leave the family enisgpand to take this special knowledge
with them. Therefore, the risk involved in the humeapital investment of non-family
members, and the perceived benefit of trainingdceii in the family craft can explain the
preference for employing children over externablaters (Wydick 1999).

3.  How microfinance can help to address the
causes of child labour

As the previous section has shown, child labouréhaariety of causes that in many
cases are interlinked. The following section exawinf and how microfinance might
address each of the different causes of child labdaudoing so, not only the positive but
also potential negative impacts of microfinancecbiid labour will be assessed. Below,
figure 3 illustrates where microfinance could bieetive and provides an overview on this
section.

Figure 3: Child Labour Determinants & Microfinance Entry Points

Causes of Child Labour and Entry Points for Microfinance

Low Income / Poverty

Lack of Access to Basic Services

Vulnerability / Income Shocks

Access, Cost & Quality of Education

Socio<ultural Norms and Attitudes
Desire of Child to Work

Child-specific Labour Demand

3.1. Income generation through microcredit and the
impact on child labour

Small loans are often assumed to be a powerfulttotacilitate income generation in
micro and small enterprises/farms, and thus cootergially be important instruments in
reducing child labour. Access to microcredit isexsally relevant for entrepreneurs that do
not have access to commercial bank loans or oitending sources. These are often micro
and small enterprises that operate in the inforesdtor, in remote areas, or without
sufficient bankable collateral. To lift this credionstraint, specialized microfinance
institutions (MFIs) have emerged in most developaugintries® The loans that these
institutions offer to micro and small entrepreneuis formal and informal sectors—
facilitate investment and, ideally, increase prdgity, income and revenue. As income

10 For an overview of microfinance institutions waride, visit: www.mixmarket.org
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poverty is one of the root causes of child labaur,increase in income may lead to a
reduction in child labour.

Several impact assessments of microfinance progesnainow empirical evidence of
a significant improvement in the income status @frafinance clients! One well-known
example is the study by Khandker (1998) that ameslythe impact of three microcredit
programmes in Bangladesh: Grameen, BRAC and BRBBsl2. Khandker finds that all
three programmes raised average household incowmmsnfon-farming activities, by 29%,
33%, and 21% respectively, and increased housegh@duction by over 50%. While
Grameen and BRAC programmes mainly raised houseincldmes from non-farming
activities, RD-12 clients also increased their meofrom purely farming activities by
nearly two-thirds. More importantly, households evable to sustain these income growths
and 5% of microfinance clients graduated out ofgutywveach year. In a follow-up study,
Khandker (2005) reiterates the positive resultstraf microcredit programmes on the
reduction of income poverty at the individual leaslwell as positive spill-over effects that
increased welfare at the village level.

MkNelly and Dunford (1998, 1999) assessed the impafc two microcredit
programmes on participants: CRECER in Bolivia amdeBom from Hunger in Ghana.
These programmes mainly target women and are ceaabivith education sessions on
health and business issues. Two-thirds of the qgiaatits in Bolivia and 90% of the
participants in Ghana reported that their income hereased since they joined the
programme. In addition, clients reported that thag diversified their income sources and
had built up savings, which allowed them to smamthsumption.

However, there is also literature that cautions eéhthusiastic results of the income
generating effect of microcredit. Re-assessing ithpact of the three microfinance
programs in Bangladesh (Grameen, BRAC and BRDB)dMch (1998) finds no notably
higher consumption levels in the client group tirathe control group. Positive impact was
claimed to be due to income smoothing, followed donsumption smoothing (i.e. a
reduction of vulnerability), rather than due to reeses in income. In a later paper,
Roodman and Morduch (2009) even more strongly refexearlier findings by Khandker
and others mentioned above. Using refined econ@né&tchniques they do not find
evidence of a positive impact of microcredit on tieeuction of poverty. In a study on
village banks in Thailand, Coleman (1999) had etgdisimilarly disappointing results. To
avoid bias related to self-selection and endogempoogramme placement, Coleman uses
quasi-experimental data generated to analyse thadtrof village bank loans. His results
suggest little impact on savings, production, sgigsical assets or consumption levels of
clients.

The mixed findings reflect the complexity of impaatsessments in microfinance.
First of all, there are the usual drawbacks in fibven of selection bias, invalid control
groups and attribution issues. Many studies ovienas¢ the income-generating effect of
microloans because they do not (sufficiently) confor self-selection bias. Clients of
microcredit programmes frequently differ from ndients already because they have
abilities and advantages that allowed them becommlvers of the programme (Honohan
2004, Armendériz de Aghion & Morduch 2005). Peaplth business skills, for instance,
find it easier to obtain a microloan than peoplthaiit. They also have a higher potential to
increase their income than persons lacking thedgiexb It is then difficult to attribute
higher income levels to access to microloans oinlegs skills.

Secondly, collecting reliable data on income, exitene, use of credit and debt is
expensive and difficult, as survey respondentgetetant to give details on such sensitive
issues (Robinson 2001). Therefore, even if rigdsouwonducted, purely quantitative

! See Littlefield, Morduch & Hashemi 2003 and Goldpb&005 for a review of several impact
assessments.
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studies can lead to an incorrect picture of theaichjpf microcredit, if the underlying data is
inaccurate.

Finally, the effectiveness of microloans for incogemeration depends on the way the
credit is designed, delivered, and employed. Dgfféreconomic activities like trading,
farming or manufacturing have different demandsaregg loan size, loan term, grace
periods and so on. Therefore, a particular loandshigery technique might be effective for
one activity, but not for the other. Coleman (196%)example reflects that the “one size
fits all” approach of village banks, with a firstadn of US$ 50 and a maximum of US$ 300,
did not necessarily match the demands of all thesélolds in his survey in northern
Thailand. He estimates that the loan size mightehbgen too small for productive
investment and was therefore often used for consampurposes.

Overall, the empirical results at least cast daubtthe proposition that microloans
automatically increase incomA. loan only leads to a higher income if the borrowe
buys assets that yield returns in combination witHabour and knowledge.Or as von
Pischke (1991) puts it: “Credit earns no returnforrowers”. A microentrepreneur must
have the necessary business skills to operatessfatig in difficult markets and dispose of
a sufficient debt capacity to repay an often expendoan. Without entrepreneurial
behaviour, business skills and productive investrogportunities, taking out a loan can be
risky and families may struggle to repay it. Ifaah is not invested productively or if an
investment opportunity fails, families can find tieelves invorsenedinancial conditions.
Also, a failed business or investment can incrdagedependency on child labour as
parents rely more on their children’s income tghejpay the loan.

In summary, a microloan may offer the opportunitygenerate income for those with
sufficient entrepreneurial skills, capacities amestment opportunities, but that are
excluded from access to commercial bank loansthHeracases, however, microloans will
have only limited effects on income.

3.2. Taking a closer look at the impact of microcre  dit
for productive use on the household economy

The previous section argued that through their mi@ke to positively impact
household incomes, microloans for investment mayabk& to reduce child labour.
However, theoretical considerations and empiricalkwon how loans affect the household
economy suggest that the impact of small loanspfoductive use on the household’'s
children has to be analysed in more detail. Impaviy vary depending on the
characteristics of the assets financed, the tyfmisihess for which the loan is used, as well
as on the labour market conditions. In additiorpacts might also depend on who in the
family (i.e. the father or the mother) receives armakes use of the loan.

A loan used for productive investment in a (housshenterprise may lead to greater
productivity, thus allowing the household to in@eaits income. As discussed in the
previous sections, this income effect should lemd teduction in child labour. However,
productive investments in household enterprises at&y increase the marginal product of
labour which makes the use of additional labourerattractive? Assuming that parents
already work full-time, letting the children workome would then be a logical response,
especially when the quality of education is peredias poor and the opportunity costs for
schooling continue to grow.

Wydick (1999) finds empirical evidence for thes@aiive impacts of microloans on
child labour and schooling in a study of two ru@bns in Guatemala. While he supports

12 As already discussed in Section 2.1 different bhold assets might either increase or decrease
the additional need for labour.
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the findings of positive effects from microloans echooling, he shows a statistically

significant negative effect on schooling if the fhnenterprise produces a skill-demanding

traditional cloth, such as a tailoring shop or faifdusiness. This result corresponds to the
argument made in Section 2.5 which showed thatamiqular, family-owned businesses

might have a preference for employing their owrdrbn over external labourers because
of thelgosts, higher flexibility, agency problenas, to keep valuable knowledge in the

family.

Another study on microcredit for investment in heb@sed, non-farm enterprises in
Pakistan (Menon 2005) shows similar negative ingpact schooling. Children who were
already working part-time in a family business—thlstill attending school and whose
parents had taken a loan—were found to have sigmifiy reduced school attendance. The
data suggest that for a 1000 Rupee (approximat8l§y L7) increase in credit for a family
business, the likelihood of continuing schoolingr@ased by nine percent. However, she
also found that with better credit access, childuro did not work in a family enterprise
were more likely to attend school.

The latter result is in line with the generally pioge effects on child schooling found
in a review by Littlefield, Morduch & Hashemi (2008itilizing both quantitative and
qualitative studies. The authors conclude that mathhe additional revenue gained
through the participation in a microfinance progna@was spent on schooling.

The impact of microloans on child labour also hasiraportant gender dimension.
Many microcredit programmes specifically target vemmmWomen are said to be more
responsible financially and to have better repaynperformance than men. Access to
credit often contributes to the empowerment of womesceiving a microloan allows
women to gain access and control over resourcashvim turn can increase their income-
generating potential and thus their autonomy antsie making powel? Experience
shows that this is often associated with positiffeces for children as women are more
likely to invest additional income in education afaohily well-being (Mosley & Rock
2004).

From their studies in Bolivia and Ghana, MkNellydaDunford (1998, 1999) report
that the participation of women in microfinance gmammes enhanced their self-
confidence. Women improved their status in the comity as evidenced by more actively
participating in cultural and political life. In study on three microfinance programs in
Bangladesh, Pitt & Khandker (1996) found evidentaro empowering element in credit
programs targeted at female clients. Women inctedbeir contribution to household
consumption, their hours spent in the market, &rdsalue of their assets. Moreover, credit
given to women had a positive effect on girl’s salfg.™®

However, these positive effects of microcredit ander and household well-being
(including schooling) may be offset by the negativepacts of women’s increased
workloads. As Pitt and Khandker argue, the increabdhe mother's time in self-
employment may lead to a substitution between thaylter’s time in school and her time

13 See Section 2.5 for further details.

It has to be noted though, that microcredit progres that are exclusively targeted at female
clients might have negative consequences for them,In particular in male-dominated societies,

husbands might encourage their female family membetake out a loan and then force them to
pass on the money to male members of the familg.cdmtrol over the financial resources then goes
into the hands of the male family members wherbasdebt toward the microcredit programme

remains with the woman.

!5 vet, the gender empowering results originally fidun the statistical analysis of data related to
these programmes were later questioned by RoodmdnMorduch (2009), who do not find
statistical evidence for increased incomes of wothesugh microcredit.
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in household production or self-employment. Thidbstilution seems to be especially
strong when the girl's time is a close substitudethiat of her mother’s time (Pitt &
Khandker 1995). The empirical findings of Kring (&) in footwear production in the
Philippines support the observation that girls @ften taking over household chores once
the mother’s labour input in production increagéthough parents usually accommodate
the children’s working hours to be compatible witthooling, during peak seasons the
amount of hours spent in chores and productiomadftgpedes the children’s schooling.
Along the same lines, Menon (2005) shows that girlBakistan spent significantly more
time on household chores and less time in schdbkif mothers operate a microenterprise.
In these cases, the opportunity costs of schoddireg not the foregone wages of the
children, but those of the mothers (Grootaert & Ban1995). Therefore, as Peace and
Hulme (1994) conclude after their review of over il@ome-generating programmes, a
positive impact of parent’s participation in thggegrammes on the welfare and education
of children cannot be automatically assumed.

In conclusion, it is important to remember thatréhmight be important differences in
the impact of microcredit for productive use onldtabour depending on who receives the
loan and how it is invested. In some cases thetipesnhcome effect will reduce child
labour. In other cases the additional labour demtdnad is created by some types of
productive assets will increase the workload ofdrkn; in particular: where adult labour is
not available, cheap or sufficiently flexible; whemparents find external labourers
untrustworthy or prefer to pass on specific knowkedo their children; or where children
have to take on some of the household chores, betha parents have to spend more time
working.

3.3. The role of microfinance for income and
consumption smoothing

Another important cause of child labour is the ifigbof poor families to manage
risks by smoothing income and consumption over tidierofinance can play an important
role in making financial markets work for the pofccess to financial services may help
the poor to better manage risks and to smooth iscana consumption over time, without
having to resort to child labour.

This section elaborates how comprehensive microfieaservices like savings,
insurance and emergency loans might offer altar@atieasures to manage risk and could
thus contribute to reducing child labour.

Access to savings is the most flexible and thet lesensive consumption-smoothing
tool. Poor people save in a variety of ways to audate funds for life-cycle events such as
marriages or funerals, to take advantage of sudlderstment opportunities, or to cover
emergency costs (Rutherford 2001). However, mosh@fn do not have access to formal
bank accounts. Therefore, they are obliged to ese $ecure and often less versatile ways
of saving, such as storing money at home or puichaphysical assets. As these
alternatives bear severe disadvantffgesving facilities in microfinance institutionsath
are easily accessible, cheap, liquid, and flexidse the potential to improve the risk-
managing capacity of the poor in stable macroecénenvironments.

Insurance also plays a role in protecting househatghinst large losses in the case of
less likely events. In recent years, several miswiance schemes have emerged and are

'8 In-kind savings might be costly as assets haueetsold at a below-market rate when there is an
urgent need for liquidity. Monetary savings at hoca@ be subject to theft or claims from friends
and families and do not generate any interestdiald offset inflation.
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offering life, health, business, and other insuesno the poor (Cohen & Sebstad 2005).
The disadvantage of insurance is that it usually oavers one specific risk, such as death,
illness, or property loss. Therefore, microinsuggan constitute an important element in
the risk-managing strategy of the poor, but issudficient to protect againstl risks that
poor households face.

Finally, emergency loans may help poor househotdffectively manage risks.
Emergency loans are loans that are easily accessilll may be used to cover immediate
consumption needs. Emergency loans may therefoeeuseful self-insurance mechanism
when households experience sudden income or expemdhocks that they cannot cover
with savings, and that they are not insured agaimstsome situations, taking on an
emergency loan might even be preferable to drawpan savings, especially if savings are
held in productive assets. In particular, credityntee appropriate if a shock increases
expenditures in the short-run, but does not atiectsehold income in the long-run, such as
times when emergency loans are provided againsvegp, but delayed insurance claims
(Churchill 2003). To effectively smooth income awpenses, emergency loans have to be
readily available at low transaction co&ts.

With savings facilities, emergency loans and inscea microfinance offers a wide
range of possibilities to effectively buffer incoraad expenditure shocks. Access to these
financial services allows families to better mandgks and gives them alternatives to less
desirable/unwanted strategies such as withdrawlhiiigren from school and sending them
to work.

The proposition that a lack of access to risk-mara§nancial services is linked to
the supply of child labour, is supported by sevemapirical studies.

Dehejia and Gatti (2002) tested how a lack of extescredit and income volatility
can explain child labour on a cross-country leVéley use aggregate country level data on
the predominance of child labour in 172 countrees] the share of credit to the private
sector as a proxy for the degree of financial memtiation and the level of financial
development, which influence access to credit. fadiimig for other variables that explain
child labour and performing various robustness k&edhey find a strong negative
relationship between child labour and access tditcréurthermore, they show that in
countries with less developed financial marketg tise of child labour to respond to
income fluctuations is much more common. They amhelthat the development of the
financial market and improved access to credit @affectively reduce a household’s
dependency and use of child labour.

However, it must be kept in mind that the proxy fmcess to credit used in the
analysis is limited to the share of private crésfitied by deposit-taking banksGDP. This
variable excludes all other sources of loans, saghmicrofinance institutions, NGOs,
moneylenders and family and friends. It is therefonly a rough indicator for access to
credit of the poor.

More accurate results can be obtained from empigtadies at the micro level.
Beegle, Dehejia & Gatti (2003) use panel data fiicanzania to examine the link between
transitory income shocks, access to credit andl ¢ablour. They confirm that child labour
is used as a mechanism to smooth consumption inabke af transitory income shocks

7 See Churchill 2006 for extensive information, e and examples on microinsurance.

8 From an institutional point of view, offering ergency or consumption loans bears challenges
with respect to delivery methods and control agaiisks. Nevertheless, successful examples like
the basic needs loan of PRIZMA, a microfinanceitagon in Bosnia Herzegovina, or the pawn
loans offered by the Cajas Municipales in Peruhhwbducts that intend to cover small immediate
expenses, confirm the feasibility of emergency oan
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such as crop loss or fire. Moreover, the frequenicghild labour as a risk-management
strategy seems to be lower when households havesado credit, measured by the
availability of collateral. They therefore conclutthat improved access to credit could help
to reduce the use of child labour significantly asresponse to temporary income
fluctuations.

Similar results were obtained by Guarcello, Meali Rosati (2003). Using
representative panel data from Guatemala, they fhlmt collective shocks such as
earthquakes, floods and fires, as well as idiogtiwishocks such as loss of employment
and death of a family member, are strongly assediatith a higher level of child labour
and lower school attendance. Also, independenh &canomic shock, the authors find that
credit rationing significantly influences housel®ldlecision to send their children to
school. Lacking access to credit reduces schoeh@#ince and increases idleness, rather
than child labour. The authors also show that msce schemes can help to mitigate the
impact of shocks on child labour. Overall, in tlegluction of child labour, eliminating
negative shocks is estimated to have the samet eencreasing income by about 40%.

These findings demonstrate that there is a clakrdetween child labour and income
shocks, and a less evident connection between ¢hlildur, shocks and dysfunctional
financial markets that do not allow households fteatively manage risks. While shocks
are transitory events, they may have consideraiig-ferm, negative effects on the well-
being and education of a child. As Guarcello, MealRosati (2003) point out, even being
taken out of school temporarily may make a retaermegular schooling difficult and thus
lead to the persistence of child labour. Therefagethe authors conclude, due to the large
impact of shocks on child labour, policies aimedhat reduction of vulnerabilities and the
promotion of credit access for the poor appearg@bwerful tools in the elimination of
child labour (Guarcello, Mealli & Rosati 2003).

To sum up, a combination of access to financialises that mitigate income shocks
such as savings, credit, and insurance can be yaeffactive way to buffer a client’s
business and household from fluctuations in incand necessary expenditures, thus
reducing the inclination to put children to work.

3.4. The role of microfinance in improving access t o]
education

There are several ways in which financial marketettgoment could make access to
education easier.

One approach would be the development of microfiearservices to fix
malfunctioning credit markets for investments irueation. As discussed in Section 2.3,
the inability to borrow against a child’s futuregums to education is thought to be one of
the causes for child labour and easing this credgiitstraint should therefore lead to a
reduction in child labour. However, the developmant extension of educational loans
includes several challenges for conventional minesfce.

First of all, there is the risk of borrowing agdirtke uncertain future returns to
education. Without bankable collateral or a créaditory, financial institutions will hesitate
to take on the risk of extending a long-term lo8pecialised microfinance institutions
usually base their operations on the extensionnadlisloans with a short maturity and
frequent repayments. After the successful repayrakatfirst loan, clients are entitled to
access a larger, subsequent loan. This approapls hdtrofinance institutions to build
trust in their clients and reduce the cost and dtkdefault, without having to rely on
traditional, bankable collateral. The prospect efeiving a second, larger loan provides
clients an incentive for on-time repayment of théian. This approach enables
microfinance institutions to take on the risk ofidéing to the poor. However, short-term
microloans are not suitable for financing educatisince returns on investment in
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children’s education only accrue in the long-ruiterayears of schooling. In addition to a
long maturity, loans for investment in educationwdoalso require an extended grace
period. This approach, though, is contrary to catie@al microfinance lending
methodologies wherein clients need time to acqaireeputation as a good borrower
through frequent and regular repayments of shont-teans.

Microfinance institutions might, however, decide ¢atend educational loans to
parents that are already clients of the institutima have proven their credit worthiness
through timely loan repayment. However, this bean® disadvantages. First, it
significantly reduces accessibility, since onlygaahildren and youth would have access
to loans whose parents are experienced clientsmoiceofinance institution. And second,
even if a microfinance institution would be intdegkin financing education on a long-term
basis, it would in most cases find itself unabl&ltoso, because of a scarcity of long-term
funding and a resulting maturity mismatch in itklpae sheet.

The absence of microfinance institutions that oféeg-term educational loans seems
to confirm these challenges. While microfinanceegwp not to be a solution for households
to borrow against a child’s future income, it magighto meet the cost for education by
either offering specific savings possibilities diod-term loans to meet expenditure needs
for books, uniforms, transportation costs, etct Hra due at the beginning of each school
year. Examples of microfinance institutions offgrishort-term educational loans are
presented in Section 4.

Microfinance might also have a role to play in imgng the quality of education and
thus in making schooling a more attractive alteweato child labour. This could be
particularly the case in countries where publicost do not function (e.g. due to a lack of
physical infrastructure or qualified and motivatedchers), and basic education is provided
by private schools that may better serve the edudtneeds of the poor. In fact, there are
studies showing that in some areas, more thandfafl school children are enrolled in
private schools (Tooley 2007). It is beyond thepscof this paper to discuss whether the
quality of private schooling is superior to puldichooling or not, but in those cases where
private schools exist and offer affordable educatimicroloans for investment into these
schools might increase their quality. This in tshould make schooling a more attractive
alternative to child labour and encourage pareotsend their children to school. An
example of a microfinance institution that providesins to private schools will be
presented in Section 4.4.

3.5. Microfinance as an instrument for raising
awareness for child labour issues

The previous sections have examined the role nimaoée institutions can play in the
fight against child labour through the provisionvaiious financial products. However, in
addition to financial services, MFIs can also béiskes for education and sensitization.
The most common education approach taken by miwoée institutions is community
awareness raising.

MFIs are uniquely positioned organizations. Thespenel of a microfinance
organization maintain weekly, if not daily contawafith clients. Loan officers recruit new
clients, collect loan repayments, and monitor ¢tlarsinesses. In addition, they also advise
their clients on financial issues and productsnany instances, institutions have taken this
interaction farther to include advising clients bealth issues, nutrition, and education.
Furthermore, the group-lending methodology utilibydmany MFIs lends itself as a space
for open discussion among members and the furisgrition of knowledge.

Though data is scarce on the use of awareness arefday MFIs to combat child
labour, the role of awareness campaigns by MFleftectively increase awareness on
issues such as HIV/AIDS and malaria have proveongty effective. Cruzt al (2009)
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show that through Freedom from Hunger’'s campaiginag malaria in Ghana, clients who
received the sensitization from trained loan offic@ rural banks—as compared to control
group clients who did not—significantly increasdtkit knowledge of the disease: its
symptoms, transmission agents, as well as comlicatfor children and women of
reproductive age. Sensitized clients were also ifssgntly more likely to own an
insecticide-treated bed net. “Results indicate, thiihough significant barriers to malaria
control remain, a malaria education programme plexviby microfinance institutions can
effectively contribute to community and nationallang initiatives,” (Cruzet al 2009).

The lack of evidence available on the use of aweserampaigns by MFIs to thwart
child labour implies that the approach is rathereahoMore research is needed to assess the
impact of awareness campaigns on child labour, elé as the impact of sensitization
programs combined with financial services gearearéwent or withdraw child labourers.

3.6. The role of microfinance in addressing the dem  and
of child labour

The role of microfinance in addressing the demahahild labour appears to be
somewhat limited. As argued before, this may bé&iqadarly true in those cases where it is
difficult or expensive to flexibly hire external wers, where employees from outside the
family are mistrusted or where parents wish to masspecific skills to their children and
not to external labourers.

Yet, microfinance institutions may have a role taypin raising awareness among
their clients of the problems caused by child lab@ug. during group sessions or during
visits of the loan officer at the clients’ premikelsoan officers who frequently visit their
clients’ businesses could also serve as a watchraddghus exert social pressure on those
clients that employ children in an unacceptable .wes/ mentioned above, further testing
and research is necessary to fully assess thetiedfieess of using microfinance as an
instrument to raise awareness on child labour gssue

Microfinance institutions might also be able topde incentives for not employing
children by excluding those clients from their lengdthat make use of child labour. In fact,
many microfinance institutions have already comeritthemselves not to lend to clients
that use child labour.However, it remains open if loan officers arerteal well enough to
distinguish between child labour and acceptablen@eic activities of children and if
microfinance institutions can monitor their cliestsficiently to ensure that no child labour
is used.

4. Targeted microfinance against child labour

The discussion in the previous sections has demadadtthat microfinance can have a
positive impact on the reduction of child laboumninltiple ways.

In this section we will showcase some examples iofafinance interventions that
specifically target child labour affected famili@ aim at making schooling a more
affordable and attractive alternative to child laboAs most of these interventions are on-
going, not much evidence exists today as to whatherot these interventions have been
effective, sustainable and cost-efficient. Howevleey can provide inspiration for similar
interventions and a testing ground for further aesle. This section also highlights on-

9 For example, the ProCredit Holding that is majtiareholder of numerous microfinance
institutions around the world explicitly declaredtheir Annual Report 2007 that no loans are issued
to clients that are suspected to make use of titilour.

17



going research by the ILO’s Social Finance Progranthat aims at further developing
microfinance interventions against child labour.

4.1. Microloans for income generation in child labo ur
affected communities: World Vision and FIME’s
intervention in the Dominican Republic

ILO IPEC, under its programme to support the elation of the worst forms of child
labour in the Dominican Republic, recognized incgogerty as one of the main causes of
child labour in the project area. Being aware oé thotential negative effects of
microfinance, it partnered with World Vision andMB (Fondo de inversion para el
desarollo de la microempresa) to set up an intedratogramme to prevent and eliminate
dangerous child labour in agriculture.

One component of this programme is the facilitatbbaccess to financial services for
families of working children to help them developcome-generating alternatives, in
combination with business development and finantiahagement support. FIME opened
a branch in the project area and started to exXtmants to a so far, un-served market. The
second component of the programme is the sensitizatf the community about the
negative impacts of child labour, as well as ththdriawal of children from work and the
establishment of educational alternatives by Warlidion. In the first 18 months of
operation, FIME experienced a very high demandldans among families with former
working children. The repayment rate was excellatipve 98%. A potential negative
impact of the microloans on the demand of childblabwvas effectively prevented through
close collaboration with World Vision and the comity-wide approach’

The integrated approach at the community levebralination of access to financial
services with sensitization of families, active hditawal of working children, and the
establishment of educational alternatives, provithgdtwo different, but collaborating
agencies, can be identified as the success fdutoes

4.2. Microfinance as a tool for risk management —
savings, insurance and emergency loans:
Innovative approaches in Colombia and India

4.2.1.

The risk-managing potential of microfinance is eddt as important as the income-
generation one, especially where a functioning adodecurity system is absent.
Microfinance institutions are well positioned tofesf risk-managing products next to
income-generating loans. In addition to providitsgdlients with valuable services, offering
risk-management products also provides benefitdHerinstitution itself. By helping its
clients to protect themselves against risks, miceofce institutions lower their own risk of
loan defaults due to unforeseen and unprotectesiriacand expenditure shocks among
their customers. They also may gain a reliablecr&hp source of funding through savings
collected in the clients’ accounts.

Life insurance from Women'’s World
Foundation and La Equidad in Colombia

One example of an insurance product that reducesvthnerability of families
towards income shocks and that specifically adésesse costs of schooling is the life
insurance product of Women’s World Foundation (WWitFColombia. The microfinance

2 Information based on IPEC project documentatiod personal interview with Lucilla Polanco
and Roman Morillo, Project Coordinators of FIMEn&aDomingo, 13.11.2007
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4.2.2.

institution WWF in Colombia partners with La Equidénsurance to offer a combined
credit life and life insurance to its custom&r3he credit life insurance, on the one hand,
insures WWF against the risk of a borrower’s deatpermanent disability. Additionally,
Amparar, the life insurance product, offers itsrbaers the possibility to insure their
families against the risk of permanent income d$albrdue to death or disability of the
income earner. Amparar offers several insurancespthat correspond to the needs and
financial capacity of the insured. Besides the paynof a lump sum premium in the case
of death or permanent disability, the product gisovides financial support to assist
beneficiaries to pay for groceries, utilities, ahd funeral. The smallest plan costs US$ 1
per month. The benefits of this plan include a lwam payment of around US$ 1,200 plus
an allowance for groceries and utilities for 12 mhsrafter the event of death or permanent
disability. For US $2 per month, the benefits addlly include a monthly payment for
children’s school fees for 24 months. This coveratieerefore, prevents children’s
withdrawal from school due to the inability to py school fees or the necessity to earn
money to cover the daily family needs, in the ewbat the main income earner dies. For
convenience, insurance premiums are collected wittban repayment, which limits
transaction costs. In the case of claims, cliemtgive a cheque from WWF and settlement
is done between WWF and the insurance company ualkd.

After 18 months of operation, 25% of WWFs over 00,&lients had purchased
Amparar and WWF had settled seven claims. Clieataevthe insurance product for its
benefits, providing bereaved households not onlthvei lump sum payment but also
assisting with groceries, utilities, and educatexpenses, as well as for its convenient
premium collection mechanism with premium amoungng adapted to the clients’
payment capacities.

Emergency loans and family needs loan by
Ujjivan, India.

As argued before, loans to cover urgent consumptemds might be equally or even
more important for poor households than loans festment. Ujjivaff, a Non-Bank
Finance Company in India, offers two interestingrigoroducts that aid clients in better
managing their risks: emergency loans and famigdsdoans.

Emergency loans were introduced to help clientsecawnforeseen expenses like
medical bills or a death in the family. The loans accessible for existing clients within 24
hours of request, often less. Ujjivan introducecesgancy loans when it realized that its
clients still resorted to the always available mdeeders in times of urgent need. Through
emergency loans, Ujjivan is able to offer its clgea cheaper alternative to manage risks.
Additionally, by assisting clients in smoothing @mee and consumption, Ujjivan also
decreases its own risk of loan default.

The family needs loan is a consumption loan thegnids to help clients to cover a
range of basic needs, including children’s schogle@ses, medical care, house repairs,
consumer durables as well as social and religiculggations. By offering a special
consumption loan, Ujjivan avoids that clients useirtincome-generating loans to pay for
health or school-related needs. Also, it allows mhierofinance institution to reach new
groups of potential customers that might not neesheome-generating loan.

2l See Almeyda & de Paula Jaramillo 2005 for a detaitase study on La Equidad Seguros,
Colombia.

22 http://www. Ujjivan.com
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From the consumer’s point of view, both types afissamption loans help to smooth
their cash flows, without having to resort to lodirsn moneylenders, friends, and family
or by taking their children out of school and pugtthem to work.

4.3. Meeting the cost of education: educational lo  ans
in India and saving accounts in Kenya

4.3.1.

4.3.2.

High costs of education, as discussed above, mae fpoor families to send their
children to work instead of to school. School fgesyment for uniforms and other school
related costs are usually due at the beginningetthool year. Without prior savings, this
lump sum payment can easily exceed the paymentcitapsf a poor household at the
required point of time. Therefore, several micrafine institutions have developed special
loan and savings products for educational purpoBks.following paragraphs showcase
two Indian microfinance institutions that offer edtion loans and a Kenyan institution that
offers special savings accounts for education.

Education Loans from Ujjivan and
Mahasemam Trust, India

Ujjivan, for example, in addition to its emergenapd family needs loan, offers
education loans to its existing customers. Edunali@mns are intended to help clients
finance their children’s school-related expenseshsas school fees, uniforms, textbooks
and other fees. Education loans are repayable imdthly or 48 weekly instalments,
depending on the cash flow of the borrower. Theradt charged on this product is 1.25%
flat per month, which is slightly higher than facbme-generating loans of Ujjivan.

Mahasemam Trust, a non-bank financial institutioinidia, offers its active clients a
specially designed loan to enable them to covefuimp sum expenses for their children’s
education at the beginning of each school yedménwith this purpose, the loan has a one-
year term and is repaid in weekly instalments. Adtg to Mahasemam Trust, its
educational loan experienced a very high demairig first year of existence, with 90% of
clients applying for it. According to clients, thigan helps to effectively solve the cash
management problem that families face at the baginof each school year. In previous
years they would resort to money lenders that défians at an interest rate of 120% per
year (Botero 2006). Apart of its non-financial services, Mahasemam Tfuithermore gives
scholarships to encourage litembers to invest in the education of their chitdfehe Trust
extends these scholarships to the children of tm@imbers, on the basis of successful
secondary and higher secondary examinations.

Saving accounts for educational expenses
from Jamii Bora Trust, Kenya

Jamii Bora Trust? the largest microfinance NGO in Kenya, not onlfecs loans that
can be used to cover school fees, but also a $ptidren’s education savings account.
This savings product intends to support familieshieir effort to save for their children’s
education. Funds in the savings account cannot ibedrawn until they mature, which
helps people to sustain a savings discipline iewora meet their savings target.

The savings account thus fulfils the same aim schaol fees loan; it helps families to
finance the recurrent lump sum expenses relatethooling. Instead of receiving a loan
that has to be paid backed in small amounts latea®pecial savings product encourages
people to regularly save small amounts in ordebudd up the necessary amount for

2 http://www.jamiibora.org/
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foreseen expenses before they are due. Savingathsf borrowing, has the advantage of
being cheaper, as families do not have to paydsteand it avoids putting families into
debt. Since voluntary saving in advance of an espeaften requires a higher degree of
self-discipline than the repayment of a loan, caeitral savings accounts that are designed
to accumulate the desired amount within the avigléime and capacity of a client, can be
a useful measure to save for investments in edurcati

4.4. Microfinance to improve the quality of educat  ion:
loans to schools in Ghana

Realizing the potential of private schools to cifite to a better quality educational
system for the poor and in order to provide inca#ifor choosing school over child
labour, Opportunity International launched the paogme ‘Microschools for Opportunity’.
Under this programme, Opportunity International viles loans to owners of schools
(edupreneurs) in order to invest in their schoals ianprove their quality.

Sinapi Aba Trust (SAT) in Ghana, implementing partaf Opportunity International,
has set up the micro-schools project with the dimxtending financial services to owners
of primary, secondary, tertiary or vocational sdeod’he main goals are to increase
enrolment, improve the quality of education andease the sustainability of the schools.

The main features of the project are the followikilicro-school loans are targeted at
school proprietors with a minimum of two year’s expnce and a school in an authorized
area, with proven need for financial assistancenksccan be given for working capital or
asset acquisition needs, always with the aim ofravipg the quality of the schools. For
asset acquisition loans, including infrastructurgjgrts, transportation, land acquisition or
hostel renovation, the loan has a maximum termvofytears. Working capital loans have a
shorter maturity, between four and six months. fédgayment has to be made in monthly
instalments, following the individual loan methoogy of SAT. Therefore, school
proprietors have to have a regular monthly cast,fieithout income shortfalls during
school holidays. However, most school proprietaganize special classes during breaks,
run their school buses for commercial purposesawetother secondary jobs. Therefore,
SAT estimates that school proprietors will not haveroblem in repaying their loans even
during school brealk&.

At the time of writing, the project was in the iraplentation phase and was just about
to disburse its first loans. Therefore, nothing densaid regarding the demand for or
impact of microschool loans yet.

4.5. Microfinance in combination with awareness
raising, educational alternatives and incentives:
Case studies from Pakistan, Morocco, Egypt and
the Dominican Republic

In many countries and cultures, child labour isstd@red as normal or even beneficial
for the child. It is thought to prepare childrem their adult life. If child labour exists and
persists because of cultural norms, neither incamsesases, nor improved access and
quality of education can prevent or eliminate bred. Several microfinance institutions
have introduced awareness rising into their lendipgrations and provide incentives for
not using child labour. Four examples of this tygdeintervention are discussed in the
following paragraphs.

24 Information based on personal email correspondeiitteAbigail Acquah, the coordinator for the
microschools project at Sinapi Aba Trust, July 2009
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45.1.

The experience of NRSP and Bunyad in
Pakistan

In Pakistan, ILO-IPEC initiated a comprehensivegpaonme to eliminate the worst
forms of child labour in six hazardous sectdr$he project's strategies included parent-
targeted awareness raising, free non-formal edutatind health screenings to withdraw,
prevent and rehabilitate child labourers in comtiama with microfinance. The ILO’s
Social Finance Programme oriented the project peston how microfinance products
could be designed or appropriated to make thessitsento the needs of families with
child labourers.

Two project partners, National Rural Support Progree (NRSP) and the NGO
Bunyad, agreed to roll out their on-going microdrguiogrammes in the project areas to
families with children in hazardous work. The objez was to remove a family’s reliance
on the income generated by their children. ILO-IR&Gvided the institutions with project
staff and resources for social mobilization to ecabeir additional costs.

NRSP targeted families of children working in thda$d Bangle Industry in
Hyderabad, Sindh province. In the course of the-IPEGC project it disbursed a total of
1553 loans to families with working children. Pritw disbursement, NRSP oriented
families on savings and investment and after trebudsement it encouraged them to
continue their savings routine. Since NRSP is mtitled to collect savings, families were
saving at home. Most of the loan recipients wereera of small businesses, who used the
loan to expand their activity. Coupled with awamnheaising and informal education
programmes, families were convinced to stop senttiiaiy children to hazardous work.

The NGO Bunyad focused on families with childrenrkitog in the informal supply
chain of the surgical instrument manufacturing stdp in Sialkot, Punjab Province. It
adopted a two-fold approach targeting the demartd smupply sides of child labour by
providing loans to both employers and families bildt labourers. It disbursed a total of
193 microloans to surgical vendors and familiesciplents of loans were given an
orientation on the negative effects of child labauith the result being that the beneficiary
vendors discontinued employing children below tge af 14, and beneficiary families
stopped sending their children to hazardous warkteld, children were enrolled in non-
formal education programmes. Older children did ticare to work, though in non-
hazardous work.

In both districts, access to microloans served nasimgentive mechanism for
convincing families to withdraw children from hadaus work. Coupled with extensive
social mobilization, awareness raising and heaftreening—that helped to convince
families of the disadvantages of child labour—iby@wd to be a successful approach.
Furthermore, non-formal education programmes peavia valuable alternative for former
child labourers.

The challenge of this approach is its cost and iimensiveness. To be effective, it
requires the cooperation and coordination of variaators. Also, from a microfinance
point of view, the exclusive targeting of a smaibgp of families in a specific area limits
institutional sustainability and scope.

%|LO-IPEC’s Project of Support to the National Titeund Programme on Worst Forms of Child
Labour in Pakistan targeted six hazardous indsstriamely Glass Bangles, Surgical Instruments
Manufacturing, Deep Sea Fishing, Coal-mining, Leatfanning, and Rag-picking (2003-2008).
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4.5.2.

4.5.3.

In Pakistan, however, both NRSP and Bunyab contirseeving the target group after
the end of the ILO-IPEC project and the loan recpvate continued to be above 95%.

Sensitisation among microfinance clients: Al
Amana’s programme against child labour in
Morocco

Al Amana?’ the largest microfinance institution in Morocc@gularly conducts
impact assessments to evaluate the programme’scinpa the poor. In 2004, the
evaluation of client data unexpectedly showed &latmana’s lending activities increased
child labour in client enterprises. According tastlsurvey, repeat borrowers were using
more child labour than first time borrowers. Whitmly 10% of new clients were
employing children, the proportion was 20% amonderan clients. Moreover, the
difference was especially significant in the empheynt of one’s own children: 11% of
repeat borrowers employed their own children wbidy 4% of programme entrants did
(Al Amana 2006).

As a consequence, Al Amana decided to conduct @efith study to find out what
was happening on the ground and to subsequentBlalea programme to prevent the use
of child labour among its clients. This marked Hirth of the programme “Lutte contre le
travail des enfants auprés des bénéficiaires dAbAa”.

The objective of this programme was to reduce arevgnt the employment of
children among clients. To achieve this aim, Al Araadeveloped communication and
sensitization materials and integrated the figlatirggs child labour into various stages of its
operations. Loan officers were trained to infornd aensitize clients about the negative
impacts of child labour. Also, before accessingeav foan, clients had to go through a
training that included a session to sensitize armberage clients to prevent and eliminate
child labour. The first impact assessment is cilyemder way”

Raising awareness and providing incentives:
EACID’s activities against child labour among
its clients in Egypt

The Egyptian Association for Community Initiativasd Development (EACID), one
of the largest non-bank financial institutions igyt, is implementing a project to improve
working conditions and learning opportunities ofrieing children (Hossein, Redfern &
Carothers 2006). This initiative started after EBCtealized that over 50% of its
microfinance clients were employing children initHeusinesses. With technical support
from Partners in Technology Change (PTE) and Mem@oRconomic Development
Associates (MEDA), the project ‘Promoting and Pctiteg the Interests of Children who
Work’ (PPIC Work) was developed. Under this projdeACID is providing financial
services to business owners who employ childreh e aim of improving the working
conditions and learning opportunities for the alid and youth. One requirement for
accessing a loan under this programme is the ddrated interest of the business owner to
improve the working conditions and learning oppoities of the children that he/she
employs. Also, the loan has to be used to imprbegdchnology and working environment

% |nformation based on personal correspondence Mitthammad Saifullah Chaudhry, Senior
Programme Officer, ILO Pakistan, May, 2009.

27 http://www.alamana.org/

8 Information based on a presentation and persdselission with Fouad Abdelmoumni, Founder
and Director of Al Amana, Turin, 3.12.2007 and dntairrespondence with Bouchra Moutanabi,
June, 2009.
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in the enterprise, as well as reduce hazardousitemm&l EACID thus uses financial
services as an incentive mechanism and takes adygnf the positive relationship among
the financial institution, loan officers and busiseowners to improve the lives of children
and youth who work in microenterprises.

45.4. Mainstreaming the fight against child labour
into lending operations: Awareness raising
and incentives by Banco Agricola in the
Dominican Republic

The engagement of the agricultural bank Banco Atgién the Dominican Republic
also offers some interesting insights into the piidk influence of financial institutions in
combating child labour. Banco Agricola is a statered development bank with the
mission to support agricultural producers in theitoy. Forming part of the national
committee on the elimination of child labour, thgriaultural bank assumes the role of a
financing, executing and facilitating agency in fight against the worst forms of child
labour in the Dominican Republic. Child labour griaulture is one of the most dangerous
forms of child labour, exposing children to numesoisks including pesticides, dangerous
instruments, long hours of work, and exposure ttreexe temperatures. Through its
lending activities, the agricultural bank has dirttkages to a large group of agricultural
producers in the country. It is present in evegvprce and, due to the scarcity of access to
agricultural loans, possesses a powerful econamstciiment.

Recognizing this potential, Banco Agricola, witle ttupport of ILO-IPEC, is planning
to mainstream the elimination of child labour iiretail lending activities by integrating
clauses against the use of child labour in its loamtracts. Furthermore, it is planning to
train loan officers to disseminate messages alweunégative effects of child labour and to
monitor the absence of child labour in the busiesssfinances. Besides these sensitization
and awareness raising activities, the bank may @ddsiade to condition access to its loans
on the absence of child labour in agricultural prcigbn®

4.6. Microfinance and the ILO’s Decent Work Agenda
current action-research in the field of microfinan ce
and child labour

The ILO’s Social Finance Programme (SFP) is culyentestigating the impact of
innovations designed by microfinance institutiogaiast child labour—as part of a larger,
global action-research programme. The partner Miglst the impact of different
modifications in the delivery of microfinance andcdment changes over time, costs, and
benefits via a randomized control trial methodoldiggough a series of three to five panel
data collections until the end of 2011. The threEldvvary in their approaches and
innovations designed to tackle the issue of claltbur among clients. The innovations and
institutions are reviewed below.

NRSP, an MFI previously mentioned and working in Pakistavill address child
labour indirectly through the provision of microimance (health & death) to additional
members of a client's household between the agd8 @nd 65. NRSP has been offering
microinsurance to its clients for the last six edrowever, access was restricted to the
client, spouse, and their children. Now, realizihgt the average household size of NRSP
clients is between 6 and 10, NRSP will offer thenegroduct to the extended family of the
household as well. In addition, NRSP will followetlhousehold’s overall socio-economic
well-being through the Pakistan Poverty Scorec®M&SP hopes that extending the

9 Information based on personal interview with Csrleeliz, Project Officer of IPEC and Dr.
Tedfilo Lapport Robles, Legal Advisor of Banco Agpia, Santo Domingo, 16.11.2007.
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coverage to additional uninsured household men{bersaunts, uncles, grandparents, older
siblings, etc.) will cushion health-related incostgocks and that consequently, children
will not have to replace those adults without asckes healthcare by leaving school and
beginning work prematurely. NRSP will track changeshe household level, particularly
child work/school status, health of household memsband fluctuations in poverty levels.
NRSP hopes to see an increase in insured housetertibers, a decrease in the number of
at-risk children (those who may be withdrawn froth@ol to begin working prematurely),
as well a general trend towards decreasing incamerfpy levels in the sample.

Lift above Poverty OrganizationLAPO), an MFI in Nigeria, will address child
labour through a combination of tools under itsh&a Support Initiative” including: a
locally-developed awareness campaign on child lebbid schooling; a new loan product
with softer, more flexible terms for school-asstethcosts; and where applicable, a blend
of the two. The loan is accessible to veteran LA#i@nts with the permission of their
solidarity group members and loan officer. The Isae is based on the amount of school
fees plus transportation costs, and the repaynat@dsile is flexible and adjustable, with
weekly or monthly payments. LAPO will track changasthe client/household level—
particularly client portfolio, exposure to awaremesampaign, and child schooling/working
status—in order to follow the impact of the innowatover time. LAPO hopes to see an
increase in the number of children enrolled in stlamong clients, a decrease in the initial
population of child labourers, and a heightenedraness of the adverse effects of child
labour in comparison to the control group.

Finally, Nyésigiso,an MFI in Mali, is utilizing a combination of apgaches to
maximize its potential as a financial institutiom decrease the number of rural child
labourers employed by its clients. Nyésigiso be&gethe reasons for the high incidence of
child labour in agriculture are poverty, low protluity, poor financial skills and the idea
of socializing children through work. In order teduce child labour and increase
schooling, Nyésigiso will train its clients on tkrepecific topics: how to improve working
conditions and productivity (using the ILO trainilggogramme on safety, health and
working conditions in agriculture, the so-called NI methodology), financial education,
and best practice measures for reducing hazardowk for children in agriculture. In
addition, Nyésigiso will raise awareness amongntsiehrough posters and flyers in the
target branch. Also, throughout the action resedoem officers will collect information on
their client's employment of children through arendification form in order to build a
database on the specific nature of clients who eynphildren and design an appropriate
financial product to meet their specific needs. $igiso, through its innovation, expects to
see a reduction in the number of working hours ditdren, a shift to less hazardous
activities, and an increase in schooling and schtiehdance.

The action research began in late 2008 with a distgmtool to identify decent work
deficits among the clients of 25 participating rofarance institutions around the world.
This has been followed by the design of innovati@ssthe ones in the area of child labour
explained above. The next step is the implememtatiothe innovations, initiated after a
baseline survey and accompanied by regular panelogddlections. The collected data will
undergo econometric analysis with a view to tralcinges at the client level, as well as to
analyse costs and benefits for the institution. NR®d LAPO began implementation of
their innovations in the last quarter of 2009, alyeésigiso in May 2010.

Pending the findings of the action research, uitins will decide how best to
continue and expand the innovation. Innovationshwinsatisfactory results will be
discontinued or modified to better fit the prograenrand desired results based on
continuous feedback. SFP hopes that more institsitwill take notice of the innovations
and consider implementing them alongside curremanitial and social services if the
results of the overall impact assessment are prdwebe satisfactory, cost-effective,
replicable, and scalable.

25



5.

Summary, Conclusions and
Recommendations

This paper aimed to analyse the potential impaahigiofinance on the reduction,
elimination and prevention of child labour. By fireviewing many of the determinants of
child labour—income poverty and access to basigices; vulnerability; access, costs and
quality of education; socio-cultural norms; anddatsipecific labour demand, the paper then
discussed the potential impact of microfinance uppert the fight against child labour,
depending on the root cause.

In the case of reducing income poverty, microlomay/ be effective; however, the
empirical evidence on the income-generating efté#cimicrocredit remains inconsistent.
Microloans may even have a negative impact on theséhold economy if, for example,
they increase the total labour demand of a famitemprise and thus increase the children’s
workload. Inefficient labour markets, agency profdeand a lack of awareness surrounding
the negative consequences of child labour furtimarease a parent’s likelihood of
employing their own children—instead of externdidarers in the case of increased labour
demand. Microfinance appears most effective in igiog tools—savings, insurance and
emergency loans—to reduce the vulnerability ofgber and better their risk management
strategies.

This paper has also shown how microfinance ingtitgt and products could play a
role in financing the costs of education, improvithg quality of schooling and raising
awareness on the negative effects of child labourcultures where child labour is
considered normal or even beneficial to the child.

There are, however, important limitations on thie f microfinance in reducing and
eliminating child labour. First, loans will only & a limited income-generating effect if
recipients lack the business skills necessary dovgheir microenterprise. Especially for
the poorest of the poor, grants or conditional deshsfers might be more appropriate than
loans¥ Second, microfinance does not appear to be amppate instrument for providing
long-term credit to finance education. Third, whifécrofinance institutions may offer a
unique opportunity for sensitization of vulneraldéents, not all provide non-financial
services (such as sensitization of clients) and,dbes not belong to their core business,
they may be limited in their capacity or interestdp so. And finally, as the examples in
Section 4 illustrate, microfinance is not a onexdigs-all approach, but rather one that
needs to be adapted to specific circumstances amuded side-by-side with
complimentary interventions in order to be effeetiv

Therefore, the evidence presented herein leadset@dnclusion thamicrofinance
can have a positive impact on child labour, but dae not automatically do so Child
labour has many different and interlinked causé® ¢tombination of which could
determine whether or not microfinance can be agcéffe tool. It is necessary, therefore, to
carefully assess the whole set of child labour esus a specific case, before a
microfinance intervention is designed, implementsdl possibly mainstreamed. It is
equally important that the definition of microfir@nis not limited to loans, as is often the
case; managing risk through savings, insurancenwrgency loans can often be more
important in reducing child labour than a microlodwat is intended solely for income
generation.

Secondly, microfinance is not a standalone solutiom rather a supporting instrument
in the elimination of child labour. As the examplesSection 4 demonstrate, the impact of
microfinance on child labour appears to be paridylhigh if it is supported by awareness

% For more information on how small grants and nfioance can interact see Hashemi &
Rosenberg 2006.
26



raising, community assistance, education and othels. Policy interventions such as
improving the quality of education or providing gta to help poor people with working
children may be equally or even more effectivehim fight against child labour.

Third, in order to be a viable tool, microfinaneseds to be sustainable. The poor need
long-term access to financial services in ordegéoerate long-lasting impacts on their
lives. Therefore, when designing microfinance wations that support the fight against
child labour (i.e. choosing a microfinance institntto partner with), it remains crucial to
make use of best practices in microfinafideurther research on a “business case” model
for microfinance-led child labour interventions mpsovide evidence that a sustainable,
business alternative exists for microfinance ingtihs wishing to mainstream child labour
initiatives.

Fourth, despite the numerous examples of microfi@anstitutions using innovative
approaches to address the causes of child labadirttsen seemingly positive results,
knowledge on the effects of microfinance on chdtdur is still scarce. Further research
remains a necessity; thorough evaluations of exjstixperiences aimed at understanding
their impact and contribution to the reduction gmdvention of child labour are crucial.
Future research should focus on understanding thaerlying conditions wherein
microfinance is an appropriate tool in the fightiagt child labour, how financial products
should be designed with child labour in mind, whadhditional elements (other financial
tools, capacity building, and linkages to otheramigations) need to be in place, and how
the negative impacts of microfinance on child labean be avoided.

The “Microfinance for Decent Work” action researplogramme currently being
implemented by the ILO’s Social Finance Progranexpected to contribute decisively to
this aim. The study uses a randomized control mmathodology to track the impact of
microfinance innovations on selected decent woskas, including child labour. Outputs
from this research will further shed light on thenbfits of child labour innovations for
microfinance institutions, as well as their clientiouseholds, and thus provide key insight
on innovative changes to be scaled up and dissésdina

31 See_www.cgap.ordor information on best practices in microfinan€®r guidelines on how to
integrate microfinance in child labour programme=e sChurchill & van Doorn “Technical
Guidelines: Microfinance against Child Labour”, ddeadable at www.ilo.org/socialfinance
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