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ABSTRACT

This paper examines the effect of microcredit on child labour in city of Lahore, Pakistan.
Firstly, this paper explains the major causes of child labour and then how microcredit is linked
with these major causes. The dependent variable of this study is child labor and independent
variable is microcredit. Target population of this research is total active microcredit clients of
FINCA micro finance banks in Lahore.

This research is based on primary data and for this purpose questionnaire method is used
for data collection and logistic regression technique is used for data analysis. The result of this
study shows that major reason of child labour is poverty. The impact of microcredit on child labour
is significant but this is not a single solution to resolve this problem of child labour because there
many causes of child labour and microcredit actually fight against these causes. The relationship
among microcredit and child labour is strongly explained if microcredit reduce the poverty level
of household.
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INTRODUCTION

This paper mainly focuses on to find out the impact of microcredit on reduction of child
labour. For this purpose, this study discusses the main causes of child labour in start, then the main
impact of microcredit with child labour by competing the causes of child labour.

According to International Labor Organization (2010) defines child labor “refers to work
undertaken by persons under the age of 18 that harms their mental, physical, or social development
and interferes with their schooling by depriving them of the opportunity to attend school, by
forcing them to drop out of school early, or by requiring them to combine school attendance and
excessively long and heavy work™.

There are 1.6 billion children in the world and child labour is more in Asia and Africa
which collectively explained 90 percent of total child labour force throughout the world. Asia has
more child labour as compared to anywhere else force (ILO report, 2019). India has 44 million
child labours which is biggest country in the Asia in terms of child labour as well as in the world.
In Pakistan, 10 percent labour is child labour by total labour force (Zaidi, Javed, & Khan, 2013).

Child Labour in Pakistan

Child labour is the major problem in deleveping countries like pakistan. According to ILO
(2019) estimates, Pakistan has been ranked third in the world having largest child labour. Pakistan

1 1528-2635-24-4-579



Academy of Accounting and Financial Studies Journal Volume 24, Issue 4, 2020

have upto 1.7 million children from the age of six are working in different industries. It is normally
observed that parents have the right to decide about the child activities and whether a child work
or not, goes to school or not. But the problem is that poverty is the main reason in which parent’s
send their children’s on work to fulfilled their basic needs and survival of their family (Blume &
Breyer, 2011).

According to ILO report (2010) explains that poverty is the major cause of high child
labour in any country. Parents those are below the poverty line send their children on work due to
many reasons which may include to earn extra income for the household, due to lack of child care,
unable to afford the costs of schooling, children themselves may also desire to earn money and In
some cultures or in some contexts, it is considered normal if children work. Some other important
factors of child labour are the income poverty, lack of basic needs, lack of parental education and
lack of awareness.

There are many studies reveal that why employers prefer children for word in which major
factors include children have fewer egos, less status consciousness, less shame, they are more
active and quicker in their work. Furthermore, they almost do the same amount of work in less
cost which is done by adults so children are beneficial in terms of profit for the employers (Blume
& Breyer, 2011).

How Microcredit can Help to Address the Causes of Child Labour

Microcredit has been working for more than two decades in different regions of the world
and now become a very good practices mean of reducing poverty. According to Blume & Breyer
(2011) describe in their study that microcredit is often assumed a powerful tool for reducing the
income poverty and this also lead to discourage the child labour. Akilova (2015) conclude in his
study that micro-loans are effective tool for reducing income poverty and child labour also Figure
1.

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-cultural Norms and Attitudes
Desire of Child to Work

Cluld-specific Labour Demand

2 1528-2635-24-4-579



Academy of Accounting and Financial Studies Journal Volume 24, Issue 4, 2020

Source: (Blume & Breyer, 2011)
FIGURE 1
CAUSE OF CHILD LABOUR AND ENTRY POINT FOR MICROFINANCE

Problem Statement

Child labour is a main concern in all over the world special in developing countries like
Pakistan (Malik, 2016). According to ILO report (2019), a decline has been observed in all over
the world instead of Pakistan and Pakistan still remain at third spot in top ranking countries in
child labour. However, empirical findings suggest that access to microcredit can influence child
labour in both ways. On the one hand, it can prevent, reduce child labour and on the other hand it
can create the child labour because people prefer their children’s in their own business. So, this
mix up result necessitates investigating further about microcredit and its impact on child labour
that whether the micro loans are effective tool in reducing child labour or not.

Objectives

1. To find out the major causes of child labour
2. To check the role of microcredit in reducing child labour.

3. To provide recommendations for Pakistani community, government and international community for
reducing child labour.

Hypothesis
H1: There is a significant relationship between microcredit and child labour.

HO: There is not a significant relationship between microcredit and child labour.
LITERATURE REVIEW

The major reason of child labour is poverty that is supported and proved by various
researchers in their studies. Zaidi, Javed and Khan (2013) support this argument and they conclude
that majority of child labour work due to poverty and having large family size. Kashif and Hussain
(2013) explain in their study to find out the factors affecting the child labor and for this purpose
they use primary data in quantitative research framework and filled the questionnaire from 439
respondents from different cities of Pakistan.

Some researchers found that child labour is important problem in Pakistan and socio-
economic problems are reasons of child labor. In contrast to socio economic conditions, Khalid
and Shahnaz (2009) describe socio economic conditions about child labour in Pakistan. The result
of their study reveals that there are more child labour between the age of twelve to fourteen years
and mostly child laborers are male as compared to female. This study also reveals that child labour
is found uneducated and low family income. Bhuiyan, Siwar & Hossain (2013) conducted a study
on Grameen bank in Bangladesh about microcredit performance on the borrower literacy of
children and they found that this bank is doing well to increase the literacy of borrower’s children.

Ashraf (2016) explain in his study that microcredit have a significant impact on reducing
child labour but it has indirect effect because if the microcredit reduces the poverty of household
then there will be more chances to reduce child labour. The impact of microcredit will be higher
on child labour if it is supported by creating awareness about child education among parents.
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Akilova (2015) also show a constructive effect of microcredit on child labor as well as
child schooling. According to Chakrabarty (2015) found in his study that microcredit has not direct
impact on child labour and microcredit is not only the main factor which reduce child labour.

The above literature explains the causes of child labour and relationship of microcredit
with child labour. But some literature results are opposite of this. In some situation, microcredit
increases the income of household and induces the parents to withdraw their children from work
and entered into school but in some situation, microcredit increase income as well as child labour
because parents prefer their children in their own business. So, these mixed up results are
encountered by literature.

Hazarika & Sarangi (2008) conducted a study to find out the impact of household access
to micro loan on child work in rural Malawi. They conclude in their study that as microcredit
increases it also raises the chances of child work. Consistent with this results Islam and Choe
(2009) found that microcredit programs increase the child labor and decrease the school
enrollment. This negative effect is greater in girls as compared to boys. The younger child’s are
more negatively affected by their old siblings because if the old siblings are not working so there
will be great chances of child labour of that household (Figure 2).

; T | — >
Microcredit Income Reduce Poverty

Child Labour

FIGURE 2
CONCEPTUAL FRAMEWORK

According to Blume & Breyer (2011) describe in their study that microcredit are often
assumed a powerful tool for reducing the income poverty and this also lead to discourage the child
labour. Furthermore, when the families start their business with microcredit then they generate
income from their new business which leads to come out from poverty and poverty is the basic or
primary cause of child labour. Akilova (2015) conclude in his study that micro-loans are effective
tool for reducing income poverty and child labour also.

Microcredit does not affect the child labour directly; if microcredit reduces the poverty
then poverty has an impact on child labour. This relationship among microcredit, poverty and child
labour is confirmed by Ashraf (2016); Smith (2011); Bhuiyan et al. (2013); Zaidi et al. (2013),
Geneva (2004) and Akilova (2015).

METHODOLOGY

The target population of this research is the total active microcredit clients of FINCA micro
finance bank in Lahore. This research is based on primary data and for this purpose questionnaire
method is used for data collection.

To check the impact of microcredit on child labour two hundred questionnaires are filled
from active clients of Kashf micro finance bank from Lahore. The data was processed and analyzed
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using the SPSS software to generate descriptive results. Total active clients of FINCA micro
finance banks are 22035 and Slovin’s Formula n = N/ [1+N(e)?] is used to select the sample size.
| have filled the questionnaires from FINCA micro finance bank active clients but my target clients
are those who are married or having child less than 15 years of age. The dependent variable of this
study is the child labor and independent variable is microcredit.

Model

In this research logistic regression technique is used because the dependent variable is
dichotomous variable and this technique is widely used when dependent variable is dichotomous.
Chakrabarty (2012) also used this technique to check the impact of microcredit on child labour.

Li=In[Pi/(1-Pi)]=pL+p2 X1+ p3X2

In this research, the researcher is actually is interested to know the impact of microcredit
on child labour. If micro loans are offered to poor people then what will be the impact of
microcredit on child labour either reduced or increases. For this reason logistic regression is very
helpful technique to answer this question.

RESULT AND DISCUSSIONS

Table 1
RELIABILITY STATISTICS
Cronbach's Alpha Cronbach's Alpha Based on N of Items
Standardized Items
0.699 0.674 11
Table 2
ITEM STATISTICS
Mean Std. Deviation N

Q1 2.137 1.0084 197
Q2 2.589 1.2073 197
Q5 2.127 1.3699 197
Q6 2.650 1.5499 197
Q7 2.112 1.1770 197
Q8 1.817 1.0532 197
Q9 2.360 1.4239 197
Q10 1.909 0.9698 197
Q11 1.934 0.9901 197
Q12 0.883 0.3219 197
Q13 0.893 0.3094 197

Table 1 shows reliability statistics and descriptive result. The value of Cronbach's alpha is
0.70 it means that internal consistency is average and quite acceptable. Table 2 shows the results
of means and standard deviation of the questions which is asked from the respondents.

Table 3
OMNIBUS TESTS OF MODEL COEFFICIENTS
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Chi-square df Sig.
Step 1 Step 0.177 2 0.001
Block 0.177 2 0.001
Model 0.177 2 0.001
Table 4
MODEL SUMMARY
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
1 133.974° 0.211 0.23

a. Estimation terminated at iteration number 5 because parameter estimates changed by less than 0.001.

Table 5
HOSMER AND LEMESHOW TEST
Step Chi-square df Sig.
1 9.339 7 0.329
Table 6
VARIABLES IN THE EQUATION
B S.E. Wald df Sig. Exp(B)
Step 1° MC 0.046 0.237 0.038 1 0.002 11.048
HC -0.244 0.582 0.176 1 0.075 0.784
Constant 2.658 1.290 4.243 1 0.002 14.268

a. Variable(s) entered on step 1: MC, HC.

Omnibus test is basically the likelihood ratio and tells about the overall significance of the
good fit model and how much all independent variables are collectively improving the model. In
Tables 1-6 describe that the fitted model is significant. Nagelkerke R Square is 0.23 which means
that microcredit and household characteristics explaining 23% variation in child labour. The
Hosmer-Lemeshow (HL) is another test for logistic regression is widely used about the fitness of
the model. According to this test if p value is greater than 0.05 than the model is good and
significant. In this research (HL) significance value is 0.329 which means model is significant.
The last table shows the individual variables B and a significance value in which microcredit is
significant whereas household characteristics show insignificant results.

CONCLUSIONS

This paper aimed to find out the key causes of child labour and to find out the impact of
microcredit on child labour. On the basis of result it can be concluded that poverty is the major
reason of child labour whereas large family size and uneducated parents are also the supported
reasons of child labour.

The results show that microcredit has a significant impact on child labour. But microcredit
is not a single solution to reduce the child labour, but it can be a supporting instrument to reduce
the child labour. Poverty is the basic reason of child labour if microcredit reduces the income
poverty then child labour will also reduce of household. The results of some questionnaire also
explain that microcredit may also increase the child labour of household because when parents
start their new micro business with micro loans than they also prefer their child on work to save
the external cost. So mix up result are come from the
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Recommendations

1. Microcredit is more helpful in reducing child labour when it is joint with life and health insurance. So, MFls
should focus on this point in elimination of child labour.

2. Many parents are unaware about the importance of child education so some programs should establish in
which awareness should be given to parents.

3. Government should also contribute in reducing child labour by strictly implementing the rights of children’s
and increasing their education.

REFERENCES

Akilova, M. (2015). Global child labor and schooling: Does participation in microfinance program change the rates?
Society for Social Work Research Annual Conference, At New Orleans.

Ashraf, M.A. (2016). Does microfinance initiative reduce child labour? Retrieved from: https://www.researchgate.net/
publication/307509437_Does microfinance initiative _reduce_child_labour

Becchetti, L., & Conzo, P. (2010). The controversial effects of microfinance on child schooling: A retrospective
approach. ECINEQ Society for the Study of Economic Inequalities.

Bhuiyan, A.B., Siwar, C., & Hossain, T.B. (2013). Microcredit impact on children’s education and women
empowerment: A review experience of Grameen bank microfinance schemes in Bangladesh. Research
Journal of Applied Sciences, Engineering and Technology, 66-71.

Blume, J., & Breyer, J. (2011). Microfinance and Child Labour. Geneva: International Labour Office.
Brown, M. (2015). The impact of microcredit loans on child outcomes: A review of the literature. Supporting
Transformation by Reducing Insecurity and Vulnerability with Economic Strengthening (STRIVE).
Chakrabarty, S. (2015). A Nexus between child labour and microfinance: An empirical investigation. Economic
Paper, 34(1-2), 76-91.

Chakrabarty, S. (2012). Does micro-credit increase bonded child labour in absence of microinsurance? Retrieved
from: http://www.impactinsurance.org/projects/research/micro-credit-increase-child-labour

Deloach, S.B., & Lamanna, E. (2011). Measuring the impact of microfinance on child health outcomes in Indonesia.
World Development, 39(10), 1808-1819.

Frolich, M., Landmann, A., Midkiff, H., & Breda, V. (2014). Microinsurance and child labour: An impact evaluation
of NRSP’s (Pakistan) microinsurance innovation. nnovative Finance for Social Justice.

Geneva. (2004). Microfinance Against Child Labor. IPEC.

Hazarika, G., & Sarangi, S. (2005). Household Access to Microcredit and Child Work in Rural Malawi. Retrieved
from: https://www.econstor.eu/bitstream/10419/33584/1/485624516.pdf

Holvoet, N. (2004). Impact of Microfinance Programs on Children's Education. Retrieved from
https://pdfs.semanticscholar.org/cbh33/91f35d689dff6e92eac6¢c185846178617848.pdf

Islam, A., & Choe, C. (2009). Child labour and schooling responses to access to microcredit in rural Bangladesh.
Department of Economics, Monash University.

Landmann, A., & Frollch, M. (2013). Can microinsurance help prevent child labor? an impact evaluation from
Pakistan. Retrieved from: http://ftp.iza.org/dp7337.pdf

Lehmann, C. (2010). Unintended effects of microfinance: An increase in child labour in some contexts? International
Policy Centre for Inclusive Growth. Retrieved from: https://ipcig.org/pub/IPCOnePager108.pdf

Lindsay, S., Nafessa, K., & Thalia, S. (2011). Assessing the impact of microfinance programming on children: An
evaluation from post-tsunami Aceh. Disasters, 39(2), 295-315.

Maldonado, J.H. (2005). The Influence of Microfinance on the Education Decisions of Rural Households: Evidence
from Bolivia. Retrieved from: http://economia.uniandes.edu.co/publicaciones/d2005-46.pdf

Malik, Y. (2016). Dunyanews.tv. Retrieved from dunyanews.tv/en/SpecialReport/320628-Pakistan-in-child-labour-
force

Nafees, A.A., Khan, K.S., Fatmi, Z., & Aslam, M. (2012). Situation analysis of child labour in Karachi, Pakistan: a
qualitative study. Journal of Pakistan Medical Association, 62(10), 1075-1082.

Phan, P. (2014). Conversations and Empirical Evidence in Microfinance.

Rooyen, V., & Stewart, R. (2012). The impact of microfinance in sub-saharan Africa: A systematic review of the
evidence. World Development, 40(11), 2249-2262.

Smith, L.C. (2011). Re-evaluating poverty alleviation strategies: The impact of microfinance on child labor in
Bangladesh. CMC Senior Theses.

7 1528-2635-24-4-579


https://www.researchgate.net/%20publication/307509437_Does_microfinance_initiative_reduce_child_labour
https://www.researchgate.net/%20publication/307509437_Does_microfinance_initiative_reduce_child_labour
http://www.impactinsurance.org/projects/research/micro-credit-increase-child-labour
https://www.sciencedirect.com/science/journal/0305750X
https://www.sciencedirect.com/science/journal/0305750X/39/10
https://www.econstor.eu/bitstream/10419/33584/1/485624516.pdf
https://pdfs.semanticscholar.org/cb33/91f35d689dff6e92eac6c185846178617848.pdf
http://ftp.iza.org/dp7337.pdf

Academy of Accounting and Financial Studies Journal Volume 24, Issue 4, 2020

Zaidi, N., Javed, N., & Khan, M.S. (2013). Child Labour in Pakistan- A Tip of an Iceberg. Journal of Postgraduate
Medical Institute, 27(3), 285-289.

8 1528-2635-24-4-579



