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Abstract

This paper explores the relationship between financial development and child labor while controlling for income inequality. Based on a sample of developed and developing countries from 1960 to 2000 and after factoring for the endogeneity of inequality and financial development, we find that financial development tends to increase child labor especially in countries with high level of income inequality. These results are robust to the introduction of additional control variables and the restriction of our sample to developing countries where child labor is persistent. In this case, financial development reflects that households tend to invest in their own farm or business, raising the opportunity cost of schooling and inducing more working children.

