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                                                             ABSTRACT
This paper attempts to explore the relationship between foreign capital inflow and child labor, as a contribution to the general literature on globalization and labor standards. We derive reasonable and economically appealing conditions under which foreign capital inflow can increase or decrease the incidence of child labor. The basic model deals with partially and fully skilled sectors and market-determined wage for adult unskilled labor. International capital flows in this structure may not increase all kinds of wages, contrary to the conventional wisdom of trade theory, but may reduce incidence of child labor if it raises adult unskilled wage. In the companion case with unionized unskilled labor and flexible wage informal sector, the outcome is quite drastic leading to the possible closure of either the fully skilled sector and consequent reduction in the supply of child labor or possible closure of the partially skilled sector and consequent increase in the supply of child labor.  

INTERNATIONAL CAPITAL MOBILITY AND CHILD LABOR 

1. Introduction 

In recent years eradication of child labor has gained serious attention among the policy makers of developing countries, particularly in the context of the relationship between international trade and labor standards as mentioned by the World Trade Organization (WTO). If we look at the data published by the Bureau of Statistics of the International Labor Organization (ILO) we find that the participation rates for children aged 10-14 years in 1995 was 13.02% for the world as a whole and 14.3% for India (ILO, 1996). The figures are more alarming in absolute terms. In most of the developing countries the child workers are engaged in agricultural activities. Apart from the agricultural sector, a major part of the remaining workforce is engaged in informal manufacturing activities. According to ILO estimates in the year 2002 one in every six children aged between 5 and 17 years or 246 million children are engaged as child labor.

It has been argued by various researchers that the main cause behind the incidence of child labor is abject poverty. World Development Report (1995) also recognizes poverty as the driving force behind the flow of child labor to the job market. One important feature of most of the developing countries is the existence of a widespread informal sector within the economy. For example, in India such a share is about 90%.
 The workers associated with the informal sectors are mainly unskilled and are poor as on an average they earn a wage rate that is close to their subsistence level. As a result of this the workers of this sector are compelled to send their children to the job market. In other words, we can say that the informal sector acts as a reservoir of child labor. This has been empirically supported by authors like Grootaert(1998) and Ray (1999).

At the theoretical level the most important work regarding the incidence of child labor is the paper by Basu and Van (1998). They have shown that unfavorable adult labor market resulting in low adult wage rate is the main cause behind the incidence of child labor. Apart from Basu and Van (1998) the issue of incidence of child labor has been analyzed theoretically in various directions by different authors. A subset of this literature include the works of  Basu (1999,2002), Baland and Robinson (2000), Ranjan (2001), Basu and Tzannatos (2003), Jafarey and Lahiri(2002), Chaudhuri and Gupta (2004),Chaudhuri and Dwibedi (2007), Dwibedi and Chaudhuri (2007) etc. Among these authors a selected few have focused on the issue of the impact of foreign capital inflow
 on child labor. 

From the empirical literature on foreign capital and child labor we find that there are two opposite views regarding the impact of trade openness and foreign capital inflow on child labor. One view says that foreign capital inflow increases the incidence of child labor whereas the other view concludes exactly the opposite. Authors like Grootaert and Kanbur (1995), Rodrik (1996), Swaminathan (1998) etc. have argued that trade openness and foreign capital inflow promotes child labor whereas authors like Spar (1998), Cigno, Rosati and Guarcello (2002), Neumayer and De Soya (2005), etc. have argued for the opposite case. The arguments of most of the authors regarding the positive impact of trade openness and foreign capital inflow on child labor are based on empirical facts. For example, Swaminathan’s (1998) arguments are based on the empirical facts for the Bhavnagar city of Gujarat in India. Regarding the negative impact of foreign capital inflow on the incidence of child labor the intuitive argument is that such an inflow causes formal sectors to expand at the cost of informal sectors. As the informal sector acts as a reservoir for child labor one can say its contraction reduces the supply of child labor. Just like the case of positive impact of foreign capital inflow on child labor, the negative impact of foreign capital inflow on child labor, as done by the above-mentioned authors, are also based on empirical facts.  

Though there are quite a large number of papers at the theoretical level to examine the impact of globalization on child labor, there are only a few published papers that have used a general equilibrium structure to examine theoretically the impact of foreign capital inflow on the incidence of child labor. In this context two early and very interesting papers are by Chaudhuri and Dwibedi (2007) and Dwibedi and Chaudhuri (2007). The former paper though uses Basu and Van (1998) framework, assumes an exogenous critical level of adult wage beyond which child labor does not exist. In our paper we fully endogenize the problem and do not have to assume a critical minimum wage. Dwibedi and Chaudhuri(2007) uses a two-period inter temporal framework to determine the supply of child labor from human capital perspective and uses exogenous foreign capital inflow to show that such inflow may reduce child labor by increasing relative skilled wage. Our paper initiates an analysis that is quite different and is an improvement over earlier analyses.

First, we bring in Basu and Van (1998) directly into trade theoretic general equilibrium model by endogenizing supply of child labor.

Second, we discuss the implications of regime switch from no capital mobility to full capital mobility, thus discussing the impact of finite change in policies. This is more in line with contemporary literature on trade and capital flows such as Marjit and Kar (2005) etc.

Third, we first analyze the results in the context of the standard neo-classical trade theoretic framework and then in terms of more contemporary works on formal-informal sectors by extending the literature containing papers by Carruth and Oswald (1981), Agenor and Montiel (1996), Marjit (2003), Marjit, Kar and Beladi (2007) etc. In the extended framework, regime switch can lead to drastic results one way or the other.

Basu and Van (1998) clearly point out that increasing real income of the adult workers is crucial for a decline in the incidence of child labor. Therefore, one has to look for reasonable conditions under which liberalizing capital flow does deliver the desired outcome. “Adult wage” is not a homogenous concept, highly skilled workers earning handsome wage are unlikely to send their children to work. As capital becomes cheaper, conventional wisdom suggests, wages all around should improve. In our framework we show that even if skilled wage rate must improve, unskilled wage rate may or may not improve. Such analytical twist makes the framework an interesting vehicle for analysis.

The paper is organized in the following manner. Section 2 considers the micro foundations of supply of child labor function. The basic model and the results are explained in section 3. Section 4 describes a variant of the basic model. Finally, the concluding remarks are made in section 5.

2. Micro Foundations of the Supply of Child Labor Function: Reconsideration of the Basu-Van (1998) Model

Our analysis of the micro foundation part is based fully on the work of Basu and Van (1998). They have considered a model of child labor in a one-commodity economy by assuming that (i) each household consists of one adult and m (( 1) children (ii) each child consumes ( (< 1) of each adult’s consumption of the commodity (iii) each adult’s consumption of the commodity is given by C (given C>S), where S is the given subsistence level of consumption and (iv) each child’s effort is given by lc  ( [0,1]. Under these assumptions they have shown household’s preference by the Stone-Geary utility function.

                                              U(C, lc)) = (C( S)( 1 ( lc)                                                  (1),                                  

where  C >S ( 0 and lc  ( [0,1]

The household maximizes U with respect to C and lc subject to the budget constraint 

                                            C(1+m() = m lc wc + (                                                        (2),

where (  is the adult wage rate and wc is the child wage rate. It is assumed, as in Basu and Van (1998) that the commodity price to be given as unity.

From the first order condition Basu and Van (1998) have derived the following effort function for each child worker belonging to each household

                                     lc = 0       if   wc m +S(1+(m) ( (                                                (3)           

                                     lc = 1       if    S(1+(m) (wCm ( (                                               (4)

                   lc = lc ((, wc)= [{ wCm +S(1+(m)( (}/2m wc], otherwise                          (5)

We now consider a simple modification of the Basu-Van (1998) to graphically determine the critical wage rate above which supply of child labor is zero. In a developing country it is reasonable to assume that child wage rate is inversely related to adult wage rate. So we modify equation (3) of the above model and rewrite the condition under which lc = 0 as

                               F(()  ( (,

where    F(() = wc(() m +S(1+(m)

We express the above inequality in terms of the following diagram.

[Figure 1 here]

From figure 1 we find that (( ( (*, lc= 0 and (( < (*, lc ( 0. In other words, there exists a critical adult wage rate, (*, such that any adult wage rate equal or greater than that wage rate implies the supply of child labor to be zero. Any wage rate less than that critical adult wage rate implies that the supply of child labor to be positive.

We find that in a developing economy there exists two types of labor force: skilled and unskilled with a wide difference between the wage rate of the skilled and unskilled workers. We denote the skilled wage rate by WS and the unskilled wage rate by w.  Due to this wage gap it is reasonable to assume that in our representation of Basu-Van (1998) model ( = WS (( ( (* and ( = w (( < (*. In other words, the skilled workers will not send their children to work. The unskilled workers, on the other hand, will send some of their children to work. We shall use this result for the general equilibrium part of the model.

Considering  ( = w, from equation (5) we find that 

                                         ((lc/(wc) = [2m/(2m wc)2][{w ((1+(m)S}]                            (6)

((lc/(wc) > 0 iff w > (1+(m)S i.e. if and only if the adult unskilled wage rate is higher than the subsistence level of consumption by the household (consisting of one adult and m children). We assume that the unskilled wage rate covers household’s subsistence consumption so that throughout the general equilibrium part of the model we have ((lc/(wc) > 0.

Considering  ( = w, we also find from equation (5) that 

                                        ((lc/(w) = ( {1/(2m wc)}                                                          (7)

Equation (7) implies that ((lc/(w) < 0.

3. Basic Model and Results

3.1 Autarky Situation 

First of all we explain the term ‘autarky situation’. It means a small open economy where we have only trade in goods, but there is no international capital mobility. We have a three- sector (x, y and z) small open economy where X is produced in the informal sector (x), Y is produced in the formal ‘partially skilled sector’ (y) that uses both skilled and unskilled labor along with capital as inputs
 and Z is produced in the formal ‘fully skilled sector’ (z) that uses skilled labor and capital as inputs.
 The informal sector
 uses unskilled labor and child labor for its production and child labor is specific to that sector. Both skilled labor and capital are perfectly mobile between sectors y and z. Unskilled labor is perfectly mobile between sectors x and y. Product prices are internationally given due to the small open economy assumption. Markets are competitive, technology is neo-classical and resources are fully employed. All the products are traded.

The following symbols are used to describe the model.

Pj: price of the product produced in the jth sector , j = x, y and z

w : unskilled adult wage rate

WS: skilled adult wage rate

r : rate of return on capital

aij : input-output coefficients , i = L,K, S.C ; j = x, y and z

(ij : distributive share of ith input in the jth sector, , i = L,K, S.C ; j = x, y and z

C: supply of child labor

K: stock of capital

L: unskilled adult labor endowment

S: skilled adult labor endowment

X: output of sector x

Y: output of sector y

Z: output of sector z

Competitive equilibrium implies

waLX + wcaCX = PX                                                                                                                                                  (8) 

w aLY + WS aSY + r aKY = PY
                                                                                                  (9)

WS aSZ + r aKZ = PZ                                                                                                                                                                (10)

Full employment conditions:

 aSYY + aSZZ = S                                                                                                              (11)

aKYY + aKZZ = K                                                                                                             (12)

aLXX + aLYY = L                                                                                                              (13)

We have already assumed in the micro foundation part of the paper that it is only the unskilled adult workers who send their children to work. We further assume here that each family, which sends their children to work, has exactly one unskilled adult worker and certain number of children (say ‘m’). The effort function of each child worker belonging to each household is given by lc(w, wC). Let out of ‘m’ children only ‘n’ children are sent to work (n ( m). Then supply of child labor by each poor household is f(w, wC) = n lc(w, wC). Finally, we can write the total supply of child labor, C, as

C = f(w, wC).L                                                                                                                 (14)

Equilibrium in the child labor market is given by

aCXX = f(w, wC).L                                                                                                           (15)

We assume that unskilled labor in the ‘partially skilled sector’ is used in fixed proportion so that it is not a substitute of either skilled labor or capital, though skilled labor and capital are substitutes among themselves. Thus in our model aLY is fixed.
 Equations (8) to (15) implies that we have eight equations from which we will have to determine eight unknowns: w, wc, WS , r, X, Y, Z and C. Determination of the general equilibrium proceeds as follows. Suppose we start from any arbitrary level of w. For any given w, we can solve for WS and r from equations (9) and (10). Thus WS and r can be expressed in terms of w. Again for given w, and also for given PX , we can express from equation (8) wc in terms of w. Thus for given w, the input-output ratios aSj and aKj (( j = y, z) can be expressed in terms of the given level of w. Finally, solving equations (11) and (12) we can express Y and Z in terms of w. 

We can now rewrite equation (13) as follows 

aLX (w)X + aLY  Y(w) = L                                                                                                (13/)

Equation (13/) is the locus of w and X such that the unskilled labor market is in equilibrium. It can be shown to be positively sloped.
 

We consider another arbitrary level of w and express the aCX function on the LHS of equation (15) in terms of w. On the basis of this arbitrary w, we also express the function f(w, wc) on the RHS of equation (15) in terms of w only. We thus rewrite equation (15) as 

aCX (w) X = f(w).L                                                                                                          (15/)

Equation (15/) is the locus of w and X such that the child labor market is in equilibrium. One can easily check that it is negatively sloped.

Solving equations (13/) and (15/) we can determine the equilibrium levels of w and X. Once w is known, given PX, PY and PZ , from equations (9) and (10) we can determine equilibrium levels of WS and r and from equation (8) the equilibrium level of wc. Thus the input-output ratios are known. From equations (11) and (12) we can determine the equilibrium levels of Y and Z once the input-output ratios are known. Finally when w and wc are known from equation (14) we can determine the equilibrium level of C.

3.2 Non-Autarky Situation :International Capital Mobility 

We assume that total capital stock consists of both domestic capital and foreign capital (K= KD + KF). We also assume that autarky level r > r*, where r* is the given rate of return on capital in the international capital market .In this case we have foreign capital inflow to our small open economy. If the rate of return on capital is at the level 
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> r*, we find that there is some amount of foreign capital inflow compared to the autarky situation (where we have no foreign capital inflow). Finally, when the rate of return on capital falls to r*, so that r= r*, we have the equilibrium level of foreign capital inflow due to equilibrium in the international capital market.

We keep our basic model intact with the change that r = r*. We also assume that K = KD + KF  , where KD is exogenously given but KF is endogenous. When r= r* from our basic model we find that equation (10) gives us the equilibrium value of WS. Using the value of WS we can determine the value of w from equation (9), given r = r*. Hence equation (8) helps us to determine the value of wc . Once the factor prices are known the input-output ratios are also known. Determination of w and wc helps us to determine C from equation (14). As aCX is known, from equation (15) we can determine the value of X. Using the value of X we can determine Y from equation (13). Once the value of Y is known, equation (11) helps us to determine the value of Z. Finally, when Y and Z are known; from equation (12) we can determine KF endogenously (KD is given).

As r falls to r* we find from equation (10) that WS increases. However, from equation (8) we find that the effects on w and wc are indeterminate. From equation (10) we find
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where 
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Equation (16) implies that when 
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Using equation (16) from equations (8) and (9) we get
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When  
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 ( or ( or ( 0 according as ((KZ /(SZ) > ( ( ((KY /(SY) i.e according as the ‘fully skilled sector’ is more, equal or less capital-intensive (with respect to skilled labor) than the ‘partially skilled sector’.

Finally from equation (8) we find that 
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From equation (18) we find that 
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 > 0 we find from equation (14) that there is an increase in the supply of child labor.

Hence we find that a fall in r to r* causes a factor price effect. The fall in r is due to an inflow of KF and the increase in KF creates an endowment effect by raising total capital endowment. We thus find both the endowment effect and the factor price effect are in operation. We shall consider the endowment effect first and then we shall pass on to the factor price effect. To analyze our results suppose we assume that sector z is more capital-intensive than sector y 
. An increase in capital endowment causes a Rybczynski effect as a result of which Z increases and Y falls, given that sector z is more capital-intensive than sector y. A fall in Y implies an increase in X from equation (13). The endowment effect cannot affect the supply of child labor. However, as from the factor price effect we have already shown that, given sector z is more capital-intensive than sector y, there is an increase in the supply of child labor, we can show from equation (15) that the factor price effect causes aCX to fall and C to rise. Thus X must increase in equation (15) to restore balance. Thus both the endowment effect and the factor price effect cause X to rise if sector z is more capital-intensive than sector y. The following proposition is immediate.

Proposition 1: A shift from autarkic regime to a non-autarkic regime with international capital mobility causes the levels of both the informal sector output and the supply of child labor to increase (decrease) according as the formal ‘fully skilled sector’ is more (less) capital-intensive than the formal ‘partially skilled sector’. 

Proof: See the discussion above. QED

4. A Variant of the Basic Model

4.1 Autarky Situation

The model is almost similar to that of the earlier one (subsection 3.1). The only difference is that in the formal partially skilled sector (i.e. sector y) the unskilled wage rate is fixed at a level 
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, higher than the unskilled wage rate in the informal sector. Thus we have 
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> w. Inspite of the wage differential there is no open unemployment of unskilled labor as the unskilled workers cannot survive without jobs and the labor market always clears. We thus change only equation (9) of the basic model and retain all other equations. We rewrite equation (9) as 
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aLY + WS aSY + r aKY = PY
                                                                                                (19)

Here also we assume that unskilled labor of the formal partially skilled sector is used in fixed proportion (i.e. aLY is fixed) and is not a substitute of either skilled labor or capital.

From equations (19) and (10) we can determine WS and r. Equations (11) and (12) can be used to determine Y and Z. Again, from equations (8), (13) and (15) we can determine w, wc and X. Finally from equation (14) we can determine C. 

When w increases we find from equation (8) that, given PX, wc falls. It implies a fall in aLX . However, as aLY is fixed it remains unchanged due to an increase in w. It is also to be noted that as Y and Z are determined from equations  (11) and (12) they are independent of changes in w. It implies that (L ( aLY Y) remains unchanged due to a change in w. Hence from equation (13) we find that a reduction in aLX implies an increase in X. In other words, the locus of w and X maintaining equilibrium in the unskilled labor market is positively sloped. This is shown by LL locus in figure 2. 

Again, as an increase in w implies a reduction in wc, given PX, from equation (15) we find that such an increase in w along with a reduction in wc implies an increase in aCX and a reduction in f(.). Hence to restore balance in equation (15), X must decrease. In other words, the locus of w and X maintaining equilibrium in the child labor market is negatively sloped. This is shown by CC locus in figure 2.

[Figure 2 here]

4.2 Non-Autarky Situation :International Capital Mobility

This subsection is again similar to that of subsection 3.2. The only difference is that in the formal partially skilled sector (i.e. sector y) the unskilled wage rate is fixed at a level 
[image: image22.wmf]w

. We also assume here that autarky level r > r*, where r* is the given rate of return on capital in the international capital market. As capital become internationally mobile r falls to r* and we find that there are two possible consequences of this international capital mobility. These are summarized in the form of the following proposition.

Proposition 2: A shift from autarkic regime to a non-autarkic regime with international capital mobility, given that in the formal ‘partially skilled sector’ the unskilled wage rate is fixed above the competitive equilibrium level, there are two possible consequences: (i) only formal ‘partially skilled sector’ survives and the informal sector contracts or (ii) only formal ‘fully skilled sector’ survives and the informal sector expands. In the first case the supply of child labor falls while in the second case the supply of child labor increases.

Proof:  When r falls to r*, in both equations (19) and (10) WS increases. However, when WS increases more in equation (19) than in equation (10) we find that the formal ‘fully skilled sector’ (i.e. sector z) vanishes. It implies that in equation (11) the term aSZ Z vanishes and aSYY = S . Increase in WS and reduction in r implies that aSY falls and Y increases. It implies that aLY Y in equation (13) increases as a result of which aLX X falls. For given w (and hence for given wc) we find that aLX remains unchanged implying only a fall in X. Hence, the LL locus in figure 2 shifts to the left resulting in an increase in w (decrease in wc) and decrease in X. Increase in w and decrease in wc implies a reduction in the supply of child labor.

When the increase in WS is more in equation (10) than in equation (19) we find that the formal ‘partially skilled sector’ (i.e. sector y) vanishes. As Y gradually falls to zero, it implies, given aLY, a reduction in aLYY. Hence aLXX increases .For given w (and wc), it implies X increases. Thus when r falls to r* in this case we find that the LL locus in figure 2 shifts to the right resulting in a decrease in w (increase in wc) and increase in X. Decrease in w and increase in wc implies an increase in the supply of child labor.

                                                                                                                                      QED.

In the first case of the above discussion we find that as a result of an inflow of foreign capital the formal ‘fully skilled sector’ (i.e. sector z) cannot survive. Thus the formal ‘partially skilled sector’ (i.e. sector y) absorbs the entire foreign capital that flows to the economy. Again this sector absorbs the entire skilled labor force of the economy as the other skilled sector shuts down. As a result of this the output level of sector y increases. For given unit unskilled labor requirement of sector y, we find that unskilled employment in sector y increases creating a fall in employment of unskilled labor force in informal sector (i.e. sector x). At the initial equilibrium unskilled adult wage rate (and child wage rate) it implies unit unskilled labor requirement of the informal sector remains unchanged so that output of that sector falls. A contraction of the informal sector, for given unit requirement of child labor (at the initial wage rate) causes a fall in the demand for child labor so that child wage rate falls (and hence adult wage rate increases) to clear the child labor market. Finally we can say that a reduction in child wage rate and an increase in adult wage rate reduce the supply of child labor. 

Similarly in the second case of the above discussion we find that as a result of an inflow of foreign capital the formal ‘partially skilled sector’ (i.e. sector y) vanishes. Thus the entire foreign capital flows to the formal ‘fully skilled sector’. As the formal ‘partially skilled sector’ contracts and ultimately vanishes, its unskilled employment also falls and they are absorbed in the informal sector. It implies an increase in the level of unskilled employment in the informal sector. In this case our reasoning is exactly the opposite to that of the earlier case. We ultimately find that the informal sector expands along with a decrease in adult unskilled wage and an increase in child wage rate .It causes an increase in the supply of child labor in the economy.

5. Concluding Remarks

Informal sector acts as a reservoir of child labor in developing countries. Its expansion or contraction is related to an expansion or contraction of the supply of child labor. We build up a model to show that the impact of international capital mobility on informal sector output and child labor depends on relative factor intensities of the different types of skilled formal sectors of the economy. International capital flows in this structure may reduce incidence of child labor if it raises adult unskilled wage. That in turn depends on the production conditions in the fully skilled and partially skilled manufacturing sectors. We have also extended our basic model to show that the impact of international capital mobility on supply of child labor (and hence on the size of the informal sector) depends upon the type of the formal skilled sector that survives. In this case the outcome is quite drastic leading to the possible closure of either the fully skilled sector and consequent reduction in the supply of child labor or possible closure of the partially skilled sector and consequent increase in the supply of child labor.  

 The present model can easily be extended to analyze various issues related to wage inequality in developing economies. Apart from this one important implication of the model is that it shows that a change of regime from international capital immobility to perfect international capital mobility, under reasonable assumptions, leads to complete polarization in the economy. Either the fully skilled sector survives or the partially skilled sector survives as a result of such a regime change. Interestingly the informal sector expands in case of the former and contracts in case of the latter. This result is something new not only in the context of the literature on impact of international capital mobility on informal sector and child labor but also in the context of the literature on skilled-unskilled division of the economy.
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� See Chaudhuri and Dwibedi (2007) for details.


� It implies about 10% of the workforce is employed in the formal organized sectors. See Marjit, Kar and Acharyya(2007).


� In the form of foreign direct investment


� One can extend Basu-Van (1998) specification and can maximize U(C, lc)) = (C(S)  + (m( (C( S)( 1 ( lc), where (  is a parameter measuring the extent to which parents are altruistic,  subject to the same budget constraint The effort function in this case can be derived as lc = 0  if   wc (m+(1/(()) +S(1+(m) ( (, lc = 1  if wc(1/(()( m) +S(1+(m) ( ( and lc = [{ wC(m+(1/(()) +S(1+(m)( (}/2m wc], otherwise. Assuming wc  = wc(() we get the same results that we have derived in the text.


 


� One can consider traditional manufacturing sector as an example.


� It can imply the modern manufacturing sector or the service sector like the information technology (IT) sector.


� The informal sector, x, covers the agricultural sector. 


� This assumption appears reasonable if we assume that unskilled workers are used in fixed proportion in the early stage of the production process. The skilled workers along with capital do designing, packaging and other sophisticated technical parts of the production process. For example, in case of shoe-making industry the unskilled workers are associated with the tanning process whereas the skilled workers along with capital are involved in designing, labeling and marketing of shoes. The unskilled workers can be hired as a fixed proportion of the output to be produced. 


� It is to be noted that as w increases it implies wC falls. Here we have aLX(w)X= LX(w, X). Intuitively it can be argued that as aLY Y(w)=LY(w) and as aLY is fixed , unlike LX , the unskilled employment in sector y, LY, depends only on w. Hence an increase in w reduces LY. As total L is given, a reduction in LY implies increase in LX from equation (13/ ). Thus though aLX falls due to increase in w we must have an increase in X to absorb the additional unskilled labor force, LX. It implies that the locus of w and X maintaining unskilled labor market equilibrium is positively sloped.








� An increase in w raises aCX on the LHS of equation (15/). Again an increase in w reduces f(w) on the RHS of equation (15/). So to restore balance in equation (15/) X must fall. It implies that the locus of w and X is negatively sloped. 


� We shall get exactly opposite results if we assume that sector y is more capital-intensive than sector z.
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