India begins micro-finance and carbon trading 

Child labour is tackled by undercutting high-interest moneylenders while big industry embraces the carbon credit market. Randeep Ramesh and Sanjay Jha report
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Eradicating child labour is a noble cause, but how it can be reduced is hotly debated. At the turn of millennium in the carpet belt of northern India's Uttar Pradesh state, which supplies 80% of the country's textile furnishings, Swedish furniture makers Ikea decided on a two-pronged strategy. 

One part of Ikea's plan was to create enough school places for children by setting up primary schools in the area. The second was to replace the lost income that children provide for their families. 

The Swedish company required its subcontractors not to employ children. But this would not be enough, reasoned executives, without breaking the "vicious cycle of debt that forces parents to put their children to work". In this region of India, hand-loom owners have learned to lend money to women at usurious rates so that any failure to repay a debt will see children supplied as workers. 

Ikea had to get women to borrow at market rates rather than the traditional routes, encouraging them to get together so that loans were large. In the first six months of this year the company has lent almost half a million dollars to 21,000 poor women in the area. 

The scheme, which covers 75,000 children in 500 villages, has been a successful model of corporate social responsibility says Professor Dipankar Gupta, a leading Indian sociologist and author of Ethics Incorporated, a guide to improving corporate behaviour. 

Gupta, who was also a consultant on corporate social affairs with KPMG, says Ikea's plan was credible because it is based on commercial interests. 

"Indian companies tended to do philanthropy. This has little long-term impact. Ikea chose instead to base its scheme on its commercial interests and that means it will be sustainable," he says. 

Gupta points out it makes commercial sense for Ikea to tackle child labour because bad publicity harms business. He says Ikea's continuous monitoring of the scheme, leaving the United Nations children's agency Unicef to run the schools and micro-finance operations, has also helped to maintain performance. 

"In too many instances we have seen people pour money into good works but fail to monitor the outcomes. That's what Ikea's scheme is so effective." 

India's economic boom, which began in 1991, has been accompanied by a curious inversion: optimism abounds about the prospects of the private sector, but the country's public sector is falling apart. Government schools, hospitals and police forces are often unable to provide public services like education, health and order. 

"It is the reason we have so many NGOs and are seeing a rise in corporate social responsibility," says Gupta. "The government does not work and we need something to bridge the government deficits." 

Corporate India has moved to fill in the gaps. One example can be found in a clinic in north-west Delhi run by Apollo Tyres, one of the biggest tyre companies in India. Staffed with doctors and counsellors, it aims to offer free health care and advice to people with HIV. 

India has the largest population with HIV in the world and the occurrence of the disease is highest in those aged 18-49, the most productive section of the workforce. 

Apollo says it has set up four such centres and is in the process of expanding its network. Again the company has its own interest at the heart of the programme - as a large section of Apollo's workforce are truckers. 

"Our programme is focused on awareness and prevention of HIV/Aids within the entire trucking community due to their lifestyle and habits," says Kankana Das, a spokeswoman for Apollo Tyres. 

In terms of social responsibility, Indian companies need to graduate from domestic concerns such as education and health to global ones such as the environment. 

The first signs of this are now being seen. The Indian corporate sector has embraced the carbon credit market, which essentially allows a trade in greenhouse gases. 

This means that approved companies or government organisations in developed countries are given emissions-reduction targets. These can be met by cutting their own emissions, or by buying allowances from other certified companies, or by purchasing credits from developing countries. It is the last option that has attracted the attention of Indian firms. 

The scheme, designed under the Kyoto protocol, works because a company in India can propose a scheme that reduces carbon emissions, get it approved by national and UN bodies and then sell this "reduction" to foreign polluters. 

An example of how this works is the new technologies that Tata Steel introduced in its coke-quenching plant in Jamshedpur which will produce more than 1.7m carbon credits over the next decade. The Japanese government has already bought up Tata's entire reduction. 

"The cost of doing this kind of emission reduction is five times cheaper in India than the developed world," says Seema Arora, head of the Confederation of Indian Industry's Centre for Excellence and Sustainable Development. "The clean technologies already exist in the developed world and this scheme encourages the implementation of such technologies and gives benefits both here and abroad." 

In the first six months of the year, the Indian government approved 350 projects, likely to generate 250m credits - worth more than €4bn. 

India is one of the biggest polluters, expelling 5% of the world's carbon dioxide, just behind Japan. Unlike developed countries it has no binding emission reduction targets under Kyoto but knows that in the next stage of tackling climate change it will have to play a more proactive part. 

"Companies in India are only beginning to realise what this will mean," said Satyajeet Subramanian of the Energy and Resources Institute in Delhi. "A big problem is a lack of knowledge and India is investing heavily, but to be sustainable it needs to be the right investment. Ultimately India will adopt the clean technology; the question is at what cost?" 

Background:India: 

1.1 billion people live in India. 

The population grew by 1.4%, or 

15.4 million people, last year. 

About 60% of the workforce is in agriculture. 

In the past decade, the country's economy has grown by more than 7% a year. 

In that time poverty has been reduced by 10 percentage points. 

In 2002 a quarter of the population still lived below the poverty line. 

Carbon dioxide emissions rose by 57% between 1992 and 2002, according to the World Bank. 

68% of India's electricity is generated from coal. 

India is one of the world's biggest polluters, expelling 5% of the world's carbon dioxide, just behind Japan. 

· Randeep Ramesh is the Guardian's south Asia correspondent. Sanjay Jha is a Delhi reporter and researcher 
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