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	REPORT TO THE MINISTER OF LABOUR BY EMPLOYMENT CONDITIONS COMMISSION ON THE CONTRACT CLEANING SECTOR, SOUTH AFRICA




CHAPTER ONE

1. BACKGROUND

1.1
Introduction

The Employment Conditions Commission (ECC) has pleasure in presenting you with a report and recommendations on the Department’s investigation of the Contract Cleaning Sector, 2002

The amended Sectoral Determination No 1 presently regulates the Contract Cleaning Sector. Sectoral Determination No 1 came into effect in June 2002 came into effect on 1 June 2001. It prescribed wages for a one-year period, which expired on 30 May 2002.  The present sectoral determination will be applicable and wage increases will be implemented only on promulgation of a new sectoral determination.  

The sector has no national bargaining council, but has a regional bargaining council   in KwaZulu-Natal. Unions are not representative and this is one of the main barriers preventing the sector establishing a national bargaining council. However, there is a National Bargaining Forum consisting of the National Contract Cleaning Association (NCCA) and trade unions, which was formed in 1994. The NCCA has a membership of approximately 275 employers and trade unions represent approximately 22 000 employees. The South African Transport and Allied Workers Union (SATAWU) is the biggest employee representative within the National Bargaining Forum.  

The NCCA and unions negotiate wages annually and then forward their agreement to the Department of Labour as the basis for legislation. In 2002, due to protracted negotiations between parties in the National Bargaining Forum the wage agreement was signed only on 7 May 2002. This delay has impacted negatively on workers in the sector in that the new wage increases were not promulgated in time for 1 June 2002 implementation as originally planned.

Conditions of employment are prescribed in previous determinations, hence there was no need to reconsider or change them. The focus is therefore on wages.

ANNEXURE A. (Copy of the wage agreement signed between the NCCA and trade unions).

The wages negotiated in the Bargaining Forum are not unilaterally extended to the rest of the country.  As a result, hearings were conducted in all provinces except KwaZulu Natal from the 8th – 27th May 2002. 

1.2
Terms of Reference

The terms of reference as published in the Government Gazette No 22331 dated 23 May 2001 were as follows: 

“To review rates of remuneration for the Contract Cleaning Sector.”

Interested parties were given 30 days to make representations to the Employment Conditions Commission. There was no response to this request.  

ANNEXURE B   (Copy of the terms of reference published in the Government Gazette.)

1.3
Methodology

A three-phased project framework was developed:

Phase one

The aim of the first phase was to organize the administrative aspects of the investigation and identify areas of focus. Administrative aspects dealt with in this phase included:

· The publication of a notice in the government gazette as required by section 52(3) of the Basic Conditions of Employment Act, 1997.

· Preliminary consultation with role players to set up a working relationship to plan the process, identify visiting points, access information, and make logistical arrangements.

· Obtaining copies of the collective wage agreement that have been struck in the industry by the unions and the employers’ organisation. 

Phase Two

This involved a broader consultation process. Hearings were held in all provinces except KwaZulu Natal, where a Bargaining Council exists. 

Phase three

During this phase, the Employment Conditions Commission will consider the findings of the investigation and advise the Minister of Labour accordingly.

1.4
Structure of the report

Chapter 2 of this report outlines the current status of the Contract Cleaning Sector.  Chapter 3 discusses the findings and proposals of the investigation regarding key issues related to minimum wages. Chapter 4 refers to the criteria that the ECC has to consider. Chapter 5 contains the recommendations of the ECC.  
CHAPER TWO

2. STATE OF THE INDUSTRY

The main employer organisation in the industry is the National Contract Cleaning Association (NCCA), which previously represented 240 of approximately 326 employers, nationally. The NCCA represents companies, which employ in excess of 80% of all employees within the sector.
  The NCCA added another 35 members during 2001/2002.

The NCCA and unions active in the Sector formed a National Bargaining Forum in 1994 to negotiate and consult on wages, conditions of employment and other related matters.  This forum functions independently from the Bargaining Council, which was established in 1993, and covers the province of KwaZulu- Natal 

Ten trade unions were party to the wage agreement reached with the NCCA on rates of remuneration in 2002.  They were as follows:

· National Service and Allied Workers Union  (NASAWU)

· South African Workers Trade Union (SAWTU)

· South African Transport and Allied Workers Union (SATAWU)

· Steel Mining and Commercial Workers Union (STEMCWU)

· Commercial Workers Union of South Africa (CUSA)

· Workers Equally Support Union of South Africa (WESUSA)

· South African Allied and Commercial Workers Union (SAACAWU)

· United People’s Union of South Africa (UPUSA)

· Entertainment Catering Commercial and Allied Workers Union of South Africa (ECCAWUSA)

· Hotel, Liquor, Catering, Commercial and Allied Workers Union (HOTELICCA)

Approximately 65 000 to 75 000 employees are working in the sector. The Bargaining Council covers approximately 11 000 employees or 15% of all employees in the sector within the country. Union membership is fragmented and less than 30% of the workforce is organised.  

The sector is labour intensive and 80% of costs are related to wages, transport and consumables. Competition is based on fixed contract rates resulting in a very competitive sector where the cutting of costs of contracts, most often at the expense of wage rates, is a regular phenomenon. 

CHAPTER THREE

3.
DISCUSSION ON THE FINDINGS OF THE INVESTIGATION 

The key area of focus for the investigation was the negotiated wage increase between members of the National Bargaining Forum.

The agreement stipulates that employees will still be entitled to an across the board bonus of one week payable in December of each year. It indicates further that other secondary issues such as redeployment conditions, demarcation of areas, severance wages/lapsing of contract packages, etc will be revisited during the life of the agreement.  The present sectoral determination provides for the bonuses and severance pay and no employee will be disadvantaged by this part of the agreement.  It is therefore not necessary to consider it here.

3.1
Minimum Wages

The ECC had initially recommended a wage schedule which stretched over a two-year period during their deliberations on wage increases in 2001.  However, the Bargaining Forum was adamant that would rather be writers of their own fate and that they would endeavour to negotiate wages over a longer period during the 2001/2002 wage negotiations. 

The Bargaining Forum’s request was granted subject to a number of conditions, as follows:
· That the unions who participated in the collective bargaining process ratified the memorandum under discussion at the time on the understanding that the subsequent wage negotiation provide them with an opportunity to secure a more favourable wage agreement for 2002.  

· That the collective bargaining structures were well established and employees perceived agreements reached through these processes as credible.  

· That, although business representatives indicated that they would prefer a 24-month wage schedule, they would not oppose the union’s request for a shorter period.

· That both business and labour representatives were well aware that they should endeavor to set wages over a longer period (24 to 36 months) in the coming round. 

The recommendation by the Department under consideration at that point in time was a wage increase of between 7 to 9 percent or 46 cents across the board depending on the area plus a one-week bonus payable in December of the second year.  Employers and employees would contribute equally to the provident fund.  The contribution rate for employers and employees were set at 4% each.

The recommended wages for the second year (2002) were as follows:

Area A: R6,55 to R7,01 = 7%  


Area B: R5,72 to R6,18 = 8%

Area C: R5,25 to R5,71 = 9%

Proposed wages

In 2002, during the negotiations the NCCA and trade unions eventually agreed on a two-year wage progression, that is 8% increase and 6% increase for 2002 and 2003 respectively.  They agreed that there would be no change in the demarcation of areas, although the parties indicated that the areas would be revisited in 2003/2004.

According to the NCCA the agreement should be seen as a “package deal”, resulting from robust debate and threatened strike action.  This deal should therefore be regarded as an absolutely final position on the part of the parties.  The NCCA’s mandate was a 7% increase for both years.  However, employers agreed to an 8% / 6% split in order to avert a strike. The 8% / 6% split in fact results in a slightly lower wage for the second year than a 7% / 7% split would have given.

Employers were willing to give a higher increase in 2002 in order to raise the standard of living of their workers due to rising inflation. Workers also sacrificed part of their cash wage increase during the previous year as contribution towards the newly established provident fund.
The NCCA pointed out that the increase on the wage rate itself has an impact on the overall cost to the company.  They argued that if one takes the provident fund, UIF, Skills levy, bonus provision and actual increase in to account the cost to company is 9.1% in the first year and 6.82% in the second year. This adds up to a total increase in cost to company of 15.92% over the two years. See ANNEXURE C for the calculations behind their argument. The Commission does not agree with these calculations as it is invalid to include additional items in the new wage but exclude them from the old wage when calculating an increase if those items were relevant in both years.

Comments were made during the hearings and in the submission by the NCCA that the inflation rate during 2003 should average around the 6% mark, thus ensuring that the proposed increase of 6% would be in line, fair and sustainable. However, the Commission considers that this is highly unlikely and it is unrealistic to make such a projection. The recent salary agreements for government workers suggest that government itself does not assume such a low inflation rate.

Table 1 below constitutes the negotiated wages for the sector. 

TABLE 1 
Proposed wages for the workers in the contract cleaning sector as negotiated by the Bargaining Forum

	AREA A


	AREA B
	AREA C

	 Metropolitan Councils: City of Cape Town, Greater East Rand Metro, City of Johannesburg, Tshwane and Nelson Mandela.

Local Councils: Emfuleni, Merafong, Mogale City, Metsimaholo, Randfontein, Stellenbosch, Westonarea


	In the rest of Kwa-Zulu Natal excluding any area covered by a bargaining council
	In the rest of the RSA*

	8%

01/06/2002 to

31/05/2003

6%

01/06/2003  31/05/2004
	Rate per hour

R7, 07

(R1378.65 pm)

R7, 49

((R1460.55 pm)
	Same rates as prescribed by the bargaining council


	8%

01/06/2002 to

31/05/2003

6%

01/06/2003  31/05/2004
	Rate per hour

R5, 67

(R1105.65)

R6, 01

(1171.95)



In all the provinces many participants welcomed the proposed wage increases, but there were also concerns raised by certain stakeholders.   

Polokwane: The attendance register reflects that there were representatives from both employers and employees. There were also members from the local Department of Labour and surrounding labour centres. In total, approximately thirty people attended. There was concern regarding the monitoring of implementation of the wage agreement. Stakeholders were assured that the Department’s inspectorate would monitor through random, proactive and targeted inspections and blitzes from time to time. Self-monitoring among employees was also encouraged as this would guard against the exploitation of workers.  

Employers in this province have already negotiated wage increases of 7% for the year.  They welcomed the increases contained in the agreement as long as it does not exceed a total of 14% over the two years. Black entrepreneurs argued for a 12-month extension of the present wage rates to allow them to find their feet.  Employees expressed their disappointment in a 6% increase in 2003.  However, they did not indicate what percentage increase would satisfy them.

Northwest: Attendance was good with both unions and employees represented. However, only a few employers attended. Cosatu totally rejected the 2-year wage agreement and wanted to know why wages were not reviewed on a yearly basis. It was felt that workers are being disadvantaged because the 2-year wage progression would not take into account the level of inflation in 2003 and that 6% may be well below the inflation rate then. Further, Cosatu suggested that there should be a national monthly minimum wage of R1500 in the sector which should be performance linked.     

Port Elizabeth: Attendance was good with both employers and employees represented.  Employers were mostly NCCA affiliated.  The proposed wage increases were welcomed. However, both parties complained about the low levels of compliance.  

There was also a request that the increase should be backdated to 1 June 2001.

Free State: Attendance was good with both employers and employees represented.  Employers did not object to the proposal on the table, but argued strongly that small towns within the Free State such as Tweespruit will not be able to afford the proposed minimum, as they are not as economically viable as big cities such as Bloemfontein. They thus proposed that if an employer cannot afford to pay the prescribed minimum, they should be given the opportunity to apply for an exemption from the department.

Unions and employees rejected this view. They believed that wages should be uniform throughout the province, as the cost of living is the same. People in small areas pay the same price when buying bread and other essentials. 

Some participants questioned the wage calculations. It was explained that the negotiations were between the NCCA and unions and that the Department of Labour did not participate in the negotiations. Hearings are conducted to give role players an opportunity to oppose, agree or/and amend the proposals put forth. 

Some participants, especially employers’ representatives, said that information is not being communicated to them and they only learn during the hearing process of the department’s or government processes and/or proposals. Unions advised employers to encourage communication within their organizations and structures, as well as from their representatives at NEDLAC level.

The unions and employees are opposed to the fact that employers are given an opportunity to abuse the system by, making provision for exemption to wages. They argued that the proposed minimum wages are affordable. Their argument was based on the fact that a number of employers known to them are paying their employers more than what is currently proposed as a minimum wage. Officials of the department emphasized that the proposed minimum wages, are intended more specifically to protect those employers who are being paid below the minimum wage.

Unions stressed the fact that employers and employer organizations need to communicate with its members or constituency, in order to ensure that they are informed of the legislative changes that might affect them.

Employees felt that the clause on bonuses was unfair and discriminating to them as employees. They recommended that a bonus should be paid to an employee regardless of the period worked within the year. The exclusion of employees who have been retrenched, dismissed, etc, is not acceptable as all employees give their best to the employer and the company all the time. Employers were silent on this matter. 

Nelspruit: Attendance was very poor. There were 2 employers and one union representative from DOSAWU. This union is part of the forum but was not involved in wage negotiations, hence it is not listed on earlier pages. The low turnout occurred despite the fact that the provincial office had invited a broad spectrum of stakeholders. Both labour and employers agreed that the proposed wage increase of around 14% over 2 years is acceptable. However, there was concern raised from the union that 6% for 2003 will be well below the inflation rate and that this amount should be raised. There was no suggested figure. However, it does not mean that the ECC do not have to consider the point.

Kimberley: The hearing was well attended by both employer and employee representatives. It was stated that both unions and employer parties agree with the proposed wages and that they have signed the agreement and both parties will adhere to the mandate from their constituencies. 

Western Cape: NCCA members as well as representatives of the trade unions that participated in the recent wage negotiations constituted the majority of participants at the meeting.  They reaffirmed their positions as contained in the wage agreement. 
Employers complained about the Department of Labour’s inability to enforce the sectoral determination. It was decided to establish a provincially based illegal practices committee consisting of employer, employee and departmental representatives.

Gauteng North and South:  Attendance was impressive with strong worker representation.  

The main concern raised by workers was that the determination would not meet the June 1st date of promulgation. An explanation was given that this was as a result of the protracted wage negotiations and that it was beyond the control of the Department of Labour. It was further explained that promulgation could not be backdated as some workers were requesting that this should be done. The reason being that legislation becomes effective only on the date of promulgation. It does not apply in retrospect. 

Emphasis was also put on the fact that a report on the findings of the investigations had to be submitted to the ECC at their June meeting. If the ECC concurs with the findings then they would present a report to the Minister of Labour for his approval. It was also reiterated that the Department had been trying to encourage members of the Bargaining Forum to get a settlement in time but this did not happen and consequently public hearings could only commence in May 2002.

The chairperson of the NCCA, Mr. Paul Roux indicated that it has always been accepted policy that increases are effective from the date stipulated in the Government Gazette. He further explained the NCCA’s argument that the actual percentage of increase is not only 14% over a period of 2 years but effectively 15.4% taking into account provisions of the Provident Fund, which, seen in the light of the existing inflation rate is a reasonably good increase. As noted above, the Commission does not accept these calculations. The NCCA would like to see that all employers comply with the legislation.

3.2
Conclusion and recommendation

It is evident that the various parties (Bargaining Forum) had a clear mandate to agree to substantive terms of conditions of employment and wage increases.  During the consultation process many participants were not necessarily opposed to the levels contained in the agreement although the second year increase of 6% caused some debate. Concerns were also expressed around enforcement and compliance matters.   

TABLE 2 compares the wage levels agreed by the Bargaining Forum with those proposed by the Department of Labour in 2001 when they were proposing a two-year determination.

TABLE 2
Comparison between wage levels recommended for 2002 by the Department of Labour in 2001 and the subsequent agreement reach by the bargaining forum on wage levels for the same period 

	Wage rates as recommended by the Department of Labour for 2002 after an investigation conducted in 2001.



	
	AREA A
	AREA B
	AREA C

	Proposed wages for 2002 of DoL
	R7.00
	R6.18
	R5.70

	Wages negotiated by the Bargaining Forum for 2002 and 2003



	
	AREA A
	AREA B
	AREA C

	Proposed wages as agreed to by the BF for 2002
	R7,07
	
	R5.67

	Proposed wages as agreed to by the BF for 2003
	R7,49
	
	R6.01


Table 2 shows that there is a small difference between what the Department of Labour had proposed in 2001 and what the Bargaining Forum subsequently agreed upon. Workers in Area A will earn 7 cents per hour more and workers in Area C 3 cents less than proposed by the Department in 2001.  The Forum secured a more favourable rate for Area A. Workers in Area B will earn a slightly lower rate.  In general workers will not be in a less favourable position since the deviation is relatively small. Nonetheless one should keep in mind that those employees who earn a lower wage are being disadvantaged and the inflation rate has been higher than expected.

The ECC is of the view that since this was a package deal negotiated over a two year period employees will have the benefit of a 14% increase over the next two years. It compares well with increases provided for in determinations for other sectors such as clothing and knitting (6,2%) and civil engineering (6% + 2% should CPI exceed a certain percentage).  This particular sector is also one of the few sectors that have managed to constantly give increases equal to or higher than the inflation rate over the last three years.  The sector uses the Consumer Price Index as a benchmark in their wage negotiations since their clients are applying the same principles.   

Collective bargaining is mature and parties are in a good position to negotiate wages and other conditions of employment.  In fact during this round of negotiations the unions exercised their rights to strike in terms of the Labour Relations Act, 1995. Emanating from that process the Forum concluded the present agreement presented to the Department. 

In light of the discussion above it is recommended that the wage increase as contained in the agreement be adopted in respect of the first year and that the wage increase for the second year be revisited.

CHAPTER FOUR

4.
EVALUATION IN TERMS OF THE EMPLOYMENT CONDITIONS COMMISSION CRITERIA


4.1
Ability of Employers to Carry Out Their Business Successfully

The bargaining council in KwaZulu-Natal has been in existence for quite a number of years and a National Bargaining Forum has been negotiating wages and conditions of employment since 1994.  Parties to collective bargaining claim that the negotiation process has reached quite a mature state and that they are in a good position to comment on affordability and payability of wages.  

However, due to the lack of statistical information, there is no clear consensus on the sector’s economic performance except to say that the highest wages are prescribed in the metropolitan areas of Cape Town, Johannesburg, Pretoria, East Rand and other bigger local councils, which includes cities and towns such as Port Elizabeth, Krugersdorp, Randfontein, etc.  These councils represent mainly urbanized areas.  In terms of economic performances and other developments within the areas mentioned one can conclude that employers would be in a good position to pay the recommended wage rates.  Increased outsourcing over recent years, especially in non-core areas such as cleaning and security would also have benefited the industry. Thus this sector, together with security, are among the few that have been experiencing favourable conditions at a time when much of the economy is experiencing setbacks and retrenchments. Also, the growth in membership of the NCCA could indicate favourable conditions.

The only issue that could impact negatively on the employer’s ability to pay is the fact that they are still absorbing the effects of the Provident Fund. Workers are also affected since they are also contributing towards the fund.
4.2
The Operation of Small, Medium or Micro-Enterprises, and New Enterprises

The exclusion of new and small business from paying minimum wages is not recommended. In this particular sector competition is particularly severe and exclusion of any group of employers would give them an unfair advantage.

Concerns have been raised around a number of large clients of the NCCA that have resorted to Labour Brokers and In-House cleaning, in order to escape the wage rates stipulated in the Sectoral Determination. Polokwane was among the areas where this trend was reported. Emerging black employers complained that they have to compete against low rates being paid to in-house staff. Employees employed in such a capacity earn between R20 and R30 per day. The existence of this phenomenon must be balanced against other evidence which points to companies outsourcing cleaning to contract cleaners to avoid paying wages negotiated by their in-house unions.

Undercutting contracts at the expense of wages is still evident.  Smaller companies are not well organised and are ill informed in terms of wage regulating measures that apply to the Sector.  The NCCA has therefore organized a workshop for emerging contract cleaners (members as well as non members) on how to cost services for tendering purposes.

4.3
Cost of Living And Alleviation Of Poverty 

Poverty is measured in terms of basic consumption needs or the income required satisfying them.  Poverty lines have been determined that reflect the monetary value of consumption with the purpose to differentiate between the poor and the non-poor.  

These poverty datum lines are useful guidelines in assessing the absolute minimum income an individual of family could survive on.  The Minimum Living Level and Supplemented Living Levels (Bureau of Market Research, Unisa) for an average low-income family was R354.43 and R465.99 per week, respectively.  Wages for individual employees in the contract cleaning sector will vary between R1 105.65 and R1 378.65 per month during the first 12 months and R1 171.00 and R1 460.55, thereafter.
 
Employee organisations argue that wage levels should be at a living wage level, and that this stage has not yet been reached. Many, in fact, argue that even the MLL and HSL do not constitute living wages. However, much has been achieved with the recent agreement reached on wage increases in the sector.  In this regard the sector has managed to secure wage an increase close to the present inflation rate average for 2002. The second year rate is linked to the Reserve Bank’s CPI targets of 3% to 7%. The sector has also seen an introduction of a provident fund, which improves employee’s access to social security.

Although the duration of contracts is normally one-year, contracts are seldom lost due to poor service. Instead, clients often source contracts according to price. Wage increases and other labour costs are recovered from the clients. If the labour cost becomes too high contractors might not be able to recover it.  This impacts on the employer’s ability to carry on with his or her business successfully.

4.4 Effect On Employment Levels

The Services SETA estimates the number of employees in the sector to be between 65 000 and 75 000 in 2002. In 1999 the estimated figure was 55 000. There has thus been significant growth in this sector over a short period. Further, employers who participated in the hearings are optimistic about the future employment growth on condition that wage increases are closely managed.  

As already mentioned contracts are negotiated on a yearly basis. Prescribing minimum wages that stretch over a 24 months period would give more surety to the extent that clients and providers will be able to plan for a longer period.

CHAPTER FIVE

5.
RECOMMENDATION

The following is recommended regarding wages:

5.1
Wages

The findings of the investigation into the sector revealed that employers and many workers find the proposed wages of 14% over the two years acceptable although the 8%/6% split was questioned. However, a closer analyses of the agreement reached by the bargaining forum reveals that:

· The agreed 8%/6% split are disadvantaging workers even though they think they are not. The 8% increase in 2002 with a subsequent increase of 6% in 2003 results in a smaller wage in the second year than would a 14% increase split equally for both 2002 and 2003. For instance if we take R100 as a staring wage, the 8% and subsequent 6% would give R114.48 while the 7% twice would give R115.56.

· The calculation shown in  Annexure C regarding the cost to company is invalid. Employers are already paying a skills levy, bonus, etc. It will be incorrect to calculate the increase including these as a percentage increase on the previous wage excluding these. The increase remains at exactly the same as it is for the basic wage.

Furthermore, it is highly unlikely that the inflation targets of 3% to 6% will be met in 2003. Therefore, the following increases are recommended as reflected in table 3 below:

First year:
8% 

Second year:
7%  

TABLE 3 
Wages for all employees in the contract cleaning sector 

	AREA A


	AREA B
	AREA C

	 Metropolitan Councils: City of Cape Town, Greater East Rand Metro, City of Johannesburg, Tshwane and Nelson Mandela.

Local Councils: Emfuleni, Merafong, Mogale City, Metsimaholo, Randfontein, Stellenbosch, Westonarea


	In the rest of Kwa-Zulu Natal excluding any area covered by a bargaining council
	In the rest of the RSA*

	Period
	Rate per hour
	Rate per hour


	Period
	Rate per hour



	01/09/2002 to

31/08/2003


	R7, 07


	Same rates as prescribed by the bargaining council
	01/09/2002 to

31/08/2003


	R5, 67



	01/09/2003  31/08/2004


	R7, 56


	Same rates as prescribed by the bargaining council
	01/09/2003  31/08/2004
	R6, 06




SIGNATURE OF THE EMPLOYMENT CONDITIONS COMMISSION

__________________


____________________



PROF E KALULA


D BUDLENDER

CHAIR PERSON


MEMBER

DATE:




DATE:

__________________


____________________

DR. Z RUSTOMJEE


B NTSHALINTSHALI



MEMBER



MEMBER

DATE:




DATE:

__________________

B LETSOELA

MEMBER

DATE:

� NCCA submission to the Employment Conditions Commission dated 9 April 2001


� LRS Bargaining Indicator 2001 (from Institute for Planning Research, UPE)





