REPORT OF THE EMPLOYMENT CONDITIONS COMMISSION TO THE MINISTER OF LABOUR 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 in respect of the sectoral determination for the Contract Cleaning Sector for 2004/05.

The amended Sectoral Determination No.1 presently regulates wages in the Contract Cleaning Sector. The amendment became effective on 1st September 2002. The current Sectoral Determination published in 2002 prescribes wages for the period ending 31st August 2004.  ANNEXURE A 

The sector, although partly organized, has no national bargaining council. It has a bargaining council only in KwaZulu-Natal. In the Western Cape Province stakeholders have already started the process of establishing a bargaining council for the sector. Their application was, however, referred back by the Department in June 2004 seeking additional information. However, there is a National Bargaining Forum established in 1994, consisting of the National Contract Cleaning Association (NCCA) on one side and trade unions on the other.  

The NCCA represents in excess of 120 companies and the trade unions represent approximately 25 thousand employees outside the scope of the bargaining council. The Southern African Transport & 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 an input into the making of a sectoral determination. In May 2002, the NCCA and the unions reached an agreement on the wage increments for the period 2002 to 2004. However the ECC was so unhappy with the position reached by the bargaining forum that it disregarded some of its recommendations because they seemed to so severely disadvantage workers.

In March 2004, the parties to the bargaining forum started with the negotiations around wages. No agreement has as yet been reached by the parties to the bargaining forum. 

The Department of Labour started with its own investigation and public hearings were conducted in July 2004 in the following provinces: Western Cape; Eastern Cape (Port Elizabeth and East London); Northern Cape; Limpopo; Free State; and Gauteng. These venues were selected since the majority of companies in the sector are situated in these areas.

1.2 Terms of Reference 

The terms of reference for this investigation as published in the Government Gazette No: 26478 notice No. R.741, dated 25 June 2004 were as follows:

“To revise the rates of remuneration and the conditions of employment in the Contract Cleaning Sector, South Africa.”

Interested parties were given 30 days to make written representations to the Employment Conditions Commission.


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.

Phase Two

This involved a broader consultation process. Due to the time factor, the hearings were held only in six provinces. The hearings were held in areas where cleaning contract services are concentrated, namely Cape Town; East London; Port Elizabeth; Kimberly; Bloemfontein; Polokwane; and Johannesburg. KwaZulu-Natal was not considered for this process since it has a bargaining council. In most provinces, most of the employees who attended the public hearings were those covered by the unions engaged in the bargaining forum with the NCCA. However, in Limpopo the majority of employees were not members of any of the unions. In all provinces, all of the employers who attended the public hearings were affiliated to the NCCA. Provincial offices of the Department indicated that due to the short notice given to them about the public hearings, it was easier to access the organized employers and employees than to access those who were not organised.

Phase three

During this phase, the Employment Conditions Commission considered the findings of the departmental investigation in order to advise you, as Minister of Labour.

1.4 Structure of the report

The report consist of 5 chapters which are as follows:

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 relating to minimum wages. Chapter 4 refers to the criteria that the ECC has to consider. Chapter 5 contains the recommendations of the ECC.




CHAPTER TWO

2. STATE OF THE INDUSTRY

The main employer role player in the industry is the National Contract Cleaning Association (NCCA), which represents 120 employers nationally
. The NCCA claims to represent companies, which employ in excess of 82% of all employees within the sector.

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 which covers the province of KwaZulu-Natal.

There are a number of unions that are active in the area. Seventeen unions were engaged in the negotiations with the NCCA on the wage increases for 2004. They are:

· National Service and Allied Workers Union (NASAWU)

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

· South African Transport and Allied Workers Union (SATAWU)

· Steel, Mining and Commercial Workers Union (STEMCWU)

· Commercial Workers Union of South Africa (CUSA)

· South African Allied and Commercial Workers Union (SAACOWU)

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

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

· Professional Transport Workers Union (PTWU)

· Tirisano Workers Union (TWU)

· Food, Cleaning and Security Workers Union (FOCSWU)

· South African Cleaning, Security and Allied Workers Union (SACSAWU)

· South African National Security Officers Forum (SANSOF)

· Municipal, Education, State, Health and Allied Workers Union (MESHAWU)

· Care Centre, Catering, Retail & Allied Workers Union of South Africa (CCRAWUSA)

· National Union of Hotel, Restaurant, Catering, Commercial, Health, and Allied Workers. (NUHRCCHAW)

· Independent Commercial, Hospitality and Allied Workers Union (ICHAWU)

The fragmentation of representation in the sector amongst employee organisations as opposed to the single employer organisation in the sector inevitably leads to the relative weakening of the bargaining ability of workers.

Approximately 65 000 employees are working in the sector. According to the NCCA, the bargaining council in KwaZulu-Natal covers approximately 10 000 employees or 15% of all employees in the sector within the country. This leaves the unions representing almost 45% of workers, in the region of 25 000 workers, outside of the scope of the bargaining council, in the sector.

The sector is labour intensive. At least 80% of costs are related to wages, transport and consumables such as chemicals. The industry is fundamentally driven by contracts that are awarded on a fixed contracting rate as agreed to by the client and the contract cleaning company. Competition in the sector is based on the contracting process and results in a very competitive sector where contract cutting, most often at the expense of wage rates, is a regular phenomenon.





    CHAPTER THREE

3.
DISCUSSSION ON THE FINDINGS OF THE INVESTIGATION

The key area of focus for the investigation in line with the terms of reference was to review the wages for the Contract Cleaning sector. Although the scope of the terms of reference included a review of conditions of employment, the general consensus that emerged during the hearings was that that the conditions of employment such as, for example, hours of work, leave provisions and other conditions do not need review. Therefore the thrust of the investigation focused on wages.

The current sectoral determination provides for wages, and the last increase had been in force for twelve months at the end of August 2004. The current wages being paid in the sector are as follows: 

· Area A wages are R7,56 per hour; from this the 4% contribution of employees to the provident fund is to be deducted. 

· Area B wages as contained in the current bargaining council agreement are R7,45 per hour, for the magisterial districts of Durban, Pinetown, Inanda and Chatsworth. For the rest of KwaZulu-Natal, wages are R6,37 per hour.  

· Area C wages are R6,06 per hour.

The demarcation in the contract cleaning sector resulted from the agreement which parties agreed to two years ago, that Area A will consist of the Metropolitan and Local Councils where most of the sector’s activities take place and where the contract cleaning companies are able to negotiate contracts at higher prices. The areas where most of the cleaning services are not as active were categorized under Area C.

3.1. Minimum Wages

(a)
Duration of the proposed Sectoral Determination

The current sectoral determination provides for a legislative increase in wages for two consecutive periods, namely 1 of September 2002 to 31 August 2003 and from 1 September 2003 to 31 August 2004. It must be noted that during the last investigation, unions raised concerns around the legislation of increases rather than setting of wages for a year at a time. The concerns voiced at that stage related to:

· The effect that the legislation of these increases would have on their organizing ability; and

· The possibility that the wages prescribed for these periods would not be adjusted if the cost of living increased beyond the projections that informed the increases. 

During the public hearings stakeholders indicated the following regarding the duration of the proposed determination:

Views of the employers

The employers represented by the NCCA indicated that a two-year determination would be beneficial to both the employers and the employees because of the following:

· The whole industry is dependant on the increases, which can be obtained from its diverse range of clients. 

· These clients are subject to an enormous array of economic pressures, which means that forward planning is essential in their attempts to scientifically manage the procurement of outsourced cleaning services.

· A two-year determination with actual wage amounts would be of great assistance in the budgeting procedures for all the stakeholders within the sector.

· The process of setting new wages is protracted and costly to the parties at the bargaining forum and also to the Department of Labour.

· A period longer than two years might be useful. However, taking into consideration the state of the economy, it would be advisable to set wages for a two year period.

Views of the Unions

At the different hearings the unions elected to speak with one voice and therefore the view that is reflected here represents the view of virtually all the unions that attended these hearings. The seventeen unions shared the view that the increases reflected in the determination should not be for more than two years for the following reasons:

· If wages were set for longer than two years, it would prejudice workers because the base wage is very low and because there is no job security for workers. 

· A two-year determination will allow the Minister to consider the implementation of a national minimum wage. The unions pointed out that after the Minister has considered a single national minimum wage for the sector, the unions will consider a proposal to set wages for a period of three years or more. 

Views of the Department 

The Department initially felt that wages should be set for a three-year period. This proposal took into consideration the following:

· The process for setting minimum wages is cumbersome; and 

· There is significant cost involved in an investigation, yet there is no simpler, or cheaper, effective methodology.

The Department’s view has been moderated by the views emerging from the role-players as well as the fact that the sector is consciously moving towards the establishment of a national bargaining council. The Department therefore supports the consensus view that wages should be set for a two-year period. 

ECC recommendation

The ECC is mindful of the need for the degree of certainty that a determination with a two- or three-year wage schedule will provide. However, this needs to be tempered against the needs expressed by the unions.  The ECC is therefore of the view that wages should be set for two years. 

(b)
Provident Fund increment

Currently the contribution to the Provident fund is set at 4% by the employee and 4% by the employer. The stakeholders made the following inputs.

Views of the employers

The NCCA on behalf of the employers proposed out that 1% of their proposed wage increase of 6% should be allocated to the Provident Fund since there is a deficit in the Fund. This will mean an increase on the monthly contributions from 4% to 5% for employers as well as a 1% increase for employees to equal the contribution of 5% of employers. 

Views of the Unions

The Unions proposed that in the first year, monthly contributions to the Provident Fund be increased from 4% to 5% for both the employer and the employee. They further proposed that in the subsequent years, employers should increase their contributions by a further 0.5% while there should be no further increase in the employee’s contribution. 

Views of the Department

The Department met with the representatives of the Negotiated Benefits Consultants (Pty) Ltd (NBC) who are the administrators of the Contract Cleaning National Provident Fund. The administrators indicated that a decision taken by the board of trustees on the basis of the actuarial report and in discussion with the Financial Services Board (FSB) will address some of the structural concerns that gave rise to the deficit that the fund is currently experiencing.

Because of the nature of the sector, where workers move in and out of employment, as well as the effect of HIV and Aids on the workers in the sector, the fund is currently experiencing a payout rate that exceeds the contribution rate to the fund. Although the fund has established a critical mass of membership, the contribution rate to the fund cannot sustain the huge payout that the fund is currently making. The FSB has concluded that the investment regime exercised by the board of managers is sound and that there are no inconsistencies in relation to how the fund is managed. 

The minimum increase in the contribution rate of employers and employers supported by both parties is part of the rescue plan that was worked out with the FSB and will address this structural problem that the fund is experiencing. 

Nevertheless, it needs to be pointed out that some of the problems that the fund is experiencing are also as a result of non-compliance on the part of some employers who are in arrears with their payments, as well as of the fund paying benefits to beneficiaries whose employers did not contribute. 

The Department is of the view that the monthly contributions from both the employer and the employee should be increased from 4% to 5% for the duration of the proposed sectoral determination.

ECC Recommendation

Taking the evidence of employers and employees into consideration, and mindful that the Financial Service Board has made similar recommendations, the ECC is of the view that the contribution rate to the provident should be increased by 1% for both parties in the first year and not be further increased for the second year. The ECC is also of the view that the provident fund should be closely monitored so that it does not collapse and leave workers vulnerable.  The ECC therefore proposes that the Department make a deliberate effort to ensure compliance and recommends that focused inspection blitzes be conducted for the provident fund. 

(c)
Wages

Views of the employers
During the public hearings the NCCA proposed a wage increment of 6% in total wage-related costs for all the areas covered by the sectoral determination.  The 6% is made up as follows: 5% increase on wages and 1% increase to the contribution towards the provident fund. For the first year, which runs from 1st October 2004 to 30th September 2005, the minimum wage for Area A, including provident fund contribution, would increase from R7,56 per hour to R7,94 per hour.

From 1st October 2004 to 30th September 2005, which is the second year, employers proposed a further increment of 6%. The 6% for the second year will all go to wages. This therefore means that for the second year Area A employees will receive a minimum of R8, 41 per hour instead of R7,94. In Area C there will be a shift from R6,36 per hour to R6,74 per hour.

Motivation of the employers

Employers argued that an above inflationary increase would result in many clients opting for ‘in-house’ cleaning which would be cheaper because there is no regulated wage for these employees and also no provident fund.  They indicated that this scenario would not only result in job losses, but also the exploitation of the ‘in-house’ cleaners.

According to the NCCA, the wage rates proposed are comparable with other sectors. In this respect, they mentioned the security sector; domestic sector; retail and wholesale sector; petrol attendants; and the catering sector.

They further submitted that the average increase for the last 4 years has been 1,1% above inflation. They stated that this has not been accompanied by an increase in productivity and is therefore unsustainable.

Employers indicated that a critical factor to be considered, apart from sound economic practice, in arriving at the proposed 6% increase, is the wage agreement which was reached in the KwaZulu-Natal bargaining council. This agreement was arrived at with the same unions after a three-month strike, which was the longest strike in the history of the industry. The agreement resulted in a 6% increase. They argued that it would be better to arrive at a 6% increase in the absence of a strike. However, they said that any increase above 6% would undermine the principle of self-regulation and would lead to a re-think with respect to the role of employers in the bargaining forum as well as the bargaining council. 

The employers also said that a two-year determination pegged at 6% (5% wages and 1% Provident Fund) in the first year for Areas A and C and 6% in the second year for Areas A and C will provide an above inflation (CPI) wage increase without compromising either the bargaining council agreement in KwaZulu-Natal or the creation of small, medium and micro-enterprises (SMME’s) and employment. 

In defence of retaining the two-tier wage system, the NCCA submitted that rural areas are more difficult to police in terms of minimum wages and there are a large number of unemployed persons who are willing to work for low wages as “in-house” cleaners. They further indicated that wages for rural areas are possibly more “price-sensitive” than wages in urban areas due to the client’s ability to source alternative labour rather than a complete cleaning service. Therefore employers argued that if rural wages are set at a higher level, it might have a negative impact especially in small towns where the Department cannot enforce the sectoral determination effectively.

Views of the Unions

All the Unions and employees who participated during the public hearings proposed a wage increase of 9% in the first year for large towns and cities, which in terms of the sectoral determination refers to Area A. This proposal includes an increase of 1% to the contribution rate to the provident fund. This means that the wage for Area A should shift from R7,56 per hour to R8,16 per hour. 

For Area C, the unions proposed a 10% increment for the first year so as to narrow the gap between the two areas. This means that Area C wages would increase from R6,06 per hour to R6,54 per hour.

The unions proposed that the increases for the second year should be equal to inflation plus an additional 3% for both Area A and Area C.

In Limpopo province, where most of the employees who attended the hearing were not members of the unions, workers supported proposals raised by those employees covered by the unions, except on the proposed wages where they proposed that the new wage be pegged at between R8,00 per hour and R12,00 per hour.

The employees in Limpopo indicated different amounts because of their respective areas of residence. They also proposed that the provident fund percentage should not be increased since they want money today not after a few years

Motivation of the Unions

The Unions believe that the employers will be able to continue operating successfully with the proposed wages because the sector is growing. In particular, it has now extended its operations to areas such as hospitals, private clinics, old age homes, and the mining industry.

The unions also believe that the employees in this sector are earning below the poverty datum line, and even less than the employees employed by the dry cleaning industry.  

The unions pointed out that huge wage differentials remain in the sector whereby employees in the metropolitan areas earn significantly more than their counterparts in the rural areas. The felt that the employees in the rural areas spend more money on travel to and from work but still earn lower than urban area employees who are staying near their place of work. They noted that the gap would be narrowed if wages as proposed by labour were implemented.

Views of the Department

Contract cleaning sector is a labour-intensive sector creating much needed employment. The wages in the sector are relatively low and the majority of employees working in the sector are women who have to provide for and look after their families. In South Africa, more children live with their mother alone than live with both parents, leaving many women carrying the burden of both income-earning and care. Noting the current levels of wages that are being paid in the sector as well as the dependence of the sector on receiving tenders from external clients, the Department is of the view that in order to combat:

· the possible disemployment effects

· the possibility that clients will move cleaning in-house where wages are not necessarily regulated or where low wages are being paid, and
· Increased risk of companies undercutting on labour costs in order to get contracts
The increase for the sector should be pegged at 6.5% for the first year and 6,5% for the second year in both Area A and C. The 6.5% proposed for the first year is intended to provide some compensation for the fact that the determination will be coming into effect more than twelve months after the last increase. Aside from this adjustment, the proposed increase is in line with the average increase that was given in other sectors during the recent bargaining season. The government position of a 5.5% increase as well as the level of CPI at 4.5% provides a guideline in this regard, although the government offer is currently being contested.

The proposed wages and the provident fund will be as follows: Area A wages will shift from R7,56 to R8,05 per hour and Area C wages will move from R6,06 to R6,45 per hour during the first year. Wages after deduction of provident fund contributions would increase by 5.5% as one percent of the increase would go to the provident fund.

During the second year wages will increase from R8,05 to R8,57 per hour for Area A; and from R6,45 to R6,86 per hour for Area C. During the second year the full 6,5% will be reflected in pay after deduction of provident fund contributions since the provident fund contribution rate will stay the same.

The department further proposes that, taking into account that the process is being completed late, after 31st August 2004, which is the last day for the current wages, the new proposed wages should be implemented with effect from the first day after publication of the amendments.

The following table illustrates the proposal of the Department.

	      AREA A
	AREA B
	          AREA C

	Metropolitan Councils:

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

Local Council:

Emfuleni, Merafong, Mogale City, Metsimaholo, Randfontein, Stellenbosch, Westonaria
	In KwaZulu-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

	First twelve months
	R8,05
	Same rates as prescribed by the bargaining council
	First twelve months
	R6,45

	Second twelve months
	R8,57
	Same rates as prescribed by the bargaining council
	Second twelve months
	R6,87


ECC Recommendations 

Taking the views of the different stakeholders into consideration as well as the proposals and recommendations made by the Department, the ECC recommends that the wage increases for the contract cleaning sector for the first year be pegged at 7% for both areas and 6.5% for the second year.  This 7% should include the extra 1% for the provident fund during the first year and during the second year the total increase of 6.5% will be to wages after deduction of provident fund contributions. The ECC also recommends that the percentage increase for Area A and Area C be the same. 

3.2
Other related issues raised by the stakeholders

Other issues raised by the sector were as follows:

Hours

Views of the Unions 

Unions proposed that the sectoral determination should guarantee workers a minimum of 20 hours per week instead of 4 hours a day as provided in the determination. At present with respect to ordinary working hours, the sectoral determination only sets maximum permissible ordinary hours. 

Views of the employers

Employers opposed the suggestion that the sectoral determination guarantee weekly minimum hours. They argued that this was not the domain of the sectoral determination. They are of the view that the current sectoral determination, which provides a daily minimum of at least four hours, makes adequate provision for the concerns of the unions. They argued that if a weekly minimum were guaranteed in the sectoral determination, it would seriously undermine the ability of the sector to meet the variable demands of the clients.

Employers indicated that the industry has extremely low barriers to entry, which means that it is intensely competitive. They said that excessive rigidity in wages and conditions of employment would lead to widespread contravention of the determination, increasing mechanization and a possible reduction in frequency/standards of cleaning required.

View of the Department

The Department is of the view that the proposal made by unions adequately covered by the current sectoral determination in that workers are guaranteed payment for a minimum of 4 hours per day. This clause protects those employees who might be required to work for less than four hours by ensuring that even if they work for less than four hours per day, they receive a wage for four hours. Due to the nature of the sector, where the working hours are dictated by the contract with the client, the proposal by the unions is not supported since it suggests that if the company and the client have signed a contract to render the service once a week, the company will be obliged to pay the employee for twenty hours even if that employee only worked for eight or less hours during that day. Therefore there is no need to make a special provision in this regard. This is a matter, which the parties could resolve through a bargaining process.

Recommendation of the ECC

The ECC recommends that the current status as provided for in the sectoral determination be maintained for the first period of twelve months whilst the department is conducting further investigation into this matter. It is only after the ECC has the information relating to this matter that amendments can be proposed.  

Bonus

The current sectoral determination provide for one week’s wage as the bonus after a period of twelve consecutive months of employment.

Views of the employees

The employees submitted that a bonus of three weeks’ wages should be paid in the first year and a bonus equal to a monthly salary should be paid in the second year.

Views of the employers

Employers are of the view that if the bonus is increased to the levels that the unions are proposing, this will increase the cost of employment by at least a further 2%. This would be unsustainable in the current economic climate that the sector faces. Employers said that this issue was not raised during the negotiating process. They thus regard this proposal as an instance where unions want to get as much as possible without negotiating in good faith.  

Views of the Department

Mindful of the cost implications of an increase in the annual bonus, the Department is of the view that the unions’ proposal will have a negative impact on the sector as a whole.

ECC Recommendations
The ECC is of the view that taking into account the cost implications of the proposed increases to the bonus, it would be ill advised at this stage to increase the bonus for the sector unless the parties can reach an agreement as a package on wages. 

Fixed term contracts

Views of the employees

The unions indicated that workers’ employment should not be linked to the lifespan of a particular contract with a specific client. Instead, their employment should be guaranteed employment across contracts.

Views of the employers

Employers are of the view that the nature of the sector is such that contracts are awarded to a specific company for a specified task and a specified period. If that period expires, contracts may be awarded to any other contractor. Employers therefore cannot guarantee employment since they cannot guarantee that the contract will be re-awarded to them.  The employers further argue that this situation is not comparable to a section 197 takeover as set out in the Labour Relations Act, which deals with the transfer of business as a going concern. They feel there is also sufficient case law in this regard that indicates that employers are not obliged to guarantee employment.

Views of the Department

Apart from a section 197 Labour Relations Act takeover, nowhere is there precedent in the labour legislation that compels a new contractor to “absorb” the employees of the outgoing contractor. The Department is of the view that this should not and cannot be regulated in a sectoral determination and should be left to the discretion of the incoming contract cleaning company.

ECC Recommendations 

The ECC agrees with the views of the department and therefore does not recommend that this matter be regulated in the sectoral determination.





CHAPTER 4

4.
EVALUATION IN TERMS OF THE EMPLOYMENT CONDITIONS COMMISSION CRITERIA

4.1
ABILITY OF EMPLOYERS TO CARRY OUT THEIR BUSINESS SUCCESSFULLY

Figures supplied by the NCCA indicate that the income generated by the sector grew by approximately 5%. The major cost drivers in the sector (labour, administrative and chemical costs) increased by 5% for the financial year. The profit margin of the sector, on average, hovers between 5 and 6%. It has been indicated that the bulk of the 5% increase in the administrative costs can be ascribed to the almost 40-50% increase in the fuel price. 

It is, however, difficult to determine a return on capital since there is no clear indication what the total spend on capital equipment was for the different periods. 

The information provided by the NCCA gives an indication of the financial position of the sector. 

Calculations on the table below show that nett profit increased at a faster rate (5,6%) than the other items (5,3%)

	
	Financial year 2002/3
	Financial year 2003/4
	% of Total industry income

	
	
	
	

	Industry income
	R2, 375bn 
	R2, 5bn
	100%

	Labour costs
	R1, 662 bn
	RI, 75 bn
	70%

	Chemicals costs
	R95 m
	R100 m
	4%

	Nett Profit
	R142 m
	R150 m
	6%

	Administration costs
	R475 m
	R500 m
	20%


The agreement that was struck in the bargaining council in KwaZulu-Natal provides an indication of the affordability of wages as well as what unions would be willing to live with. Although the agreement was preceded by strike action, the 6% increase provided in this agreement provides an indication of what employers are willing to pay and what unions are willing to settle for.

The direction that the ECC has recommended in a number of sectoral determinations is that the determination should take into consideration indicators provided by the sector such as, for example, collective agreements. Although the ECC is not a rubber-stamping institution, it would be foolhardy not to consider these indicators. The KwaZulu-Natal bargaining council largely covers small towns apart from the major centres such as Durban and Pietermaritzburg. This is where the sector sources its clients and the agreement is thus influenced by the economic realities of these small towns.

4.2
THE OPERATION OF SMALL, MEDIUM OR MICRO-ENTERPRISES, AND NEW ENTERPRISES
The current sectoral determination does not make special provision for small, medium or micro enterprises. The exclusion of new and small business from paying minimum wages is still not recommended. In this sector competition is particularly severe and exclusions of any group of employers would give them unfair advantage. 

It emerged during the public hearings that many of the emerging employers tender for cleaning within government departments. In most instances, these contractors are well paid and could afford higher payments to workers than contractors with private clients. During the public hearings, the department advised and emphasized the need to consider the sectoral determination when submitting the tender documents. Considering the level of wages in the sector, the exclusion of new and small business from paying the minimum wages is not recommended. 

4.3 COST OF LIVING AND ALLEVIATION OF POVERTY

Various poverty lines have been determined that reflect the money needed to provide an average household with the basic necessities needed to sustain themselves. These poverty datum lines are useful guidelines in assessing the absolute minimum income an individual of family could survive on. While some unions argue these poverty lines do not represent a living wage, they are used in wage negotiations. In this respect, the Labour Research Service’s Bargaining Monitor Volume 20 No 158 says the HSL (Household Subsistence level) for a low-middle income family was R534,24 per week in 2003 while the SLL (Supplemented Living Level) was R566,05 per week and the MLL (the Minimum Living Level) was R432,02 per week. Thus even after the introduction of the proposed wages, contract cleaning workers who work a full week will earn significantly below these poverty lines of a year ago. Nevertheless, because the proposed increase is above the consumer price index, it should bring these workers slightly nearer to the poverty line that they were previously.

4.4 EFFECT ON EMPLOYMENT LEVELS

The Services SETA in their report of 2002, estimates the number of employees in the contract cleaning sector to be between 65 000 and 75 000. Currently the estimated number of employees outside of the bargaining council is approximately 55 000
. It is difficult to obtain accurate estimates, as there are many other small operators within the sector who are not part of the NCCA.

Employers through the NCCA indicated that if there were an above-inflationary increase in wages, many companies would be forced to change the way in which they provide a service to clients since clients have indicated their aversion to accepting increases that exceed the inflation rate. Meeting the demands of clients might be effected by compromising on the quality of services that they provide or utilising a smaller workforce in order to provide the same level of service and thereby forcing the costs down.  Since employers will not readily compromise on the quality of service, the companies will be forced to compromise on the size of the workforce in order to contain costs.

In their submissions, employers indicated that a two-year wage agreement would assist them in planning their contracts with their clients. One can therefore conclude that the proposed wages will not have a major effect on employment levels.

The ECC is therefore of the view that the proposals made in this sectoral determination will not have a negative impact on employment or on the creation of employment opportunities. On the contrary, it provides sufficient stability within the sector for employers to plan ahead.  

CHAPTER 5

5. ECC RECOMMENDATIONS

The following are the recommendations of the ECC.

Duration of the proposed Sectoral Determination
Wages should be set for a two-year period with a second increase at the beginning of the second twelve-month period. 

Provident Fund increment 

The contribution rate to the provident fund of both employers and employees, which is currently 4%, should be increased by 1% for the first period for both parties and remain at this rate for the second period. The provident fund should be closely monitored so that it does not collapse and leave workers vulnerable.  The Department should make a deliberate effort to ensure compliance and should conduct focused inspection blitzes. 

Wages

The wage increases for the first period for which wages are being set should be pegged at 7,0% while that for the second period should be pegged at 6,5%.  The 7,0% for the first period should include the increase of 1% in the provident fund contribution during the first year. The full 6.5% should go on wages during the second year.

The percentage increases for Area A and Area C should be the same. 

The following table illustrates the recommendations by the ECC.  

	      AREA A
	AREA B
	          AREA C

	Metropolitan Councils:

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

Local Council:

Emfuleni, Merafong, Mogale City, Metsimaholo, Randfontein, Stellenbosch, Westonaria
	In KwaZulu-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

	01/11/2004 to

31/10/2005
	R8,09
	Same rates as prescribed by the bargaining council
	01/11/2004 to

31/10/2005
	R6,48

	01/11/2005 to

31/10/2006
	R8,61
	Same rates as prescribed by the bargaining council
	01/11/2005 to

31/10/2006
	R6,90


Guaranteed hours

The ECC recommends that the current status as provided for in the sectoral determination, namely four hours pay per day guaranteed, be maintained for the first period of twelve months whilst the department is conducting further investigation into this matter. It is only after the ECC has the information relating to this matter that amendments can be proposed.  

� NCCA submission to the ECC dated 2 August 2004


� NBC report
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