CONTRACT CLEANING ECC REPORT – 2006
CONTENTS

CHAPTER 1

Background








3

Wage negotiations







3

Terms of reference







4
Phase One – Administrative aspects





5
Phase Two – Consultation with stakeholders




5
Phase Three – ECC process






9
Phase Four – Publication of the amended sectoral determination

9
Structure of the report







9
CHAPTER TWO
Description of the sector






11
Organisation








11
Unionisation








11
Bargaining in the sector






12
Industrial Action







13
CHAPTER THREE

DISCUSSION AND PROPOSALS





16
1.
Demarcation







16
2.
Wages








17
3.
Bonus








22
4.
Provident fund







23
5.
Duration of the proposed sectoral determination


25
6.
Other Conditions of Employment




26
CHAPTER FOUR
EVALUATION IN TERMS OF ECC CRITERIA


27
· Ability of employers to conduct their business


27
· The impact of the proposed minimum wage on the cost 



of living and poverty alleviation




28
· Wage differentials and inequality




28
· The likely impact of the proposed wages on current 
employment and the creation of employment



29




CHAPTER FIVE
ECC RECOMMENDATIONS





30
REPORT OF THE EMPLOYMENT CONDITIONS COMMISSION TO THE MINISTER OF LABOUR ON THE CONTRACT CLEANING SECTOR, SOUTH AFRICA, 2006
Chapter One

As directed by you, the Employment Conditions Commission (ECC) has pleasure in presenting you with a report on its investigation into the Contract Cleaning Sector.

Background

The current contract cleaning sectoral determination was published in November 2004. The wages section came into effect on 1 December 2004, and expires on 30 November 2006. This therefore means that there must be a new dispensation for wages by 1 December 2006.  

The sector is regulated by a sectoral determination except for KwaZulu-Natal where there is a bargaining council.  

The majority of employers in the sector are organised around a single employer body, the National Contract Cleaners Association (NCCA), whilst 16 trade unions are party to a bargaining forum that negotiates in the sector.  The two major trade unions in the sector are the South African Transport and Allied Workers Union (SATAWU), with almost 6106 members, and Hotel, Liquor, Catering, Commercial and Allied Workers Union (HOTELICCA), with 5577 members. Overall, the 16 trade unions represent approximately 20% of the employees in the sector.

Wage negotiations

Since 1994, wage negotiations between the NCCA and the various trade unions have been conducted at a national level where after the agreement has been forwarded to the Department of Labour in order for the ECC to consider it as part of its investigation process. 

The current round of negotiations has deadlocked with respect to wages and the parties to the bargaining forum are wide apart. On the 17 May 2006, employers in their submission indicated that they were offering a 3% increase on wages and improvement in contributions towards the provident fund whilst trade unions were demanding a 12% increase in wages. Parties agreed on the increases towards the provident fund. At the time of submission of this report, the parties were, however, still in dispute in respect of wage increases.
Terms of reference

The terms of reference for this investigation as published in the Government Gazette No: 28428 notice No.R.79, dated 3 February 2006 were as follows:

“to review wages, conditions of employment and the provident fund in the Sectoral Determination 1, Contract Cleaning, South Africa”. 

Interested parties were given 30 days to make written submissions to the Employment Standards Directorate. 

Methodology

A three-phase project framework was developed. 

Phase One – Administrative aspects

A notice was published in the government gazette on 3 February 2006 inviting interested parties to make written representations within 30 days to the Director-General on their views about a review of the conditions of employment (including the provident fund) and wages in the contract cleaning sector. 

No written submissions had been received by mid-March, and an extension of two weeks was granted, which resulted in only one submission being received from the United Peoples Union of SA (UPUSA). 

The Department also received a written request from the bargaining forum to extend the deadline since the forum was still engaged in wage negotiations. 

During the public hearings the NCCA representatives at many of the hearings handed in written submissions. The submissions received at the different hearings were exactly the same. This document was developed by a consultancy on behalf of NCCA for submission to the ECC.   HOTELICA also handed in a written submission.

Phase Two – Consultation with stakeholders

Ten public hearings were conducted spanning six provinces. Hearings were not conducted in Limpopo and Northern Cape since the Department is of the view that contract cleaning is not very active as a sector in these areas. The following table shows the places visited and the areas specified in the determination into which they fall:

	Province
	Area A 
	Area C

	Eastern Cape 
	Port Elizabeth
	East London

	Gauteng
	Johannesburg

Pretoria
	

	Western Cape
	Cape Town
	Mossel Bay

	Free State
	
	Bloemfontein

	Mpumalanga
	
	Witbank

Nelspruit

	North West
	Brits
	


The criterion that was applied in selecting venues for public hearings in all provinces was informed by the manner in which the sectoral determination demarcates the sector in terms of wages. Thus, venues were selected on the basis of areas A and C as categorised in the sectoral determination. Area B covers Kwa-Zulu Natal and public hearings were not conducted since the area is covered by a bargaining council agreement.
The table below indicates places visited together with the attendance profile of stakeholders:
Table 1: Schedule of public hearing dates, venues and attendance  

	Province
	Dates
	Venue 
	Employers
	Employees

	Eastern  Cape
	04/05/06

05/05/06
	East London 

Port Elizabeth
	1 representing business

2 individual employers

5 individual employers
	5 representing organized labour

10 individual employees

8 representing organized labour

12 individual employees

	Western Cape 
	10/05/06

09/05/06
	Cape Town

Mossel Bay
	7 individual employers

5 individual employers
	5 representing organized labour

16 individual employees 

17 individual employees

	Gauteng South
	25/05/06
	Johannesburg
	5 representing business

10 individual employers
	9 representing organized labour 

18 individual employees 

	Gauteng North 
	17/05/06
	Pretoria
	2 representing business


	3 representing organized labour 



	Free State
	26/05/06
	Bloemfontein


	2 representing business

2 individual employers
	1 representing organized labour

3 individual employees

	Mpumalanga
	22/05/06

23/05/06
	Witbank

Nelspruit
	6 individual employers

3 representing business

8 individual employers


	16 individual employees

1 representing organized labour 

6 individual employees

	North West
	19/05/06
	Brits
	6 representing business

6 individual employers
	1 representing organized labour 

5 individual employees


The hearings thus provided information from a total of 70 employers and 137 employees or employee representatives.  It should further be noted that the representation was both from individual employees and employers as well as those representing organised business and labour. 

The nature of the public hearings remains a concern for the Commission.   Firstly, the participation during these hearings is characterised by continuous reference to enforcement concerns. Enforcement concerns raised generally related to complaints being made at the labour centres and not followed up. Secondly the number of persons attending these hearings cannot be seen to be representative of the sector. Thirdly, attendance and participation by even the parties to the bargaining forum (i.e. the16 trade unions and the NCCA) remain disappointing.   When the NCCA finally provided its input apart from the single submission that was duplicated in a number of these hearings, it was only during the latter part of the hearing process. 
On the 19 July 2006, both the representatives from employer and employee organizations made a presentation to the ECC on their proposals around wage increases. NCCA on behalf of employers pointed out that for the past nine years the wage increments in the sector had been above the CPIX at 10.5%. 

SATAWU representing employees indicated that their proposals are informed by the fact that majority of the employees in the sector are women who struggled to survive, hence an increase of 12% for Area A and 12% - 15% increase for Area C. 

Although ECC requested employers to provide the estimated turnover of the sector, employers indicated that it is impossible to get the figures since 52% of the registered companies are small companies with 100 or less employees, and that their income vary and did not keep records.  

Phase Three – ECC Process

During this stage the ECC deliberated on the consolidated report prepared by the Department on the basis of the written representations submitted by stakeholders, and the report of the public hearing process. 

Phase Four – Publication of the amended sectoral determination

This phase will see the publication of a sectoral determination, once approved by the Minister, in the Government Gazette and subsequent awareness raising. 

Structure of the report

The report consists of the following chapters:

· Chapter 2 of this report outlines the situation within the contract cleaning sector
· Chapter 3 discusses the findings of the investigation and resultant proposals.
· Chapter 4 discusses the proposals in light of the criteria that the ECC has to consider.
· Chapter 5 consist of the recommendations by the ECC
CHAPTER TWO

Description of the sector

The sectoral determination defines the contract cleaning sector as ‘the sector in which employers and employees are associated on a fixed term or fixed project contract for the purpose of cleaning or washing by hand or machine, of furniture, windows, carpets, doors, floors, tools, machinery, under supervision at industrial and commercial premises, building, and flats that are let commercially or any airplanes, trucks, cars, buses, trains or any other vehicle requiring to be so cleaned.’ The determination does not apply to areas covered by bargaining council agreements.

Organisation

Employers

The main employer role player in the industry is the NCCA, which claims to represent 275 employers nationally excluding Kwazulu-Natal. The NCCA further claims to represent employers that employ approximately 50% (60 000) of the employees in the sector.

Employees
The number of employees in the sector is estimated to be around 100 000 to 120 000. Of these employees, 80 000 are registered with the provident fund whilst approximately 30 000 employees are not covered by the fund. These employees are not covered by the provident fund mainly for three broad reasons:

1. Companies being exempted from the fund in terms of the fund rules

2. Companies not complying with the provident fund

3. Companies that were registered but do not keep up with the contributions for various reasons. 
Unionisation

This sector has seen a proliferation of unions to the extent that some large companies assert that they have to regularly deal with as much as forty unions on a daily basis
.  During the current round of negotiations, sixteen unions were involved with the NCCA. These are: 

· National Service and Allied Workers Union (NASAWU), 
· South African Transport & Allied Workers Union (SATAWU), 
· Hotel, Liquor, Catering, Commercial and Allied Workers Union (HOTELICCA), 
· United People’s Union of South Africa (UPUSA), 
· South African Allied and Commercial Workers Union (SAACOWU), 
· Tirisano Workers Union (TWU), 
· Sectoral Union of Cleaners (SUC), 
· Steel, Mining, and Commercial Workers Union (STEMCWU)
· Professional Transport Workers Union (PTWU), 
· South African Cleaning, Security and Allied Workers Union (SACSAWU), 
· South African National Security Officers Forum (SANSOF)
· Democratic Union of Security Workers (DUSWO), 
· Food Cleaning and Security Workers Union  (FOCSWU), 
· United Chemical Industries, Mining, Electrical, State, Health and Allied Workers Union (UCIMESHAWU), 
· Worker’s Equally Support Union of South Africa (WESUSA); and
· Commercial Workers Union of South Africa (CUSA)

The above 16 unions together only represent around 20% of employees in the sector, in the region of 25 000 employees. 

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 strength of workers. It should be noted that Black Economic Empowerment Cleaning Association (BEECA), another employer representative was not presented at the hearings neither did they make any submission during the process.  

Bargaining in the sector

The NCCA and the trade unions active in the sector formed a national bargaining forum in 1994 in order 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 only. During the course of the investigation, the department was made aware of representivity concerns with the bargaining council and also the levels of wages prescribed by the bargaining council which are lower than those prescribed in the sectoral determination. The Department met with the bargaining council to establish the progress made in relation to their agreement since the Department was of the view that the wages prescribed in the sectoral determination are higher than those in the bargaining council agreement and this would undermine collective bargaining. 
The industry is primarily driven by contracts that are awarded on a fixed contracting rate as agreed to by the client and the contract cleaning companies. The sector is highly competitive, with the contracting process itself being the heart of the competition. This often results in loss of contracts, which in turn affects employment levels in particular companies and/or wage rates.  

The sector is labour intensive. The industry could not (or was not willing to) provide information on what the contribution of labour cost is to the input cost in the sector even at an average level At least 80% of cost is related to wages, transport and consumables such as chemicals. This has not changed significantly since the last report in 2004 on an investigation in the sector.
Industrial Action

Currently the sector is engaged in protracted strike action. As at 1st August 2006, unions were demanding 14% increase in wages while employers were willing to provide a package for which the wage increase component was only 6.5%. The sector was thus deadlocked. On 3 August 2006, the sixteen unions marched to the Department of Labour offices and presented a memorandum which had the following demands: 

1. Outsourcing versus the in-house cleaning services

Unions indicated that the outsourcing of contract cleaning services has put the employees into a worse position than they were in previously. They are no longer enjoying benefits that big companies used to offer to their employees when they were still directly employed by those companies.

2. Wages

· Trade unions alleged that the wages paid in the sector are far below the poverty datum line of R3500 per month.

· They said that the current legislated wage does not enable families to access basic necessities like food, shelter, education and health care.

· The shift effected in November 2004 of implementing the annual increase in November each year had had detrimental effects on employees. 

· The trade unions believe that the November implementation date has subjected employees in the sector to the loss of an increase for a period of nine months.

· Trade unions requested the Minister to revert to March as the date on which to implement wage increases in the sector.  
3. Compliance with the sectoral determination

· The trade unions alleged that there is non-compliance with labour legislation by the majority of employers in the sector and it is the responsibility of the Department of Labour to uphold and enforce labour legislation.

4.
Socio-economic factors
· The trade unions are of the opinion that cleaners provide essential services to the public and private sector, and therefore play a role in both the social and economic spheres in the country.

5.   Income differentials

· They brought to the attention of the Department a malpractice that is prevalent in the sector, where employers counter the wage increase by reducing the working hours of employees to avoid paying a higher wage.

· They alleged that this is done by extending the lunch period by two or more hours each time there is a wage increase. This practice results in employees receiving a lower income due to lesser hours worked.

· They alleged that there is a huge income differential between top management and shop-floor workers. 

6.  Cost of living and consumer price index.

The trade unions alleged that employees in the sector continue to earn below the living wage and further that this sector remunerates its employees even less than the Dry Cleaning Industry which has less than 10 000 employees.

7.  The alleviation of poverty

· The trade unions said that their submission took into account government’s policy of poverty alleviation, and therefore requested that the Minister’s decision also be in line with this policy.

8.  Single minimum wage for the country 

· Unions urged the Minister to do away with different wage dispensations for different areas.

· They argued that employees in the contract cleaning sector do the same kind of job with the same workload regardless of the geographical location.

· They also indicated that prices of commodities are the same everywhere. 

CHAPTER THREE

The focus for the investigation, in line with the terms of reference, was to review minimum wages, the provident fund and conditions of employment in the contract cleaning sector. 
This chapter deals with proposals around wage increases, increase of contributions towards the provident fund; demarcation; bonuses; and other related conditions.

DISCUSSION AND PROPOSALS.

1.
Demarcation

The current demarcation model used in the contract cleaning sector is based on a division between urban (Area A) and rural areas (Area C). Area B covers KwaZulu-Natal which falls within the scope of the bargaining council for the sector. 

Views of the employers

Employers proposed that the currently applicable demarcation be maintained. They indicated that if wages for Area C are moved to the level of Area A, it would result in a 28% increase and would lead to those employers who are currently in Area C having to close shop. They further argued that most of their clients would probably go in-house since it would be too expensive to outsource cleaning. This they maintain will definitely lead to job losses.  

An employer’s organisation, Consolidated Association of Employers of Southern Africa Region (CAESAR), proposed that the Department should conduct an intense investigation and in the event that the result suggests that Area C should be scrapped, this should be done over a period of time.

Area A employers indicated that they do not have a problem with a single wage structure since it would not affect them. They also proposed that views should be sourced from the affected areas.
Views of the employees.

Employees in Area C indicated that they were doing the same job as their counterparts in urban areas, and did not understand why they were paid different wages. They argued that they spent more money on transport in the rural areas than those working in urban areas. The trade unions proposed that Area C should be phased out over a three-year period so that a single minimum wage applies.  

Proposal by the Department

The Department is of the view that the demarcation model used in the sectoral determination to date was sound when introduced since in rural areas, contract cleaning activities are not as pervasive as in urban areas where the majority of businesses are located.

The Department is, however, of the view that Area C should be phased out over a period and that measures should be put in placed during the period covered by the current proposals in order to realize the phasing out in the next review period. 

Recommendation of the ECC
The ECC agrees with the proposal of the Department that Area C should be phased out over a period and that the current review should take that into consideration.

2. Wages

The current sectoral determination provides for a two-year wage dispensation which will lapse in November 2006. The current prescribed minimum wages are as follows:

· Areas A (urban areas) - R8.57 per hour, 

· Area B wages - R6.61 per hour for KwaZulu-Natal areas which are covered by the bargaining council agreement. 

· Area C (rural areas) - R6.87 per hour for the rest of the country.
Views of Employers

The NCCA proposed a wage increase of 3% or the November 2006 CPIX rate minus 1%, whichever is the higher, for Area A and Area C. According to the NCCA, the proposal of 3% is based on the following reasons:

1. The workers in the industry have enjoyed above inflation increases over the past eight years

2. It is necessary to provide below inflation increases in order to maintain jobs

3. The proposal is in line with the government’s aims of inflation targeting.

4. The proposal acknowledges the competitive pressures emanating from the strong rand, low interest rates and increased import penetration that could result in machines replacing labour.

NCCA also indicated that contract cleaning in most client companies is a grudge cost item and if it becomes expensive, companies will consider the option of substituting labour with technology, which might result in retrenchments for employees. 

CAESAR, an employer’s organisation representing the interest of small business, proposed an increase of CPIX plus 2% during the public hearings. 
Views of Employees

HOTELICCA and SATAWU in their joint submission proposed a wage increase of 14% in Area A and 17% in Area C. They indicated that the current wages paid to employees are below the living wage and also, in conflict with the requirements as spelt out in section 54 of the BCEA, do not contribute to poverty alleviation among employees. The employees also argued that the sector mainly employs single women who are in most instances single parents and who have a great responsibility to raise families and pay school fees.

In areas falling under Area C, employees proposed that they should receive the wages paid in Area A, arguing that they do the same kind of job. Employees in Area C further argued that, in reality, due to their location they should be earning wages above area A because in urban areas employees are close to all the necessary amenities. Employees suggested that the living wage that they require is R2000 per month. According to the workers, transport costs take a large portion of their earnings. With R2000 they would be able to meet their basic needs. 

In Cape Town and Mossel Bay, unions which are not part of the bargaining forum for the sector proposed a R2500 minimum wage, citing ever-increasing municipal fees, transport costs, school fees, medical costs, etc. 
In a written submission UPUSA proposed that there should be an across-the-board increase of 20%.  
Proposal of the Department

The 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, most workers employed in the sector are female who in most cases are single parents who have to bear the burden of both income-earning and care for their families. 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 the following factors should be taken into account when dealing with wage increases in order to curb the negative impact which might result from over-large wage increases:
· the possible disemployment effects of too high an increase,
· the possibility that clients could move cleaning in-house where wages are not necessarily regulated or where low wages might be paid, and
· Increased risk of companies undercutting on labour costs in order to get contracts.
The Department proposes that increases for the sector should provide for the phasing out of Area C over a period to address wage disparities. The current wage gap between the two areas is, however, very wide. It will therefore have a negative impact on the sector should Area C be phased out over a period as short as three years. The Department therefore proposes that Area C be phased out completely in the next reviewing period with measures put in place in respect of the current wage increases in order to move towards the phasing out of Area C in the subsequent period.

The Department therefore proposes that for the first year, Area A wages be increased by 8%; for the second year by 6.75% or CPIX whichever is the greatest; and an increase of 6.25% or CPIX whichever is the greatest is proposed for the third year. Area C wages should be set at 80% of Area A wages in the first year; 85% in the second year and 90% in the third year. In the next reviewing period Area C should be phased out completely.

The proposed wages are as follows: 

	      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 agreement. 
	In the rest of the RSA

	       Period
	R/ph


	         Rate per hour
	      Period
	 R/ph

	01/12/2006 to

30/11/2007
	R9,26
	Same rates as prescribed by the bargaining council
	01/12/2006 to

30/11/2007
	R7.40

	01/12/2007 to

30/11/2008
	R9.88
	Same rates as prescribed by the bargaining council
	01/12/2007 to

30/11/2008
	R8.40

	01/12/2008 to

30/11/2009
	R10.50
	Same rates as prescribed by the bargaining council
	01/12/2008 to

30/11/2009
	R9.45


It should be noted that the proposed wages are higher than those prescribed by the bargaining council which operates only in KwaZulu-Natal Province. The Department has considered the possible impact of this on collective bargaining. In responding to this question, the following was established from the bargaining council: 

· The bargaining council indicated that although their wages are lower than those prescribed by the sectoral determination, when they negotiate they offer employees a package which has more benefits than those prescribed by the sectoral determination.
· They also indicated that with respect to their provident fund, both parties currently contribute 8%, and there is a standing agreement that every year the contribution to the provident fund will increase by 1% while in the case of the sectoral determination the contribution by both the employer and the employee is currently 4%.

· In addition, in KwaZulu-Natal workers receive an annual bonus of four weeks, whilst the sectoral determination provides for one week’s bonus.  

· They further indicated that it currently costs employers an hourly amount of R8.84 for their Area A and R7.58 for their Area B to meet the above. 

Recommendation of the ECC

The ECC supports the proposal of the Department with respect to wage increases
3.
Bonus

The current sectoral determination makes provision for a bonus that is equal to one week’s remuneration payable during the month of December in each year.

Views of employers

Even though employers agreed with the employees that the bonus is not sufficient, they indicated that there are other factors that should be taken into consideration when proposing an increment on bonuses, such as job creation. The NCCA indicated that if bonuses were pushed too high, that could lead to job losses. The NCCA further argued that an increase in the bonus to two weeks would be equivalent to a further 2% increase in wages.  Employers therefore proposed that there should not be an increase in the bonus. 

Views of the employees

Employees proposed a four weeks’ bonus payable in December to all the employees within the sector. They indicated that this is needed as a result of the fact that contract cleaning employees are mostly single parents, breadwinners who have to take care of their families including the payment of school fees and cannot survive on the wages paid to them. They further argued that this would allow them to meet the demands placed on them in mid-January in purchasing school clothes, paying school fees, etc.  In addition they indicated that if a month’s bonus were paid, it would relieve some of the pressures which they were currently experiencing.

Proposal of the Department.

The department is of the view that there is a need to improve bonuses in the sector. It should further be noted that this matter was raised in a previous ECC report some two years ago. At that point the ECC’s proposal was not to increase bonuses. The matter becomes more vexing since at different stages both the ECC as well as employers argued that bonuses by definition do not fall squarely in the domain of minimum standards and that it is a management prerogative to provide bonuses. This matter has, however, been legislated in the current sectoral determination and the important question is whether it is necessary to provide an improvement on the current position, given the impact that it will have on the total wage cost. The Department therefore proposes that the bonus be increased from one week to two weeks during the second year and that in the third year an additional one week be added to make it a three weeks bonus. The Department further proposes that in the next review, a graduated approach be adopted in order to ratchet up the bonus to a full bonus similar to the bonus provision in the private security sector which is equal to four weeks. Although this will not meet the demands as highlighted by workers in the sector, the Department is of the view that it would at least address some of the plight of workers in the sector. 
Recommendation of the ECC   

The ECC supports the proposal by the Department in relation to the phasing in of the increase in the bonus over a period.
The ECC further proposes that where an employee’s contract ends before December, the employee should receive a pro-rate share of the bonus for the period of the year that he or she has worked for the employer.

4.
Provident fund

The provident fund started operating in 2001, and currently has 80 000 registered members and 10 000 members who are not contributing towards the provident fund due to being exempted in terms of the rules (which, it seems, would be on account of employees being members of another fund), non-compliance, or simply not keeping up with contributions.
Currently the contribution to the provident fund is set at 4% of wages from the employee and 4% from the employer. Those employers and employees who are part of the sector bargaining forum agreed to a 1.25% increase in contributions to the provident fund payable by both employer and employee. This increase would be over and above the minimum wage increases. 

Other parties who are not part of the bargaining forum did not have any inputs on this issue since they argue that they do not have information on the existence of the provident fund and this is an enforcement matter for the Department.

Views of stakeholders

Consensus on this matter has in general emerged between employers and employees in the sector to the extent that during the current round of negotiations in the bargaining forum, the level of increase has been set aside as a matter that has been agreed upon. 

Proposal of the Department
The current level of income received through the contributions of employers and employees provides a significant challenge for the board of management of the provident fund in covering the administrative costs of the fund. In order to deal with this matter, the board of management of the fund which is representative of both employers and employees in the sector has indicated that an increase in the contribution rate is the most appropriate manner to ensure the sustainability of the fund.

The Department supports the agreement by parties at the bargaining forum of increasing contributions to the provident fund by 1.25%. The Department also is considering ways to ensure that stakeholders within the sector are aware of the provident fund as well as communicating with and building capacity of the inspectorate division of the Department to ensure that employers comply with the provident fund.

Recommendation of the ECC

The ECC supports the agreement of increasing the provident fund contributions by 1.25%, i.e. to 5.25% from each of the parties.
The ECC would, however, like to express its serious concern about the very high levels of non-contribution to the fund, which must have contributed to the financial problems of the fund.
5.
Duration of the proposed sectoral determination

The current sectoral determination provides for an increase in wages for two consecutive periods, namely 1st December 2004 to 31st November 2005 and from 1st December 2005 to 31st November 2006. It must be noted that during the previous investigation, unions raised concerns around the provision for increases rather than setting wages for a year at a time. The concerns voiced at that stage related to:

· The effect that the setting 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

Employers are of the opinion that if the sectoral determination is fixed for three years, it will be easier for employers to budget for labour cost. In the event that they have to tender, it will be easier for them to show their clients the actual rate of increase for a three-year period and not projections of possible increases. 

The employers further indicated that a three-year determination would be beneficial to both employers and the employees because of the following:

· Their clients are subjected 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.

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

Employers therefore proposed that the wage increases should be fixed for three years.
Views of the employees
Employees and the trade unions proposed that the wage increases should not be prescribed for more than two years for the following reasons:

· If wages are set for longer than two years, it will prejudice workers because the base wage is very low. 

· A two-year determination will allow the Minister to consider the implementation of a national minimum wage for the sector. 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. 

Proposal of the Department 

The Department in its recommendation has considered the following, which forms part of the process of reviewing wages:

· 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 therefore supports the view that wages should be set for a three-year period. 

Recommendation of the ECC

The ECC supports the idea that current wage increases should be prescribed for a period of three years.

6.
Other Conditions of Employment

No comments or concerns were raised about other conditions of employment covered in the current sectoral determination. We therefore assume that parties are of the view that these conditions are not problematic and meet the demands of the sector and therefore there is no need to revise these conditions.  

The Department and ECC therefore agree that it is not necessary to revisit these conditions at this point.
                                               CHAPTER FOUR

EVALUATION IN TERMS OF ECC CRITERIA

Ability of employers to conduct their business

It is clear from the submissions made by both employers and employees that there are certain unfortunate tendencies prevalent in the sector, namely, the emergence of fly-by-night establishments that continue to successfully bid for tenders in the sector. Another major issue is the fact that government departments do not have a common framework to guide or inform the allocation of tenders to potential service providers. This has resulted in government departments allocating tenders to the lowest bidder. While this is not necessarily bad practice on the side of government departments from a simple economic point of view, the practice becomes a fertile ground for fly-by-night institutions to prosper because they can accept any price the client is willing to offer. These institutions are not complying with any regulatory requirements that might have cost implications. The end result is unfair competition in the sector, which has a negative impact on legitimate companies, and results in poor conditions and wages for workers. Due to the low amount that fly-by-night institutions are able to charge their clients, legitimate companies are forced to down-scale their operations and eventually experience bankruptcy.

According to figures tabled at a meeting of the Board of Trustees of the Provident Fund (administered by NBC) in the sector, about 49 companies have not been contributing to the Provident Fund for the past twelve months. The assumption made by the Board of Trustees is that these companies are no longer in operation. In addition, the NCCA, which is the biggest employer association in the sector, indicated that about eight of their members had gone out of business and were no longer in operation over the past eight years. The proposed increase has taken into consideration the sustainability of the sector.

The impact of the proposed minimum wage on the cost of living and poverty alleviation

It is difficult to assess the impact of the wages in this sector on poverty alleviation amongst workers due to the fact that the available information on wages is not disaggregated enough to provide specific information on the contract cleaning sector. 
Various poverty lines have been determined that reflect the money needed to provide an average household with the basic necessities needed to sustain themselves. In September 2004, the last point for which these estimates were produced, the Supplemented Living Level for an average-sized family was R566.05 per week and the Minimum Living Level was R432.02 per week. Adjusted for inflation, the equivalent levels in September 2006 would be R623.00 and R475.40 respectively.
Thus even after the introduction of the proposed wages, contract cleaning workers who work a full week will earn significantly below these poverty lines. 
The proposed increases do not only narrowly take into consideration the minimum wage, but also adopt a broader approach to poverty alleviation by looking at other factors like improving the end-of-the-year bonus. The proposed increase should assist to cushion the impact of the inflationary pressure on workers in the sector. As can be seen by the rates of pay, this sector is a low-pay sector and is also not a high-skill, hi-tech one. 

Wage differentials and inequality

The income differential between the highest earning and lowest earning employees in the sector is not huge. This judgement is informed by the fact that the sector has been demarcated into three areas only, including KwaZulu-Natal, where a bargaining council has been established. Area B (KwaZulu-Natal) has the same rates as the collective agreement concluded by the Bargaining Council. The Bargaining Council rates are lower than the rates in the sectoral determination, which is uncharacteristic of bargained wages vis-à-vis state-determined rates. This is because during wage negotiations, bargaining council offers their workers a package, and it is their prerogative on how they allocate it to suit their needs.
The approach taken in this review is heavily geared towards reducing wage differentials among workers in the sector, especially those working in rural areas.

A critical component of this approach is the progressive reduction of the wage gap between different areas with the ultimate objective of introducing a single minimum wage in the sector. Hence the ECC proposes that the next review will officially eliminate Area C. 
The likely impact of the proposed wages on current employment and the creation of employment

In their submission made to the ECC, the NCCA warned that any above-inflation increase may result in job losses. They argued that the sector is under increasing pressure from the import of machinery from China to replace labour. It should be borne in mind, however, that it is not only wage levels that have the propensity to influence decisions in favour of mechanisation. A host of other factors can also play a role. The ability of the sector to retain current and create more jobs is also not only determined by wage levels. 

The ECC believes that the proposed wage increases are reasonable and affordable. The proposal around increases took into consideration the fact that for the past eight years, increases have been above the inflation level.       

CHAPTER 5

RECOMMENDATIONS OF THE ECC.

1.
Demarcation

The ECC recommends that Area C should be phased out over a period. ECC further recommends that in order to phase out Area C over a period, steps have to taken in the current review to ensure that the phasing out is realised.

2. Wages

The ECC recommends that, wage increases should be looked at in line with demarcation. As recommended that area C should be phased out over a period, the recommended wage increases have taken this into account. The ECC therefore recommends that for the first year, Area A wages be increased by 8% which is inclusive of 1.25% for the provident fund; for the second year by 6.75% or CPIX whichever is the greatest; and an increase of 6.25% or CPIX whichever is the greatest is proposed for the third year. Area C wages should be set at 80% of Area A wages in the first year; 85% in the second year and 90% in the third year. In the next reviewing period Area C should be phased out completely.

The table below indicates the recommendation by the ECC on wages: 

	      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 agreement. 
	In the rest of the RSA

	       Period
	R/ph


	         Rate per hour
	      Period
	 R/ph

	01/12/2006 to

30/11/2007
	R9,26
	Same rates as prescribed by the bargaining council
	01/12/2006 to

30/11/2007
	R7.40

	01/12/2007 to

30/11/2008
	R9.88
	Same rates as prescribed by the bargaining council
	01/12/2007 to

30/11/2008
	R8.40

	01/12/2008 to

30/11/2009
	R10.50
	Same rates as prescribed by the bargaining council
	01/12/2008 to

30/11/2009
	R9.45


3.
Bonus

The ECC recommends that the bonus be increased from one week to two weeks during the second year and that in the third year an additional one week be added to make it a three weeks bonus. The ECC further proposes that where an employee’s contract ends before December, the employee should receive a pro-rate share of the bonus for the period of the year that he or she has worked for the employer.

4.
Provident fund

The ECC supports the agreement by the bargaining forum of increasing the provident fund contributions by 1.25%, i.e. to 5.25% from each of the parties.

5.
Duration of the proposed sectoral determination

The ECC recommends that the duration of this sectoral determination in relation to wages should be a three-year period. 

6.
Other Conditions of Employment

The ECC recommends that all other conditions should remain as they are since it is not necessary to revisit these conditions at this point.
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