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|. Introduction:

Labour Law Violation

Debates surrounding labour legislation: Implicit assumption is that laws
are enforced.

Emerging body of literature suggests that enforcement of labour
legislation in developing countries is weak.

Most literature focuses on minimum wage violation:

In Argentina, only 50 % of the workforce receives legally mandated benefits (Ronconi,
2008).

Minimum wage non-compliance in Kenya is almost 70% in higher skill occupations in
urban areas (Andalon & Pages, 2008)

In South Africa almost 40% of the covered workforce are paid below the legislated
minimum wage (Bhorat et al., 2012)

Substantial non-compliance in other developing countries such as Brazil (Lemos, 2006),
Trinidad and Tobago (Strobl and Walsh, 2001) and several Latin American countries
(Maloney and Nunez, 2003).

Kanbur et al. (2015) found minimum wage non-compliance in Chile was 18%
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|. Introduction:

Non-Wage Violation in Developing Countries

* A need to broaden the focus to non-wage violations (e.g.paid leave,
unemployment insurance, hours of work)

* As the literature starts incorporating non-wage violation, a
measurement problem crops up: How to succinctly capture
compliance in a country?

* Both a conceptual and measurement question

— Regulation type and strictness vary across countries

* Compliance as a multi-dimensional concept: Paid leave violation being
different to wage violation

— Are they equal or not?

* In Chile, for example, compliance is high regarding work hours but low
regarding the minimum wage (Kanbur et al.,2015) — How do you
characterise the compliance level in Chile? 'lllll'
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|. Introduction:

Non-Wage Violation in Developing Countries

* Violation has a similar measurement This paper does three things:
problem to that of measurement in
the poverty literature

— Violation literature has focused on the minimum

wage in the way that the poverty literature focused 2. A h h bl f .
on income ten years ago . pproacnes the probiem of measuring

multiple violations by applying the MPI to
wage and non-wage variables.

|. Provides estimates of wage and non-wage
violation for South Africa

* Multi-dimensional Poverty Index
(MPI) of Alkire & Foster (201 1)

co"apses detail of different measures 3. |nvestigates patter'ns of multi-dimensional
of Poverty (income, health and labour r'egulatory violation in South Africa
education) into single measure using descriptive and econometric analysis

—  Much in the same way that violation refers to
different measures like leave, wages, and hours
worked for example

* Allows for the characterisation of the
concept of ‘poverty’ in a country

— Indices work well when aiming to measure a
concept as opposed to a particular outcome, like
education levels

n . . . OLICY
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2. Methodology:

An Index Approach

An index is created for each worker in the following way:

Eight Indicators

- Wage

Dimensions have Three
predetermined weights
which sum to one Dimensions

of Labour =< Leene

Law
Violation
Non-Wage

& Non-Leave

Notes: Adapted from Santos & Alkire (2011:5).

FGT approach to
minimum wage violation
embedded in the index

V2 Violation Headcount

V3 Intensity of Violation

Indicators have

Paid Leave “Yes/No” format yields

score of | if violated
Sick Leave N Flif
Maternity/Paternity Leave

Scores are weighted

Hours of Work according to the
dimension weights to
UIF yield an overall violation

score for an individual
Written Contract
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2. Methodology:

An Index Approach

that:

A cut-off, k, applied to the index determines whether the worker is multi-dimensionally violated such

L {zk
<k

multi-dimensionally violated

not multi-dimensionally violated

individual such that:

H=1
n

_ k)
q

A

A headcount (H) and intensity (A) measure are extracted from the index and calculated for each

where

gis no. multidimensionally violated
nis the sample of workers

¢(k)is a censored index for the
violated

The Multi-dimensional Violation Index (MVI) is calculated using the same formula as the MPI which

multiplies the headcount measure (H) by the depth of violation measure (A) such that:

ratio
—  No unit of measurement

MPI = H*A
MVI = H*A

‘]
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2. Methodology:

Measuring MW Violation in Developing Countries

* Adaptation of the Foster-Greer-Thorbecke family of poverty measures (Bhorat, Kanbur
and Mayet, 201 I) that creates a violation index:

=" {0 =w)/w 1"} £ vy

0

* where w=wage; w"=minimum wage; " =parameter of concern with depth of violation
*  When 0=0, we getV, which is the incidence of minimum wage violation
*  When a=1,we getV, which is the depth of violation

* Finally,V,/V, represents the percentage shortfall of the average wage of violated
workers from the minimum wage
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3. Measuring Violation in South Africa:

Background, Data, and Sample

Legislation Sample

* In South Africa, eight sector minimum * Employees

wage laws exist * Covered by Sectoral Minimum VWage Laws
* The Basic Conditions of Employment Act *  Working full time

(BCEA_) sets out other non-wage * Earning less than US$7.69/hr

regulations for workers earning less than

US$7.69/hr *  Sample of 26 090 observations

representing about 5 million workers
(roughly a third of all employed people)
Data

* Labour Market Dynamics Survey, 2014

* Cross-sectional annual labour market
survey of about 340 000 individuals

* Nationally representative using a stratified,
two-stage cluster sampling design
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3. Measuring Violation in South Africa:

Descriptive Evidence

Prevalence of Labour Law Violations for Workers Covered by Sectoral Determination of the Minimum Wage in South

Africa, 2014
Wholesale . . Domestic Private Contract Population
& Retail Agriculture Forestry Hospitalty Transport Workers Security Cleaning Overall (000s)
Wage Violation
:’3“; Below Minimum Wage 314 69% 74% 44% 36% 4% 28% 54% 3% | 969
0
Wage Gap (V,) 13% 25% 32% 17% 15% 17% 1% 24% 17% 791
Woage Gap Sq. (V,) 8% 14% 18% 10% 9% 9% 7% 15% 10% 461
Shortfall of Violated (V,/V,) 43% 36% 43% 40% 41% 38% 40% 44% 40% 791
Leave Violation
No Paid Leave 32% 52% 53% 42% 55% 73% 31% 34% 44% 2 027
No Sick Leave 26% 49% 50% 37% 50% 68% 24% 28% 39% |1 803
No Maternity/Paternity Leave 47% 74% 73% 53% 65% 87% 47% 46% 59% 2744
Non-Wage & Non-Leave
Verbal Contract 14% 30% 25% 19% 43% 75% 6% 8% 27% 1 267
No Unemployment Insurance 20% 39% 41% 30% 49% 72% 20% 31% 36% | 624
Overworked in Hours 21% 15% 15% 27% 48% 11% 49% 8% 22% 1013
Population (‘000s) | 367 621 37 321 332 804 514 614 4615 4615
Notes: adjusted using sampling weights; own calculations using LMDS 2014; Workers are overworked in hours if they work for more than 50 hours on average, including overtime; the minimum wage is based
on the sectoral minimum wage; Sample consists of employees of working age in sectors covered by Sectoral Determinations. N i
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3. Measuring Violation in South Africa:

Descriptive Evidence

Prevalence of Violation by Minimum Wage Violation

73 Two sided t-tests establish the
prevalence rates between the
two groups as significantly
different in each case, at the
0.1% level.

Hours M/P Leave Paid Leave Sick Leave UIF Verbal Cntrct

B bHelow Min. Wage

B -bove Min. Wage

SourceLMDS (2014), own calculations.

Notes Adjusted using sampling weights; Workers are overworked in hours if they work for more than Sll

hours on average, including overtime; the minimum wage is based on the sectoral minimum wage. ] I DEVELOPMENT POLICY

Sample consists of employees of workamge in sectors covered by Sectoral Determinations. RESEARCH UNIT



3. Measuring Violation in South Africa:

Descriptive Evidence — Key Results

Aggregate shows that leave violations dominate; although these are
arguably less serious than the minimum wage violations.

Most significant wage violation in the Agriculture and Forestry sectors.

Domestic workers are a vulnerable group particularly prone to non-wage
violation

— Maternity leave violation serious in this female-dominated sector

Working too many hours is the least prevalent form of exploitation;
however, certain sectors are prone to this type of violation: Private Security
and Transport

Minimum wage violation is a good indicator that a worker is being violated
in other aspects of labour law

— Although violation also occurs for those not enduring wage violation

] [ DEVELOPMENT POLICY
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3. Measuring Violation in South Africa:

A Multi-Dimensional Approach

The indices we made for South Africa are as follows:

Wage & Non-Wage Index Non-Wage Index
Three Dimensions Eight Indicators Two Dimensions Six Indicators
This is essentially a
simple summed index

Paid Leave (1/6)

VO: Violation Headcount {1/4)

Wage
Sick Leave (1/8)
(1/2) Leave
V*: Intensity of Violation (1/4) (1/2) Maternity/Paternity Leave (1/6)
Paid Leave (1/12)
Leave Sick Leave (1,/12)
Hours of Work (1/6)
(1/4) Maternity/Paternity Leave (1/12)
Non-Wage
& Non-Leave UIF (1/6)
1/2)
Non-Wage Hours of Work (1/12) Written Contract (1/6)
& Non-Leave UIF(1/12)
{1/4) Written Contract (1/12)

\ENT POLICY
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3. Measuring Violation in South Africa:

A Multi-Dimensional Approach

Distribution of Two Indices of Multi-Dimensional Violation with Cut-off, k, in Red

Panel A: Wage & Non-Wage Index Panel B: Non-Wage Index
> =21
= =
c c
Q [
D_ Cl__

T T
8 1

2 4 5] 8 2 4 B
Wage & Non-Wage Index Non-Wage Index

Notes Cutoff k represented in red. Adjusted using sampling weights; own calculations using LMDS 2014. Samgil BEVELOPMENT PoLicy
consists of employees of working age in sectors covered by Sectoral Determinations. : |- Reseamch unir



3. Measuring Violation in South Africa:

A Multi-Dimensional Approach

Violation Headcount (H);Violation Intensity (A); and the MVI (H*A), 2014

0

.604

523

661 The Headcount (H)

exceeds Intensity (A)
for the Wage & Non-
Wage Index; but this
order is reversed for
346 the Non-Wage Index.

323

H A

MVI

B \Vage & Non-Wage

[ ] Non-Wage

Notes adjusted using sampling weights; own calculations using LMDS 2014; Sample consists of employee bGPty
working age in sectors covered by Sectoral Determinations. ﬂ [ " RESEARCH UNIT



3. Measuring Violation in South Africa:

Decomposing Dimensions

Formula for the Decomposition of Contribution of Indicators

W< x100
MPI

Counry

Contribution of indicator i to MPI =

where:

w.. is the weight assigned to indicator i in the MPI index
CH_.: is the censored headcount for indicator i

“Whenever the contribution to poverty of a certain indicator widely exceeds its weight,

this suggests that there is a relative high deprivation in this indicator in the country.”
- Santos & Alkire, 201 |
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3. Measuring Violation in South Africa:

Decomposing Dimensions

Decomposition of Contribution of Indicators in the Wage & Non-Wage Index to the South African MVI

eseneare Indicator Dimension
Dimensions Indicators Head Count Weijght Contrib. Weight Contrib.
VO 0.425 0.250 0.319
Wage 0.500 0.463
VI 0.192 0.250 0.144
Paid Leave 0.432 0.083 0.108
Leave Sick Leave 0.389 0.083 0.097 0.250 0.338
Mat/Pat Leave 0.530 0.083 0.133
Hours 0.182 0.083 0.045
Non-Wage & Unemp Ins. 0.338 0083 0084 0250  0.198
Non-Leave
Contract 0.271 0.083 0.068

.]|[|[.
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4. Determinants of Multi-Dimensional Violation:

Regression Model

* Two approaches: OLS and Quantile regression Quantile
regression: relevant to idea of multi-dimensional violation
— not all violations are equally exploitative
— violations can compound each other

— The same violation can have varying effects depending on whether it is
a workers first or fifth violation

— Violations as mre than just sum of their parts

— Weakening overall capability structure of workers to protect
themselves

* Covariates from Bhorat et al. (2012)
— Spatial: local unemployment rate; location type
— Individual: education; race; age; gender
— Kaitz index
— Sectoral

— Firm/Contractual: union membership; contract duration; tenure;
informality; firm size ]|[|[



4. Determinants of Multi-Dimensional Violation:

OLS Regression Results

OLS Regression Coefficients on Selected Variables for the Wage & Non-Wage and Non-Wage Index

Depvar Index [0;1] Wage & NoAWage NonWage

Spatial Urban formal (base) 0 0
Urban informal -0.01 -0.01*
Tribal areas 0.08*** 0.04***
Rural formal -0.03*** -0.04***
Local Unemployment 0.33*** 0.21***
Kaitz Index -0.02

FirmLevel Small Firm (base) 0 0
Medium Firm -0.09*** -0.12%**
Medium-Large Firm -0.11*** -0.16***
Large Firm -0.12%** -0.17%**
Union member -0.06*** -0.08***
Tenure -0.00*** -0.00***
Limited duration contract 0.13*** 0.19***
Permanent contract (base) 0 0
Unspecified duration contract 0.25*** 0.36***

DEVELOPMENT POLICY
RESEARCH UNIT

r2 0.44 0.58

N 24110 24110
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4. Determinants of Multi-Dimensional Violation:

Local Labour Market Effects

Multi-dimensional Violation and the Local Unemployment Effect

Wage & Non-Wage Violation Non-Wage Violation

© o
o
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£
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g
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<
~ 4 8
3

O H o H

0 2 4 .6 .8 0 .2 4 .6 .8
Local Unemployment Rate Local Unemployment Rate

Notes: own calculations using LMDS 2014; Sample consists of employees of working .| |[| }. DEVELOPMENT PoLicy
age in sectors covered by Sectoral Determinations.
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4. Determinants of Multi-Dimensional Violation:

Quantile Regression Results

Quantile and OLS Regression Coefficients for the Wage & Non-Wage Index with 95%
Confidence Intervals
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4. Determinants of Multi-Dimensional Violation:

Quantile Regression Results: Local Unemployment

Quantile and OLS Regression Coefficients for Local Unemployment Rate for the Wage &
Non-Woage Index with 95% Confidence Intervals
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|
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0 2 4 .6 .8 1
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4. Determinants of Multi-Dimensional Violation:

Quantile Regression Results: Firm Size

Quantile and OLS Regression Coefficients for Firm Size for the Wage & Non-Wage Index
with 95% Confidence Intervals
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4. Determinants of Multi-Dimensional Violation:

Quantile Regression Results: Contract Type

Quantile and OLS Regression Coefficients for Contract Type for the Wage & Non-Wage
Index with 95% Confidence Intervals

b b
kY] 2
© kY
2 S
= =
N S
< S g s
©
3 Y
£ 5
g =] Oo
o N+ c N o
c© oo
S ©
: 3
S 8
2 5
E 3
= 2
o > o
o o 4
S S
o o
N : N :
o " o "
' T T T T T T ' T T T T T T
0 2 4 .6 .8 1 0 2 4 .6 .8 1
Quantile of Wage & Non-Wage Index Quantile of Wage & Non-Wage Index
95% C.l. (QReg) Beta (QReg) — — - Beta (OLS) -------- 95% C.I. (OLS)

DEVELOPMENT POLICY
RESEARCH UNIT

lll



5. Key Results & Conclusion

Non-compliance beyond the minimum wage is widespread in South Africa, but

heterogenous across regulation type.
— Paid leave and Maternity Leave are most violated.
— Sectoral overview suggests Agriculture, Forestry and Domestic Work most subject to violation
of wage and non-wage regulations.

Employers who violate the minimum wage more likely to violate non-wage

regulation, relative to firms paying the minimum wage.
— But note Wm-paying firms violating other non-Wm regulations.

Index of violation suggests:
— Headount of (Wm + NW) greater than H(NW), but intensity greater for NW than (Wm + NW)

— Minimum wage and leave violations are the key drivers of multi-dimensional violation in South
Africa

Determinants of (Wm + NW) and NW suggest:

— Expected signs where individuals in larger firms, unionised workers are less likely to be violated.

— The unemployment rate is signficantly correlated with violation, suggesting perhaps some form of
bargaining between employers and workers.

— Qreg underscores multi-dimensionality: as violations stack up, their effects are compounded

Looking Ahead: More cross-country work; Improved models of vjolation.
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Appendix:

Maternity and Paternity Leave by Gender and Sector

Maternity and Paternity Leave by Sector and Gender

Sector Proportion M?tenjlty Proportion Male P?terrrlty Sector Violation
Female Violation Violation
Wholesale & Retail 449 38% 56% 54% 47%
Agriculture 29% 75% 71% 74% 74%
Forestry 30% 65% 70% 77% 73%
Hospitality 62% 51% 38% 58% 53%
Transport 7% 30% 93% 68% 65%
Domestic Workers 81% 85% 19% 94% 87%
Private Security 22% 36% 78% 51% 47%
Contract Cleaners 64% 43% 36% 51% 46%
Overall 47% 57% 53% 61% 59%
Notes: adjusted using sampling weights; own calculations using LMDS 2014; Workers are overworked in hours if they work for more than 50 hours on average, including
overtime; the minimum wage is based on the sectoral minimum wage. Sample consists of employees of working age in sectors covered by Sectoral Determinations.

Overall rates of maternity and paternity leave violation are relatively similar by
gender, with some sectoral outliers; especially domestic work and transport.This ]I[l[
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data suggests maternity leave violation is important in its own right.



