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Executive summary

This paper examines the evolution of public and private sector employment 
at both the national and provincial levels. While the public sector share of 
employment in Canada declined during the 1990s, its growth resumed dur-
ing the first decade of the 21st century. Specifically, there was a decline in the 
public sector share of employment starting in 1992, from 26.1 percent to 22.3 
percent by 2003. Subsequently, an increase began, with a peak of 24.4 percent 
reached in 2010 and then a slight decline to 24.1 percent by 2013.

The public sector share of employment today has recovered to levels 
not seen since the early 1990s—an era of large government deficits, debt, and 
then fiscal restraint. The decline in the public sector share of employment in 
the 1990s was a response to the fiscal crisis brought about by large deficits 
and debts at both the federal and provincial levels. In the wake of the 2008–
09 fiscal crisis and recession, deficits have again grown at the federal and 
provincial levels, resulting in some measures of fiscal restraint; but the public 
sector share of employment has to date remained stable at its recovered level.

With the exception of Newfoundland and Labrador, which saw a decline, 
all the other provinces have seen an increase in their share of public sector 
employment over the 2003 to 2013 period. The biggest increase was in Ontario, 
which saw its public sector share of employment grow from 20.0 to 23.2 percent. 
That 3.2 percentage point increase represents growth in the share of 16.0 percent.

Canada has seen the public sector’s share of employment grow because 
the number of public sector employees has increased faster than the number 
of private sector employees. Specifically, from 2003 to 2013, Canada’s public 
sector employment growth rate (22.6 per cent) was more than double the pri-
vate sector rate (10.7 per cent). During this period, the growth rate of private 
sector employment was greater than the public sector rate in only one prov-
ince: Newfoundland and Labrador (14.0 percent compared to 11.8 percent). 
In Ontario, the public sector employment growth rate (27.6 percent) topped 
the private sector rate (5.6 percent) by 22 percentage points.

While government spending and employment may serve as a comple-
ment to private sector activity by providing infrastructure for private sector 
activity, there may also be adverse effects. The balance between public and 
private sector employment is of policy importance given the importance of 
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private sector wealth generation as the foundation for resources that are used 
for public sector service provision and subsequent employment generation.

An important dimension of this relationship is that public sector 
employment growth may also crowd out private sector employment, leaving 
unemployment rates either unchanged or possibly higher. While correlation 
is not causation, simple exploratory correlations suggest that, for Canada’s 
provinces over the 1990 to 2013 period, larger public sector employment 
shares are accompanied with lower growth rates of private sector employ-
ment and show a flat relationship with per-capita GDP growth rates.

A full evaluation of whether or not the public-private employment bal-
ance has an effect on employment growth and unemployment rates requires 
controlling for the government’s budget balance, the state of the business 
cycle on public sector employment, as well any potential complementarities 
between public and private sector employment. Nevertheless, these correla-
tions are of interest in demonstrating the importance of the public-private 
employment balance on economic performance and the need for further 
work that rigorously assesses causation and confounding factors.
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Introduction

Public sector employment in Canada recently resumed growing faster than 
private sector employment.1 Public and private sector economic activities do 
not exist in separate, watertight compartments and can affect each other—
sometimes with significant positive as well as negative spillover effects.2 
Public sector employment growth may indeed even crowd out private sec-
tor employment, leaving unemployment rates either unchanged or possibly 
higher.3 Indeed, the impact of the growing share of public sector employment 
on employment growth, private sector employment, the unemployment rate, 
and per-capita income growth is an important area for research and analysis.

This study examines the evolution of public and private sector employ-
ment at both the national and provincial levels. While the public sector share 
of employment in Canada declined during the 1990s, its growth resumed 
during the first decade of the 21st century. Specifically, there was a decline in 
the public sector share of employment4 starting in 1992 from 26.1 percent 
to 22.3 percent by 2003. Starting in 2004, an increase began, with a peak 
of 24.4 percent reached in 2010 and then a slight decline to 24.1 percent by 
2013. The public sector share of employment today has recovered to levels 

1. The term public sector rather than government employment is used because govern-
ment employment is a more narrow term and does not generally cover the broader pub-
lic sector that includes those who work for a crown corporation or a government funded 
establishment such as a school (including universities) or hospital.
2. Mainstream public finance theory stresses the distinction between a private sector and 
a public sector. Another view of government and the public sector, known as the Italian 
School of public finance, focuses on the role of institutions. Associated with the work of 
Antonio De Viti De Marco, it does not see the public and private sectors as watertight 
compartments. De Viti De Marco (1936) viewed public and private activity as intertwined, 
recognizing the mutual interdependence of the two sectors.
3. As Behar and Mok (2013: 4) note: “It is arguably the case that a private-sector job 
is more desirable than a public-sector job from a public policy point of view, because 
no change in unemployment means government resources could have been allocated 
elsewhere.”
4. This measure of employment excludes the self-employed.
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not seen since the early 1990s—an era that was marked by large government 
deficits, high debt, and then fiscal restraint.

Robust private sector employment growth is an important character-
istic of a successful market economy. Private sector employment flourishes 
best in an environment of free markets that provide individual opportunity 
within a stable and secure set of government institutions.5 The public sector 
provides the social and physical infrastructure needed to support and comple-
ment private sector employment activity, as well as to generate employment 
by providing those goods and services that citizens have elected to collect-
ively provide through the tax and expenditure system.6 However, increases 
in government spending and employment may also have a negative impact 
on private sector economic activity and employment via their effects on real 
wages or interest rates resulting in crowding out.7

The remainder of this report is divided as follows. The first section 
describes the data and examines employment in Canada and its breakdown 
into public sector, private sector, and self-employment over time and across 
Canada’s provinces. The second section addresses the policy implications of 
growing public sector employment shares, and reviews some of the empir-
ical literature on the impact of public sector employment on private sec-
tor employment. Finally, an exploratory analysis using simple correlations 
between public sector employment shares and economic performance vari-
ables is presented using provincial-level data.

5. The important role of institutions in affecting economic performance such as secure 
property rights and economic freedom is well documented in the Fraser Institute’s work 
on economic freedom. See <http://www.fraserinstitute.org/uploadedFiles/fraser-ca/Content/
research-news/research/publications/economic-freedom-of-the-world-2014.pdf>. For further 
work on the role of institutions in economic performance, see North (1987, 1990). As well, 
trust, well-functioning bureaucracies, and low levels of corruption have been examined as 
institutional factors determining economic growth. See Abdiweli (2003), Asoni (2008), 
Sturm and De Haan (2001), Rodrik (2007), and Rodrik et al. (2004). The central roles of 
trust and social capital are explored in Fukuyama (1996) and Knack and Keefer (1997).
6. Key public goods that are important ingredients for private sector activity include 
defence, police, and contract enforcement.
7. See Malley and Moutos (1996: 290).

http://www.fraserinstitute.org/uploadedFiles/fraser-ca/Content/research-news/research/publications/economic-freedom-of-the-world-2014.pdf
http://www.fraserinstitute.org/uploadedFiles/fraser-ca/Content/research-news/research/publications/economic-freedom-of-the-world-2014.pdf
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Data and analysis

This section examines the data on the levels of public and private sector 
employment in Canada, their evolution over time, and their distribution 
across Canada’s provinces. The next section briefly discusses the possible 
economic and employment effects of public sector employment. The employ-
ment data for this analysis was obtained from Statistics Canada (2014a) and 
consists of annual estimates of employment by class of worker for the per-
iod 1990 to 2013 using the North American Industry Classification System. 
The total employed are for all industries and total employment is defined as 
private sector employees, public sector employees, and the self-employed, 
for both sexes.

The period 1990 to 2013 is significant in Canada in that it marks the 
end of a period of post-war expansionist state activity and ever increasing 
deficits and debt. The 1990s witness the federal fiscal crisis and reforms to 
transfer payments, as well as the return to fiscal balance. There are public 
sector reforms and deregulation during this period, both at the federal level 
and across the provinces.8 The period of fiscal adjustment during the early 
1990s was followed by a period of substantial economic growth, coinciding 
with a commodity price boom that continued until the fiscal crisis and Great 
Recession in 2008–09.9

8. The 1995 federal budget put in place important fiscal reforms that reduced nominal 
spending and led to a decline in the size of government relative to the economy, budget 
surpluses, and a fall in the net debt to GDP ratio. For a discussion see Veldhuis, Clemens, 
and Palacios (2011). At the provincial level, for example, Ontario saw the launch of a ser-
ies of economic and public sector reforms. These changes were broad based and involved 
an attempt at public sector restructuring that included hospital consolidation, municipal 
amalgamation, shifting services to municipalities, consolidating school boards, property 
tax reform, and transfer cuts to transfer partners such as municipalities, schools, and 
universities. There was also electricity reform with the proposed deregulation and pri-
vatization of Ontario’s electricity system. See Di Matteo, Clemens, and Palacios (2014).
9. From 1995 to 2008, real GDP in Canada grew at an average of 3 percent annually. In 
2009, real GDP shrank by 2.7 percent but then resumed growth, though at a lower aver-
age rate. Between 2010 and 2013, the average annual rate of real GDP growth was 2.6 
percent (Statistics Canada, 2015, and author’s calculations).
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Data description

Public sector employees are defined as those who work for a local, provin-
cial, or the federal government, for a government service or agency, a crown 
corporation, or a government funded establishment such as a school (includ-
ing universities) or hospital. Private sector employees are defined as those 
who work as employees of a private firm or business. If a worker is not in an 
employer-employee relationship, then they are deemed to be self-employed. 
In 2013, public sector employees accounted for 21 percent of total employ-
ment, while private sector employees accounted for 64 percent and the self-
employed 15 percent.

It should be noted that these are official definitions employed by 
Statistics Canada, but there may indeed be some potential for overlap in terms 
of these classifications. The self-employed are not public sector employees 
but as they are not in an employer-employee relationship, they are categor-
ized separately from private sector employees. It should also be noted that 
one can be self-employed and be working on contract to the government, 
or a private sector firm may have government contracts with its employees 
engaging in work on behalf of the public sector. It is not possible to disentangle 
these potential features from the data as constructed by Statistics Canada.

Canada

Total employment (private, public, and self-employed) in Canada grew from 
13.1 to 17.7 million between 1990 and 2013, with an average annual growth 
rate of 1.3 percent (figure 1, figure 2).10 Over the period 1990 to 2013, the num-
ber of public sector employees grew from 2.8 to 3.6 million—an annual aver-
age growth rate of 1.2 percent—while the number of private sector employees 
grew from 8.5 to 11.4 million for an annual growth rate of increase of 1.3 per-
cent. While the self-employed represent the smallest proportion of the total 
employed, their numbers grew from 1.8 to 2.7 million between 1990 and 2013, 
exhibiting the fastest average annual growth rate of 1.7 percent.

10. When only the number of employees (private and public employees with the self-
employed excluded) is considered, growth is from 11.2 to 15.0 million, representing an 
average annual growth rate also of 1.3 percent.
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Figure 1
Employment in Canada (millions), 1990–2013

Source: Statistics Canada, 2014a.

Figure 2
Average annual employment growth in Canada, 1991–2013

Source: Statistics Canada, 2014a.
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Figure 3 illustrates changes in the share of public sector employment 
over time in Canada as a share of employment, both including and excluding 
the self-employed. While shares differ, the trend over time in the public sec-
tor share of employment is the same, whether or not the self-employed are 
accounted for. There was a decline in the public sector share of employment 
(excluding the self-employed) starting in 1992 from 26.1 percent and con-
tinuing into the early 21st century. The public sector share of employment was 
smallest in 2002 and 2003 at 22.3 percent. Afterwards, an increase began, 
peaking at 24.4 percent in 2010 followed by a slight decline to 24.1 percent 
by 2013.11 While the effects of the 2009 recession were undoubtedly a factor 
in some of this increase, expansion of the public sector share of employment 
was underway prior to 2009.

The public sector share of employment today has recovered to levels 
not seen since the early 1990s—an era of large government deficits, debt, and 
then fiscal restraint. The decline in the public sector share of employment in 
the 1990s was a response to the fiscal crisis brought about by large deficits and 
debts at both the federal and provincial levels. In the wake of the 2008–09 
Great Recession, deficits have again grown at the federal and provincial lev-
els, resulting in some measures of fiscal restraint, but the public sector share 
of employment has to date remained stable at its recovered level.

11. When analyzed as a share of total employment, public sector employment declined 
from 22.1 percent in 1992 to 18.8 percent by 1999. It then remained stable and started 
rising after 2003, reaching 20.6 percent by 2010.

Figure 3
Public sector share of employment in Canada, including 
and excluding self-employed, 1990–2013

Source: Statistics Canada, 2014a; author’s calculations.
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The Provinces

There is also variation in the extent of public and private sector employment 
across Canada’s provinces. Figure 4 presents the growth in total employment 
(including the self-employed) in Canada and the provinces over the period 
1990 to 2013. Recall that the data by province includes public sector employ-
ees from all levels of government (local, provincial, and federal). Alberta and 
British Columbia dominated total employment growth during this period 
at 73.2 and 48 percent respectively—both growing above the Canadian rate 
of 35.5 percent. They are followed by Prince Edward Island, Ontario, and 
Quebec, then Manitoba, Saskatchewan, Nova Scotia, New Brunswick, and 
finally Newfoundland and Labrador in last place at 12.5 percent.

Figure 4
Percent growth in total employment (including self employed), 
Canada and Provinces, 1990–2013

Source: Statistics Canada, 2014a.
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Figures 5a, 5b, and 5c present the growth rate across the three categor-
ies making up total employment for each province over the ten-year period 
2003 to 2013. With respect to public sector employment growth over the 
2003 to 2013 period, it was the largest in Alberta at 31.9 percent, followed by 
Ontario at 27.6 percent and then British Columbia and Saskatchewan at 24.3 
and 22.9 percent respectively. The lowest growth in public sector employ-
ment was for New Brunswick at 9.7 percent, with the other low public sector 
employment growth provinces being Quebec, Manitoba, Nova Scotia, and 
Newfoundland and Labrador.
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Figure 5a
Percent growth in public sector employment, 2003–2013

Source: Statistics Canada, 2014a.
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Figure 5b
Percent growth in private sector employment, 2003–2013

Source: Statistics Canada, 2014a.
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Alberta leads the provinces in private sector employment growth over 
this period with an increase of 29.3 percent, followed by Saskatchewan and 
Newfoundland and Labrador as the next highest at 16.0 and 14.0 percent 
respectively. The lowest private sector employment growth during this period 
was in Nova Scotia at 1.1 percent; the bottom five private sector employment 
growth performers also included Prince Edward Island, Quebec, Ontario, 
and New Brunswick. Robust private sector employment growth during this 
period especially marked the more resource intensive provinces.

Finally, self-employment growth between 2003 and 2013 was greatest 
in Alberta, Ontario, and British Columbia at 17.4, 15 and 12.5 percent respect-
ively. Nova Scotia and Quebec were next at 12.0 and 10.6 percent, followed by 
Saskatchewan and Prince Edward Island at 9.3 and 2.8 percent. There was actually 
a decline in self-employment in Newfoundland and Labrador (-13.7 percent) 
New Brunswick (-7.7 percent) and Manitoba (-1.4 percent) during this period.

Figure 5c
Percent growth in self-employment, 2003–2013

Source: Statistics Canada, 2014a.
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Table 1
Growth rates for public and private sector employment 
and percentage point differential, 2003–2013

Public sector
(%)

Private sector
(%)

Differential
(pp)

ON 27.6 5.6 22.0
Canada 22.6 10.7 11.9
NS 12.6 1.1 11.5
BC 24.3 14.0 10.3
PE 20.9 10.9 10.0
NB 9.7 2.1 7.6
SK 22.9 16.0 6.8
QC 16.1 10.1 6.0
MB 15.6 12.1 3.6
AB 31.9 29.3 2.5
NL 11.8 14.0 -2.2

Source: Statistics Canada, 2014a.

Of course, growth in public and private sector employment can also 
be considered in relation to each other. If public sector employment grows 
faster than private sector employment, this will cause the share of public sec-
tor employment to increase. Table 1 displays the growth rates of public and 
private sector employment from 2003 to 2013 and the percentage point dif-
ference, while figure 6 presents the percentage point difference in the growth 
rate between public and private sector employment for the 2003 to 2013 
period, ranked from highest to lowest.12 The table shows that, for Canada 
as a whole, public sector employment grew much faster than private sector 
employment. In fact, at 22.6 percent, public sector employment grew by more 
than double the rate of private sector employment (10.7 percent), resulting 
in an 11.9 percentage point differential.

12. It should be noted that if done for the entire 1990 to 2013 period, public sector 
employment growth in Alberta (38 percent) is much lower than private sector employ-
ment growth (86 percent), resulting in a negative 48 percntage point difference. Nova 
Scotia, Manitoba, New Brunswick, Quebec, and Newfoundland and Labrador also have 
public sector employment growth that is less than private sector employment growth, 
with differentials ranging from -7.5 to -4.5 percentage points. In the remaining provinces, 
the growth rate of public sector employment exceeded that of the private sector, gener-
ating a differential ranging from positive 3.6 percentage points in Saskatchewan to 23.3 
percentage points in Prince Edward Island.
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During this period, the growth rate of private sector employment was 
greater than that of the public sector in only one province—Newfoundland 
and Labrador—with private sector employment growth of 14.0 percent ver-
sus public sector growth of 11.8 percent resulting in a positive 2.2 percentage 
point difference. In all of the remaining provinces, the growth rate of public 
sector employment exceeded that of the private sector, generating a negative 
differential ranging from 2.5 percentage points in Alberta to 22 percentage 
points in Ontario.

Finally, figure 7a presents the public sector share of employment 
(excluding self-employment) in 2003 and 2013 for Canada and the prov-
inces, and ranks them based on their share in 2013. Because all provinces, 
except Newfoundland and Labrador, saw the growth in public sector employ-
ment outpace that of the private sector, the public sector share of employ-
ment is higher in 2013 than in 2003. In 2013, Alberta, Ontario, and British 
Columbia had the lowest public sector shares of employment while Prince 
Edward Island, Newfoundland and Labrador, and Saskatchewan had the high-
est. With the exception of Newfoundland and Labrador, which saw a decline, 
all the other provinces have seen an increase in their share of public sector 
employment over the ten years leading up to 2013. The biggest increase (of 
just over 3 percentage points) was for Ontario, which saw its public sector 
share of employment grow from 20.0 to 23.2 percent.

Figure 6
Percentage point difference between public and 
private sector employment growth rates, 2003–2013

Source: Statistics Canada, 2014a.
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Figure 7a
Public sector share of employees (excluding self-employment), 
Canada, 2003 and 2013

Source: Statistics Canada, 2014a; author’s calculations.
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Figures 7b and 7c illustrate the size of the increases. In terms of the 
percent change in the public sector share of employment, the largest was in 
Ontario at 16.0 percent, followed by Nova Scotia at 8.0 percent and British 
Columbia at 6.8 percent (figure 7b). When ranked by the percentage point 
change alone (figure 7c), the biggest increase of over 3 percentage points was 
for Ontario, which saw its public sector share of employment grow from 20.0 
to 23.2 percent. Next is Nova Scotia at 2.1 percentage points and then Prince 
Edward Island at 1.9 percentage points. Whether using change in percent or 
percentage points, Manitoba, Alberta, and Newfoundland rank the lowest in 
the increase in their public sector share of employment between 2003 and 2013.

The large increase in the share of public sector employment in Ontario 
after 2003 coincides with a period accompanied by tax increases, increases 
in public sector spending, and increased public sector employment, as well 
as a slowdown in Ontario’s economic growth.13 Indeed, the period from 2001 
to 2012 saw Ontario with the lowest rate of growth in real per-capita GDP in 
the country (Di Matteo, Clemens, and Palacios, 2014: 10).

13. For a discussion, see Di Matteo, Clemens, and Palacios (2014).
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Figure 7c
Percentage point change in public sector share of employment 
(excluding self-employed), 2003–2013

Source: Statistics Canada, 2014a; author’s calculations.
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Figure 7b
Percent change in public sector share of employment 
(excluding self-employed), 2003–2013

Source: Statistics Canada, 2014a; author’s calculations.
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There does appear to be a broad relationship between a government’s 
fiscal situation, changes in the public sector share of employment, and eco-
nomic growth that is worth noting for the period from 1990 through 2013. 
According to data from the 2014 Federal Fiscal Reference Tables, from 1991 
to 1997 (recession and recovery), the average annual deficit across all three 
levels of government was $39.399 billion; from 1998 to 2008 (more robust 
growth), there was an average annual surplus of $21.011 billion; and from 
2009 to 2013 (recession and slower growth), there was an average annual 
deficit of $48.490 billion (Canada, 2014: tables 33, 34; author’s calculations). 
Meanwhile, average annual real GDP growth for the period 1991 to 1997 was 
2.1 percent, for 1998 to 2008 it was 3.0 percent, and for 2009 to 2013 it was 
1.5 percent (Statistics Canada, 2015; author’s calculations). Periods of slower 
economic growth are accompanied by larger fiscal deficits.

As well, the public sector shares of employment were higher in the 
1991 to 1997 and post-2009 periods relative to the 1998 to 2008 period. 
These results suggest that lower public sector deficits and a lower public sec-
tor share of employment were accompanied by higher real GDP growth. Part 
of the reason for this relationship may lie in the greater sensitivity of private 
sector employment to fluctuations in the economy. When recessions occur, 
they typically affect employment in the private sector first, while public sec-
tor employment is less impacted by shocks driven by the business cycle (see 
Kopelman and Rosen, 2014).

At the same time it should be noted that, even during the period of 
more robust economic growth from 1998 to 2008, public sector employ-
ment in some provinces actually grew faster than private sector employ-
ment. For example, during the period 1998 to 2008, public sector employ-
ment in Ontario and Manitoba grew at average annual rates of 2.9 and 1.9 
percent respectively, while their private sector employment growth averaged 
2.1 and 1.7 percent. Meanwhile, since 2003, Alberta has been experiencing 
an economic boom and its public sector employment actually grew faster 
than private sector employment. It is worth further exploring the implica-
tions of larger public sector employment and the balance with private sector 
employment.
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Implications of a growing public sector 
share of employment

A key feature of the relationship between public and private sector employ-
ment14 is that public sector employment is ultimately financed by taxation and 
tax revenues that are a function of private sector activity.15 The private sector 
is the main source of wealth creation in an economy, and of the resources 
needed to provide public goods and ultimately generate public sector employ-
ment. However, the activities of the public sector can have both positive and 
negative effects on private sector wealth generation.

Macroeconomic theory maintains that changes in government 
expenditure may result in crowding-out effects.16 A dollar spent by govern-
ment may displace a dollar of private sector spending. If government finances 
its spending by borrowing, it may drive up interest rates, which in turn lead 
to a reduction in private sector investment. However, these effects are the 
largest in an economic environment where resources are fully employed. If 
there are unemployed resources in an economy—as for example during a 

14. The relationship between public and private sector employment is based on the dis-
tinction between private and public sector activity as laid out in public finance theory. 
Boadway and Wildasin note: “The purpose of an economic system is to allocate the scare 
resources of an economy to the production of goods and services for the use of individ-
uals in society” (1984: 13), and this can be done via firms operating under the institutional 
mechanism of the price system—the private sector—or it can be done by resources from 
the private sector allocated via government—the public sector.
15. Governments can also fund their activities by running deficits, but these are merely 
deferred taxes.
16. For a classic exposition of crowding out, see Carlson and Spencer (1975). See also 
some traditional textbook expositions of the crowding out effects of fiscal policy using 
the IS-LM macroeconomic model such as Dornbusch, Fisher, and Sparks (1993: 129–35) 
and Galbraith and Darity (1994: 150–53). Some of the recent literature has focused on 
the impact of government expenditure shocks on consumption, output and wages. For 
an example, see Engemann, Owyang, and Zubairy (2008).
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recession—then government spending need not crowd out private sector 
spending.17

Increases in government employment can have a negative impact on 
private sector employment by increasing real wages, and can also reduce 
labour supply and ultimately employment via the taxes needed to finance the 
increase in government employment. The crowding out of private employ-
ment by government can be further divided into direct and indirect effects.18 
When government expenditure and employment creation affects prices in 
markets such as real wages or real interest rates, there in an indirect displace-
ment effect. However, if government directly displaces private employment 
by employing labour in activities that can be performed by the private sec-
tor—such as railways or public utilities—then there is a direct displacement 
effect, which can reduce employment. This displacement can be compounded 
by the fact that compensation in the public sector for types of work similar 
to those done in the private sector is often higher.19

If government employment provides goods that complement private 
production, then it could increase total employment. On the other hand, 
if government employment supplants what the private sector does, then it 
reduces total employment. The degree of crowding out also depends on the 
responsiveness of both labour demand and labour supply to real wages, as 
well as the general state of the labour market in terms of whether the econ-
omy is at or near full employment.

There is an empirical literature on public sector employment and its 
effects on employment—private sector employment in particular—with 
respect to the degree of crowding out. That is, any positive effect on employ-
ment through public sector job creation may be offset by a reduction in pri-
vate sector employment elsewhere in the economy by changing local wages 
and prices. The degree of crowding out is a function of the substitutability of 
public and private sector employment, as well as of the size of any economic 
job rents provided in the public sector (Faggio and Overman, 2012: 3).

17. Much of the macroeconomic literature on crowding out focuses on fiscal policy. An 
increase in government demand financed by either taxes or public debt may displace pri-
vate demand by an equal amount, resulting in a failure to stimulate total economic activity. 
As a result, there would be no lasting effect on either real income or employment—in other 
words, the government expenditure multiplier would be zero. Afonso and Sousa (2009), 
in their analysis of the macroeconomic effects of government fiscal policy, find that gov-
ernment expenditure shocks do not have a significant effect on private consumption but 
can have a negative effect on private investment leading to crowding-out effects. For an 
elementary discussion of the effects of government fiscal policy, see also Krugman, Wells, 
Au, and Parkinson (2014: 419–20). For another view, see Veldhuis and Lammam (2010).
18. See Malley and Moutos (1996: 290).
19. See Lammam, Palacios, Ren, and Clemens (2015a, 2015b, 2015c), 
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Edin and Holmlund (1997), using data for 22 OECD countries from 
the late 1960s to 1990, found a rise in public sector employment only reduced 
unemployment rates in the short run and had no significant effect on changing 
the unemployment rate in the long run. Boeri, Nicoletti, and Scarpetta (2000) 
used a sample of 19 OECD countries over the period 1985 to 1992 and found 
that 10 additional public sector jobs resulted in the reduction of 3 private 
sector jobs.

Algan, Cahuc, and Zylberberg (2002) examine the consequences of 
public sector employment on labour market performance in 17 OECD coun-
tries over the period 1960 to 2000 and find an important crowding-out effect 
on the private sector that increased unemployment. Their evidence estimates 
that the creation of one public sector job resulted in the reduction of 1.5 pri-
vate sector jobs.

Faggio and Overman (2012) examine British labour market data at 
the local level for the 2003 to 2007 period and find that, while public sector 
employment appears to have had no identifiable effect on total private sector 
employment, it did affect sectoral composition. Each additional public sector 
job created 0.5 jobs in construction and services while crowding out 0.4 jobs 
in the manufacturing sector.

Behar and Mok (2013) examine a large cross-section of developing 
and advanced economies and regress private sector employment rates and 
unemployment rates on measures of public sector employment. They find 
substantial crowding out. Data for up to 194 countries over the period 1988 to 
2011 show that high rates of public employment have a large negative impact 
on private employment rates, and do not reduce overall unemployment rates.

Finally, the relationship between public sector employment and eco-
nomic performance is important from another perspective. Baumol’s cost-
disease argument maintains that service-based activities are labour intensive 
and have lower productivity growth than more capital intensive activities such 
as manufacturing. Since government is primarily a service activity and labour 
intensive, any growing demand for government services as the economy and 
income grow means that government employment will grow.

Cost disease argues that the production of government output is labour 
intensive and lower productivity, while the demand for government output is 
income elastic. Therefore, as income rises, government production grows and 
absorbs a rising share of national output, but output grows at a slower rate 
(Baumol, 1967, 1993; Baumol and Bowen, 1966). As a result, greater public 
sector employment today can mean slower growth and ultimately less private 
sector employment growth in the long run.

The potential implications of the balance between public and private 
sector employment for economic performance are explored in figures 8 to 11 
to determine whether larger public sector employment shares are correlated 
with weaker economic performance and employment growth.
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Figure 8 presents a smoothed relationship between total employment 
growth and public sector employment share using a simple curve fitting tech-
nique known as LOWESS.20 Figure 8 plots the growth rate in total employ-
ment (including the self-employed) against the public share of total employ-
ment for the provinces for the 1991 to 2013 period. The relationship is found 
to be negative. That is to say, larger public sector shares of total employment 
are correlated with lower growth rates of total employment.

20. LOWESS (locally weighted scatterplot smoothing) is a non-parametric regression 
technique, which estimates a line of best fit without assuming a specific functional form 
and is not as sensitive to the presence of outliers in the data. In fitting LOWESS curves, the 
crucial decision involves the size of the smoothing parameter or bandwidth over which 
the locally weighted regressions used in the estimation process are estimated. Larger 
bandwidths provide greater degrees of smoothing while smaller bandwidths provide more 
variation in the final smoothed curve. For references on LOWESS see Cleveland (1979, 
1985, 1993).

Figure 8
LOWESS smooth of provincial total employment growth rate versus provincial 
public sector shares of total employment (bandwidth = 0.8), 1991–2013

Source: Statistics Canada, 2014a.
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Figure 10 takes the analysis one step further and plots the average 
annual monthly provincial unemployment rate versus the annual public sec-
tor share of total employment and then estimates a LOWESS smooth. Figure 
10 shows a distinct positive relationship between the proportion of public 
sector employment and the unemployment rate in a province. That is, larger 
public sector shares of total employment are correlated with higher provin-
cial unemployment rates.

Finally, figure 11 plots annual real per-capita provincial GDP growth 
rates against the public sector share of total employment to estimate a 
LOWESS smooth and finds that the relationship is flat. The growth rate of 
real per-capita GDP appears to be relatively constant in the face of vary-
ing shares of public sector employment. While large public sector employ-
ment shares do not appear negatively correlated with real per-capita income 
growth, neither are they positive.

Figure 9 examines the relationship differently by plotting the smoothed 
relationship between annual provincial private sector employment growth 
and the provincial public sector share of total employment for the period 1991 
to 2013. Again, there is a negative relationship. That is to say, larger public 
sector shares of total employment are correlated with lower growth rates of 
private sector employment.

Figure 9
LOWESS smooth of provincial private sector employment growth rate versus 
provincial public sector shares of total employment (bandwidth = 0.8), 1991–2013

Source: Statistics Canada, 2014a.
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Figure 10
LOWESS smooth of provincial unemployment rate versus provincial public sector 
shares of total employment  (bandwidth = 0.8), 1991–2013

Source: Statistics Canada, 2014a.

Figure 11
LOWESS smooth of real per-capita GDP growth rates versus provincial public 
sector shares of total employment  (bandwidth = 0.8), 1991–2013

Sources: Statistics Canada, 2014a, 2014b, 2015.
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However, these are correlations and not necessarily indicative of causa-
tion. Figures 8 through 11 do not control for any other confounding factors 
that might also affect employment growth or the unemployment rate, such 
as the state of the government’s budget balance or the business cycle. For 
example, the argument can be made that public sector employment is natur-
ally going to be more important during periods of economic downturn, while 
private sector employment may be more sensitive to economic growth than 
public sector employment once the economy improves.

Indeed, a full evaluation of whether or not the public-private employ-
ment balance has an effect on employment growth and unemployment rates 
requires a regression approach that controls for the government’s budget 
balance and the effect of the business cycle on public sector employment, 
as well any potential complementarities between public and private sector 
employment. Nevertheless, these correlations are of interest in demonstrat-
ing the importance of the public-private employment balance on economic 
performance and the need for further work that rigorously assesses causation 
and confounding factors.
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Conclusions

Between 1990 and 2013, total employment in Canada grew from 13.1 to 17.7 
million representing a percentage increase of 35.5 percent. Over the same 
period, the number of public sector employees grew from 2.8 to 3.6 million—
an increase of 31.6 percent—while the number of private sector employees 
grew from 8.5 to 11.4 million for an increase of 34.2 percent. While the self-
employed represent the smallest proportion of total employment, between 
1990 and 2013, their numbers grew from 1.8 to 2.7 million and exhibited the 
fastest growth rate at 47.4 percent.21

The ten years since 2003 have been marked by a resurgence in public 
sector employment in Canada and the provinces. Public sector employment 
in Canada grew 22.6 percent over the period 2003 to 2013, while private sec-
tor employment only grew 10.7 percent.

While the public sector share of employment in Canada declined dur-
ing the 1990s, its growth resumed during the first decade of the 21st century. 
There was a decline in the public sector share of employment (excluding the 
self-employed) starting in 1992, from 26.1 percent to 22.3 percent by 2003. 
Afterwards, an increase began, with a peak of 24.4 percent reached in 2010 
and then a slight decline to 24.1 percent by 2013. The public sector share of 
employment today has recovered to levels not seen since the early 1990s—an 
era of large government deficits, debt, and then fiscal restraint.

With the exception of Newfoundland and Labrador, which saw a 
decline, all the other provinces have seen an increase in their share of public 
sector employment over the 2003 to 2013 period. The biggest increase was 
in Ontario, which saw its public sector share of employment grow from 20.0 
to 23.2 percent. That 3.2 percentage point increase represents growth in the 
share of 16.0 percent.

Public sector expenditure and employment may indeed serve as a com-
plement to private sector activity by providing social or physical infrastruc-
ture for the latter. Nevertheless, the balance between public and private sector 
employment is of policy importance, given the importance of private sector 

21. The percentages calculated in this paragraph are based on actual data which, due to 
rounding, may not equal the rates based on the displayed data.
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wealth generation as the foundation for resources that are used for public 
sector service provision and subsequent employment generation.

An important dimension of this relationship is that public sector 
employment growth may also crowd out private sector employment, leaving 
unemployment rates either unchanged or possibly higher. While correlation 
is not causation, simple exploratory correlations suggest that for Canada’s 
provinces over the 1990 to 2013 period, larger public sector employment 
shares are accompanied by lower growth rates of private sector employment 
growth, and show a flat relationship with per-capita GDP growth rates.
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