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1. Introduction:  
 
There are two versions of  the Labour Flow Analysis tool….one for lower tier and 
single tier municipalities (Census Sub-Divisions or csds) and one for upper-tier 
municipalities (Census Divisions or cds).  These are in separate files on the Com-
pact Disc provided.  
 
2. What is labour flow analysis? 
 
Labour Flow Analysis provides a picture of  the movement of  labour in and out of  
a municipality.  It compares the number of  jobs in each sector held by local resi-
dents (who may work outside the community) with the number of  jobs in the 
same sectors held by people working in the community (some of  whom may live 
outside the community).  This analysis also includes a measurement of  the relative 
concentration of  employment in each sector, based on the resident employed la-
bour force and the workforce employed by local establishments.   
 
3. How to use the tool: 
 
When you open the Labour Flow Analysis file, you will be in the main worksheet 
that is marked “LQ CSD” or “LQ CD” on the tab at the bottom of  the sheet.  
The other three worksheets are labelled “2006 resid”, “2006 work” and 
“GRAPH”.  Please do not try to change anything in these worksheets, such as la-
bels or headings, since the tool may not work properly if  you do! 
 
At the top of  the main worksheet, you will see the name of  the selected commu-
nity at the top right, and buttons for selecting communities, clearing filters and 
formatting the chart for printing.   
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The Labour Flow Analysis chart has several columns that reflect different dimen-
sions of  employment by sector in the local economy.  From left to right in the 
chart, the headings are: 
 
Sectors (NAICS1 Classification): names of  individual sectors/industries.  The 
LFA tool for csds and cds has up to 4 digit NAICS 
 
# Employed in Ontario: total employment for the resident labour force in On-
tario, for all industries combined 
 
Jobs in (Selected Community/Region): number of  people employed by local 
industries; workers may or may not be local residents 
 
Employed Resident Labour Force: number of  local residents employed in the 
sector, whether or not they work in the community/region 
 
_____________________________ 
 
1   The North American Industry Classification System (NAICS) is an industry classification system 
developed by the statistical agencies of Canada, Mexico and the United States. Created against the 
background of the North American Free Trade Agreement, it is designed to provide common defini-
tions of the industrial structure of the three countries. It has a hierarchical structure. At the highest 
level, it divides the economy into 20 sectors. At lower levels, it further distinguishes the different eco-
nomic activities in which businesses are engaged. 
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Net Export (-) or Import (+) of  Labour: indicator of  the extent to which la-
bour is flowing out of  or into the community to work in a sector    
 
LQ Jobs in (Selected Community/Region): location quotient or level of  em-
ployment concentration for local jobs in the sector 
 
LQ Jobs – Level:  LQs are Very High if  over 5.0, High if  between 1.25 and 5.00, 
Medium if  0.75 to 1.25 and Low if  less than 0.75.   
 
LQ Employed Resident Labour Force: location quotient or level of  employ-
ment concentration for the resident labour force working in the sector 
 
LQ Employment Resident Labour Force – Level:  low, medium, high or very 
high 
 
The key indicator in this analysis is the “Net Export (-) or Import (+) of  Labour”, which 
shows the pattern of  labour flow in and out of  the community/region to jobs in the sector.  This 
information should be compared to local knowledge about commuting patterns and the distance/
destination that local residents are traveling to outside jobs.   
 

Step #1: Select Community & Generate Results 
 
Click on the box marked “Select Community”, or “Select County”, which will 
take you to a pick list of  all municipalities in the province.  The list organizes mu-
nicipalities by their geographic location in the province, but you can see an alpha-
betical list by clicking on the “filter button” (small inverted triangle) at the top of  
the column.   
 
To select a municipality/region, click on its name and then click on the box at the 
top of  the sheet, as indicated.  The results for the municipality will be automati-
cally generated and you will be taken back to the main sheet. 
 
Step #2: Adjust Tabular results 

 
You can manipulate the table in many ways, depending on the type of  information 
desired.  Two of  the main functions you will likely find useful are: 
• Sorting / Filtering Columns: at the top of  each column are small boxes with 

inverted arrows that enable you to filter out information.  If  you click on one 
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of  these buttons, you will see a pick list that has at the top “All”, then “Top Ten”, 
then “Custom”.  “All” is the default and gives you the values for every industry 
and sub-sector.  “Top Ten” gives you the option of  selecting the top ten, or bot-
tom ten.  You can even change the number from 10 to any desired number.  
“Custom” lets you select parameters for any of  the variables (i.e. column heading).  
This would include choices as specific as “LQ is greater than 1.0”. 
 
 
 
 
 
 
 
 
 
 
 
• EXAMPLE: You can use this feature for reducing the number of  sectors 

shown to only higher-level major groups or Sectors.  Click on the inverted tri-
angle at the top of  the Sector column.  Select “custom” then change “equals” to 
“contains” from the scroll down pick list in the left hand window and then type 
in “Sector” in the right hand window.  The program would then only show the 
industry Sectors, like manufacturing and construction.  

 
• Clear Filters: when you want to return to the original table with all rows in-

cluded, you can click on the box at the top of  the sheet marked “clear filters”.  
You can also clear filters by clicking on the filter button (inverted triangle) at 
the top of  the column you filtered, and then select “all”. 

 
Step #3: Printing 
 
The print area has been set for you to print the table.  If  you would like fewer col-
umns, you can “hide” columns as explained above.   
 
Step #4 (Optional): GRAPH 
 
A graph has been included in the LFA tool.  The source of  data is the Place of  
Work and Place of  Residence employment numbers for the selected area.  The 
graph will show both values.  If  all sectors are showing in the main worksheet, the 
graph will be hard to read.  You will need to filter the “sector” column so that only  

 Filter Button at the top of every col-
umn for selecting “top ten” (or any 
number), for custom filtering (e.g. you 
choose parameters) and for selecting 
an individual value or variable in a col-
umn; Clear the filter by clicking on the 
button again and selecting “all” from 
the tope of the pick list; or click on the 
“clear filters” box, if available. 
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the highest level industries are showing, as explained above under Step #2. 
 
4. Data Source: 
 
Labour Flow Analysis (LFA) uses customized employment data by sector, from 
the 2001 Statistics Canada Census of  Population.  LFA uses two types of  employ-
ment data:  

• “Place of  Residence”, which reflects the employed resident labour force 
and 

• “Place of  Work”, which reflects the workforce employed by local estab-
lishments.   

 
5. Formula: 
 
The only formula used in this analysis is for location quotients: 
 
 
 
 
 
 
 
 
 
 
The formula used here compares local % employment to provincial % employ-
ment, because it assumes that the province is a complete economy, with every 
sector represented.  It is therefore a good standard to which the local economy is 
compared.  
 
The calculation for Net Export or Import of  Labour is simple: 

 

LOCATION QUOTIENT =  
 

% of local employment in sector A, 
÷ 

% of provincial (Ontario) employment in sector A 

# of Local Jobs in Sector - # Employed Resident Labour 
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6. Interpretation: 
 
6.1 Import /Export of  Labour 

Interpreting the import/export of  labour is straightforward.  If  a negative num-
ber appears in this column, it means that the size of  the resident employed labour 
force is larger than the number of  jobs available in the sector in the municipality 
or region.  Therefore, it indicates that people are commuting out of  the municipal-
ity to work in this sector, or the municipality is “exporting” labour.    
 
Conversely, if  the number is positive, there are more local jobs in the sector than 
the resident labour force employed in the sector.  Therefore, it indicates that peo-
ple are commuting into the area to work in the sector, or the area is “importing” 
labour.   
 
The limitation of  this analysis is that we can’t tell where the imported workers are 
coming from or to which locations local residents are commuting.  This would de-
pend on knowledge of  the area and the surrounding communities and businesses.  
However, it does provide a quantitative measure of  the volume of  in and out 
flows of  labour. 
 
It also might suggest opportunities for developing local businesses in the same 
sector as those that are exporting labour to other areas.  It would be advisable to 
supplement this analysis with an assessment of  the skills and qualifications of  lo-
cal residents, starting with a review of  Census data on occupations and fields of  
study for post-secondary graduates.  
 

5.2 Location quotients 
Interpreting a location quotient starts with seeing where it fits into the following ranges: 
 

LQs < 0.75 (“low”) indicate that local needs are not being met by the sector and the municipal-
ity is importing goods and services in that sector.   
 

LQs between 0.75 and 1.25 (“medium”) indicate the community is self-sufficient in that sector.  
LQs of 1.0 result if local % employment is equal to provincial % employment in the sec-
tor.   
 

LQs > 1.25 (“high”) indicate that the sector is serving needs that extend beyond the boundaries 
of the municipality.  The sector is likely “exporting” goods and services.   
 

LQs of 5 and over are very high and suggest a high level of local dependence on the sector.  



8 

Your interpretation should include looking at the LQs for the industry 
“Sector” (highest level – 1 digit), “Major Group/Sector” (2 digit) and specific 
“industry” (3-4 digit NAICS).  You may find, for example, that manufacturing has 
a relatively low location quotient, since it does not represent a high percentage of  
local employment.  Meanwhile, however, you may find that some manufacturing 
sub-sectors (e.g. wood products manufacturing) have high location quotients, since 
the percentage they represent of  local employment is high compared to the aver-
age for the province, suggesting a specialization in that type of  manufacturing for 
the community.  
 

LQ for Place of  Work vs. LQ for Place of  Residence 
 
Basically, the difference between an LQ for Place of  Work and an LQ for Place of  
Residence, is that the first indicates the level of  specialization of  local businesses/
sectors, while the latter indicates the level of  specialization of  the local, resident 
labour force. 
 
It is interesting to map location quotients for a region and for a specific sector, us-
ing first Place of  Residence data, then Place of  Work data.  The maps, below illus-
trate how the location quotients can indicate where there are concentrations of  
businesses in a sector and where there are concentrations of  labour for those busi-
nesses. 

Resident Labour Force Employment Concentration
Primary Metal Manufacturing , 2001

LQ= location quotient: ratio of local % employment in a sector to provincial % employment in the sector; over 1.25 
indicates relatively high concentration of employment, while under .75 indicates relatively low concentration

 The Concentration of Employ-
ment in Primary Metal Manu-
facturing (Place of Residence) 
is high in Strathroy-Caradoc, 
LQ 1.6, but lower than Place 
of Work (see map, below) 
 

 High Concentration of Em-
ployment in Primary Metal 
Manufacturing in the Resi-
dent Labour Force in Ade-
laide-Metcalfe LQ 2.25 
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Limitations of  LQs: 
A Location Quotient is not “Rocket Science”: LQs tell us about the mix and 
relative significance of  local sectors using Census employment values as indicators 
of  productive capacity.  No indicator is perfect, however, and it’s important to un-
derstand the limitations of  using Census employment data:   
 

• First, employment is not necessarily a good indicator of  productivity.  A 
local sector may have relatively high employment, but be quite inefficient 
compared to its provincial counterparts.  Similarly, another local sector may 
employ very few people, simply because it uses a highly efficient and capi-
tal-intensive production process.   

• Second, the Census employment data is based on Census respondents’ 
subjective answer about their employment on the long questionnaire that 
only 1 in 5 Canadians have to fill in.  In other words, the employment fig-
ures should not be assumed to be totally accurate.   

 
Don’t Jump to Conclusions!: Sometimes you will hear people suggest that if  a 
location quotient for a particular sector is low, that the community should invest in 
that sector because it represents a “gap” in the local economy.  However, it is im-
portant to recognize that it is unrealistic, especially in smaller communities, to have 
every sector represented.  This is particularly so when looking at specific sub-
sectors, such as 3 or 4 digit manufacturing sectors (e.g. 258 coffin and casket in-
dustry). 

Local Employment Concentration (employed by local businesses)
Primary Metal Manufacturing  , 2001

LQ= location quotient: ratio of local % employment in a sector to provincial % employment in the sector; over 1.25 
indicates relatively high concentration of employment, while under .75 indicates relatively low concentration

 Very High Place of 
Work Concentration of 
Employment  in 
Strathroy-Caradoc, LQ 
5.5 

 Low Place of Work Concen-
tration of Employment in 
Primary Metal Manufactur-
ing Adelaide-Metcalfe LQ 
0.72 
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However, every community should have a balanced mix of  sectors, and should 
not be overly dependent on one or two sectors.  To identify sectors that it would 
make sense to develop, decision makers need to consider the existing sector mix 
and “driving” sectors.  If  the community is importing goods that are used as in-
puts for local “driving” sectors, it would be good to explore opportunities for 
“import-substitution” through investment attraction targeted at companies that 
produce the same inputs and might consider locating in the community.   
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