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I.” % Introduction .- : .

Earnscliffe Research and Communications is pleased to present the following report
to the Department of Finance on a survey conducted into a variety of economic
and fiscal issues. The questionnaire was designed and the results analyzed by
Earnscliffe Research and Communications. Sampling and data collection was carried
out by Ekos Research Associates.

The survey was conducted between November 20 and December 4,1996 and
reached 1,809 respondents nationwide. The interviews lasted approximately 35
minutes.

The design allowed for an oversample in the Atlantic and Prairie provinces leading
to national results that were weighted. The final sample was demographically
representative of the population as a whole. For instance, 51% of respondents were
female, 49% male; 51% lived in households with an income under $40,000 a year,
24% in households with income over $75,000.

The national results are accurate to a margin of error plus or minus 2.4%, nineteen
times out of twenty. Provincial and regional subsamples have higher, though
statistically reliable, margins of error.
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II. ~Executive Summary

. CONCLUSIONS AND RECOMMENDATIONS

Confidence in both the current and future performance of the economy is growing.
This sense of optimism is still tentative and fragile.

The government is well positioned on most important issues and has gained credit
for its economic and fiscal performance, key drivers to overall performance
assessment.While there is reluctance by many to concede that the government has
an overall plan, an increasing number of people believe it does and it is clear that
there is an understanding of the government’s economic strategy and a belief that
it is working.

Given the tentative nature of the emerging understanding and acceptance, care
must be taken not to undertake actions that will confuse or undercut the hard-won
arguments about the paradigm and strategy. That means, at the outset, that the
budget should be positioned as staying the course on the current fiscal and
economic program. The main objective of the Budget should be to foster
confidence and it will be important to launch only those initiatives that seem to aid
the process of strengthening the economy. A grab bag of measures has the
potential to cumulatively signify a shift away from the current approach. It might
well raise questions about motive and priorities.

If a jobs emphasis is desired and increased spending a way to show that priority,
money for training or education would be the most preferable. Spending on
research is less persuasive but fits comfortably within the public’s preference for a
long term focus. In general, qualitative research has shown that properly
communicated, the package of measures -- deficit reduction and low interest rates;
short term investment in things like physical infrastructure and long term
investment in areas likely to produce long term jobs -- convinces people that there
is a workable jobs strategy. What is needed is a persuasive way of communicating
the strategy to Canadians at large.

Tax cuts have some limited appeal, particularly to an upper middle class feeling
beleaguered. However, they are not terribly credible as an economic growth
strategy and, more importantly, most people worry that tax cuts will impact on
deficit reduction and/or the funding of key services. In many ways, tax cuts form
the basis of a core debate over the kind of society and economy people want and
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what they believe the appropriate role of government to be,

However, it should be clear that jobs is not the area of prime vulnerability, health
care is. The success of the current fiscal approach has created some vulnerabilities
as concern increases somewhat about key social services. In the main, the potential
damage is fairly limited because of the continuing low priority the public places on
most social programming. However, given the high priority of and level of concern
about health care, the deterioration of the government’s reputation in that area is
cause for real concern. It will be important to be seen to understand and be
responding to the anxiety about health care.

In the “new economy”, optimism is leavened by what appears to be inherent
insecurity. This insecurity is especially felt by women. The problems appear to be
deep and structural to most people who regard them to be inevitable and beyond
the scope of government to fix completely. Since most people believe there is no
magic bullet, grand promises on jobs and the economy will not be credible. In
addressing the most insecure, it will be important to understand that they say they
will accept a certain amount of economic uncertainty as long as they are convinced
that the government will provide an adequate sense of security about the futures
of health care, education and pensions.

There are significant levels of optimism about the state of the economy and the
direction in which Canada is heading. Underlying this optimism is a large
improvement in the public’s assessment of the country’s economic performance
over the past year.

The largest cleavage in the country involves a profound attitudinal divide between
Quebec and the rest of Canada. Quebecers are the only people who believe the
country is headed in the wrong direction, largely because they are the most
pessimistic about Canada’s economic prospects. And though women tend to be
optimistic as well, they lag behind men in a significant number of measures,
registering lower expectations, higher pessimism and lower levels of satisfaction.

Most people think they have not bettered their personal financial or economic
situation over the past four years; in fact a small plurality say their situation has
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worsened. However, as they look ahead four years, peoples’ expectations change
dramatically to the point where a solid plurality believe they'll be in better shape.

[n general, the overall assessment of the government remains largely positive and
unchanged. Most importantly, the underpinnings of positive assessment are
strengthening as government ratings on economic issues rise, indicating growing
confidence and optimism. The Canadian public seems to be giving the government
credit for its overall economic management and its track record on deficit
reduction. That is clearly the government’s largest strength. There are some
potential vulnerabilities that have emerged in its ratings on social issues,
particularly in health care where there has been significant deterioration in
assessments of government performance.

Over the past year, positive assessments of economic and fiscal performance have
risen between five and eleven points - the largest gain in the area of deficit
reduction. In fact, positive assessments of deficit reduction performance have
nearly quadrupled in two years. On the other hand, negative assessment of health
care system protection have grown by ten percentage points in a year.

 ——

[Key:Findings =D eRcit Mana

The federal government’s management of deficit reduction has been the
underlying factor in the strong improvement in public perception of government
competence. It is increasingly getting credit for hitting its targets and the overall
success in reducing the deficit. In addition, a plurality of people express a general
comfort level with the pace of deficit reduction. Of those who would prefer a
different pace, more think it should go faster than slower. The overwhelming
majority of Canadians want the federal government to stay the course on deficit
reduction until the deficit is eliminated.

The survey probed public preferences in dealing with any possible overshoot of
deficit reduction targets. A majority does not believe the government has “extra”
money to spend above and beyond its deficit target, that with the deficit and debt
as large as they are, it is impossible that the government could have extra money
to spend. That logic leads to a strong plurality saying that any overage should be
used to reduce the deficit even more. Only a small minority would cut taxes.
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[Key Findings - Economic Growth and Job Creation _ ]

By and large, the Canadian public continues to accept the economic paradigm put
forward by the federal government.Most people continue to choose "getting rid of
the deficit" as a surer way of developing a strong economy over "spending money to
create jobs". A majority agrees that current combination of low interest rates and
continuing deficit reduction indicates the economy is improving.

When asked what sort of measures the budget should introduce, a majority
continues to believe that long term measures that help the economy in the future
are preferable to short term measures to help it right now. Most people want the
federal government to have a long term economic plan though they remain split
on whether it has one currently. That split in opinion is actually narrowing a bit --
more people currently believe the federal government has such a plan than have in
the past, again a reflection of increasing confidence in the current paradigm.

The survey specifically tested various initiatives that could stimulate jobs and
growth. On the whole there was general endorsement of current policies (like
keeping interest rates low and reducing the deficit) and less enthusiasm for new
job programs. Even very significant tax reductions (30%) were seen to be less
beneficial than the current paradigm.

Overall, there was a clear hierarchy of preferred measures to lead to long term
growth. Only a third or less saw any significant, long lasting impact from tax cuts or
spending on infrastructure.

There is strong scepticism among the public about both the practicality and
desirability of tax cuts. Most people do not believe that tax cuts can lead to
economic growth unless they are of a great magnitude. They are concerned about
the potential impact of tax cuts on deficits and spending for health and education
and most see health care, education and pensions as more important to their
standard of living than taxation. :

ctiofdowerIiterestiRates:

Key:Findii

Given that persistently low interest rates are a relatively unfamiliar phenomenon, it
is perhaps not that surprising that people have not fully sorted out all of the
potential impacts. For instance, most people see a strong linkage between lower
interest rates and economic growth but the relationship between a declining
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deficit and lower interest rates is not well understood.

Most people are inclined to believe lower interest rates would have less impact on
their own personal standard of living than on the economy as a whole. In part that
may be due to their experience with fluctuating interest rates; there is little
confidence that rates will stay low for very long.

Canadians show far more willingness to pay down debt or renegotiate the terms of
their mortgages and loans than to spend the interest rate dividend on routine
expenses or major purchases. It may well be that given an extended period of
lower rates, the burgeoning optimism and confidence will translate into increased
spending and purchasing but it is unlikely to happen very soon.

[Key Findings = Attitides’towards Employmient Tisurance i

i Tyt

Despite the public debate by critics about the growing cumulative surplus in the
Employment Insurance account, many more Canadians believe that the EI program
costs the federal government money than believe the program takes in more than
it pays out.

On the whole, Canadians are split in their assessment of the EI program with a
small majority believing it is more like an insurance program than a social program
by which the government protects those who need help.

In the event of a surplus in the yearly account (the current situation), a plurality of
people would opt for using the money to reduce the deficit. About a third would
reduce premiums in that circumstance while the smallest proportion would
increase benefits. However, those numbers fall dramatically if the option involves
increasing the deficit -- only 7% would still reduce premiums and only 2% would
increase benefits in that circumstance.

LookingiAhead Towards'the/Budget 2

As Canadians survey their landscape prior to a federal budget, they remain
preoccupied with two major issues -- health care and education. The declining
importance of the deficit is linked directly to the perceived progress in deficit
reduction and the acknowledgement of the success of government efforts in that
area. [t is not that deficit management is unimportant any longer --- other measures
in the survey indicate it is central to the feelings of building optimism and
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