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Small Business Optimism Takes a Step Back in August
A Weakening Labor Market and Economic Uncertainty Dim Outlooks

Summary Economist(s)
Small Business Inflation Is Receding, But So Is Labor Market Charlie Dougherty
Hea |th Senior Economist | Wells Fargo Economics

Charles.Dougherty@wellsfargo.com | 212-214-8984

Jackie Benson
Economist | Wells Fargo Economics

Small business owners appear to be more preoccupied with worsening labor market
conditions and dimming sales outlooks than they are looking forward to incoming rate

cuts. The NFIB Small Business Optimism Index dropped to 91.2 in August, completely Jackie.Benson@wellsfargo.com | 704-410-4468
erasing July’s gain and taking some shine out of the prior four-month upswing. As Ali Hajibeigi
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the net share of small businesses actually adding headcounts reached its lowest reading in  Ali.Hajibeigi@wellsfargo.com | 212-214-8253
two years. The uncertainty index also continued to climb as firms face an uncertain public

policy landscape post-November. On the bright side, inflation’s descent appears intact.

The share of small businesses raising selling prices in August reached its lowest level since

January 2021.
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Optimism Back on the Decline

e The NFIB Small Business Optimism Index slid 2.5 points in August to 91.2. This drop
completely erased July's gain and takes some shine out of the prior four-month
upswing.

¢ The only two subcomponents to improve over the month were capex plans, which
remain below pre-pandemic levels, and job openings, which continue to trend lower
through the monthly noise.

e Hiring plans in the NFIB survey continue to echo the downtrend in nonfarm payrolls.

A net 13% of firms planned to add headcounts in August, down two points from July.
Perhaps more instructive, reports of actual hiring slid to its lowest reading in two years
as job openings remained on a downward path.

e Aswe get closer to the elections in November, uncertainty around future public policy
also appeared to dent small business confidence. The uncertainty index, which tracks
the number of firms answering "don't know" or "uncertain” to at least six questions,
leaped to its highest level since the pandemic era in October 2020. The outlook for
business conditions over the next six months fell in kind, partially erasing the leap in
July.

¢ Lower earnings was another factor sapping sentiment in August. The net percent of
owners reporting an increase in earnings relative to the prior quarter plummeted to
-37%, the lowest share since March 2010. Sales expectations followed suit, sliding 9
points to tie March for the lowest reading in more than a year.

¢ Trends in small business compensation remain broadly consistent with a gradual decline
in inflation. The net share of firms raising compensation, which held at 33% in August,
has trended lower over the course of the year, while compensation plans have been
mostly flat.

¢ Disinflationary momentum was also evident in reported price changes. Plans to
raise selling prices ticked up slightly but were five points lower than in August 2023.
Furthermore, the net percent of firms actually raising prices in August dropped for the
second consecutive month to 20%, its lowest share since January 2021.

NFIB Small Business Uncertainty Index Small Business Price Changes
Seasonally Adjusted Net Percentage of Firms; Core CPI=Year-over-Year Percent Change
110 110 70% 7%
—Expecting to Raise Prices: Aug @ 25% (Left Axis)
e . 0 i i
60% 1 Core CPI: Jul @ 3.2% (Right Axis) 1 6%
100
50% r 5%
T 90
40% r 4%
+ 80
30% r 3%
+ 70
20% r 2%
T 60
10% r 1%
T30 0% 0%
—Uncertainty: Aug @ 92.0
40 t t t t t t t t t t 40 -10% t t t t t t t t t t -1%
04 06 08 10 12 14 16 18 20 22 24 04 06 08 10 12 14 16 18 20 22 24
Source: NFIB and Wells Fargo Economics Source: NFIB, U.S. Department of Labor and Wells Fargo Economics

2 | Economics



Small Business Optimism Takes a Step Back in August

Small Business Hiring Plans
Net % of Firms That Plan to Hire in Next Three Months
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Net Percent Last Three Months Compared to Prior Three Months
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