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Small Business Optimism Dips Ahead of Government Shutdown
September Brings Increased Uncertainty and a More Pessimistic Outlook

Summary

The NFIB Small Business Optimism index fell to 98.8 in September, reversing the
gains posted over the previous two months. Although small firms have generally been
downbeat for much of the year, the uncertainty index spiked to the highest level since
February, suggesting that increased chances of an impending federal government
shutdown may have weighed on sentiment.

On the bright side, hiring plans and current sales continued to improve from a low level,
pointing to activity remaining resilient over the past several weeks. That noted, firms
lowered their expectations for future sales and fewer reported that now is a good time to
expand, showing that higher interest rates, sticky inflation pressures and low visibility on
the economic policy front remain challenges.
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Uncertainty Rises in September

The NFIB Uncertainty Index rose to 100 in September, the highest reading since February.
The increase reflects expectations for an imminent federal government shutdown. The
government did shutdown on October 1st and remains closed as of this writing. The
effects of the closure will likely become more evident in the October NFIB report. During
the last shutdown (December 2018 to January 2019), there was a temporary increase in
the uncertainty index as well as a short-lived decline in the headline NFIB index.

NFIB Small Business Uncertainty Index
Seasonally Adjusted
120 120

110 + T 110

100 + + 100

90 + T 90

Long-Term
80 - Average 1 80
700 1Y WY l ¥ t70
60 - + 60
50 A T 50
—Uncertainty: Sep @ 100.0
40 t t t t t t t t t t 40

04 06 08 10 12 14 16 18 20 22 24
Source: NFIB and Wells Fargo Economics

Small Firm Hiring Gradually Improving

Small business hiring plans continue to slowly climb. The share of firms with intentions to
hire in the next three months rose to 16% in September—the fourth consecutive rise. As
the chart shows, hiring plans are still low compared to recent history, however the modest
increase posted over the past several months suggests small firm hiring intentions have
stabilized.
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Compensation Plans

Despite the uptick in hiring plans, small business labor market conditions appear soft. The share of
firms reporting a "hard to fill" job opening was virtually unchanged in September, remaining at a level
well below the peak in 2022 and lower than 2019 average. Although a slightly higher share of firms
reported raising compensation in September, a more moderate trend in compensation continues to be

apparent.
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Small Business Inflation

The share of firms reporting a hike in average selling prices climbed modestly in September, as did
the share of firms expecting to raise prices in the near future. The monthly increase in both measures
reverses dips the prior month. All told, inflation pressures continue to run warm for small firms, but a

material acceleration in pricing has not been evident.
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Small Business Profits and Sales

The trend in small firm earnings also continues to improve. Both measures are still below
historical averages, but the share of businesses reporting higher profits and sales increased
by three and two points, respectively, during September. The recent trend higher indicates
aresilient pace of activity despite headwinds from economic policy change, increased
uncertainty and a challenging interest rate and inflation backdrop.
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Expectations for Future Sales

Expectations about future sales, which have been running ahead of actual sales for the past year,
pulled back slightly in September. That noted, the high reading implies that small businesses are still
anticipating stronger sales activity in coming years.
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Capex Plans

There was essentially no change in small firm capital spending plans during September. Overall, capex
plans remain muted as high financing costs and uncertainty surrounding economic policy change

weigh on new investment.
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Economic Outlook Dims

The share of firms expecting the economy to improve over the next six months dropped to 23% from
34% the month prior. Expectations are still generally positive, yet persistent uncertainty and ongoing
macro challenges from relatively disappointing sales, higher input costs and elevated financing rates
may be leading small firms to become more pessimistic about the outlook for growth.
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