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Data Release: Small business confidence retreats in January, but remains elevated  

 The NFIB's small business optimism index retreated in January, falling by 2.5 points and landing 
at 97.9. The number came in lower than expected, with the median consensus forecast calling for 
a modest rise in the index to 101.1.  

 Declines were relatively broad-based, with the percent of firms planning to hire (14% from 15%), 
increase capital spending (26% from 29%), increase inventory accumulation (2% from 5%) and 
expecting higher sales (16% from 20%) all falling on the month.  

 The largest decline, however, came from the percent of firms expecting the economy to improve, 
which fell by a significant 12 percentage points.  

 The percent of firms reporting that they expect credit conditions to ease remained unchanged at -
5.0% on the month.  

Key Implications 

 Some giveback was expected in the headline number, especially after the last several months of 
relatively strong gains. Moreover, the fact that many of the sub-components remain at, or just shy 
of their respective cyclical highs, provides plenty of room for optimism for small and medium-
sized businesses in the months ahead.  

 Better credit access should also help. Despite business owners feeling less optimistic about the 
domestic economy, and plans to increase capital expenditures having retreated, the fact that 
access to credit remains at its highest level since pre-recession times should support growth over 
the coming months. Moreover, as smaller businesses are typically more insulated from external 
economic shocks, recent international developments are less likely to have a material impact on 
investment decisions over the medium-term. 

 While the pullback in the worker compensation sub-component was certainly disappointing, the 
blow was somewhat softened by exceptionally strong wage growth in January's payroll report – 
with hourly earnings growing at their fastest monthly pace since late 2008.  Continued gains in 
wages over the coming six-months should provide FOMC members sufficient confirmation that 
the labor market recovery is indeed self-sustaining. Provided core inflation remains contained, 
this will likely warrant the Fed to raise interest rates off the floor by September of this year.  
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