Tariff-driven cost surges and political turmoil deepen US economic slowdown in July 2025
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Non-farm payroll growth in the United States experienced a marked slowdown in July 2025, with only 73,000 jobs added—a figure well below expectations and significantly revised downward from previous months. The unemployment rate edged up to 4.2%, reinforcing fears of a loss of economic momentum. This softer-than-anticipated labour market performance, coupled with heightened inflation and ongoing tariff policies, has injected fresh uncertainty into the U.S. economy and financial markets.
The Institute for Supply Management’s (ISM) Manufacturing Purchasing Managers’ Index (PMI) for July further underlined economic challenges, registering at 48 percent, a figure indicative of contraction in the manufacturing sector. The PMI’s Employment Index also slid to 43.4 percent, reflecting continued weakness in manufacturing job markets. Notably, 79 percent of the manufacturing sector’s gross domestic product contracted during the month, marking a deterioration from June’s figures. These indicators highlight the ongoing strain caused by economic uncertainties, tariffs, and other structural factors impacting the industrial base.
At the centre of much of the economic disruption are tariff measures implemented by the Trump administration, which have sparked significant debate. While tariffs have generated billions in federal revenue and contributed to a narrowed trade deficit—the smallest in two years as of June 2025—critics warn they impose widespread cost increases on businesses and consumers, exacerbating inflationary pressures. President Trump has signalled intentions to impose particularly steep tariffs on pharmaceutical imports, potentially reaching up to 250 percent in the coming year and a half, and has threatened to raise tariffs on Indian goods over geopolitical tensions linked to trade with Russia. These moves reinforce concerns that tariffs have evolved into a broad punitive tool, used flexibly in response to various political and economic challenges rather than solely to address trade imbalances.
Industry experts stress that the unpredictable and often punitive nature of tariff policy has placed companies in a difficult position. James Gellert, executive chairman of RapidRatings, notes that while tariffs tend to settle in the range of 10 to 15 percent on many goods, exemptions and sudden changes are frequent and politically motivated, complicating supply chain and cost planning. The uncertainty causes particular strain on smaller and private companies, which are less equipped to absorb added costs and volatility. Gellert’s company's stress testing indicates that tariffs have driven average cost increases for U.S. businesses between 6 and 16 percent, with an overall average of 9.3 percent across industries. In an environment already challenged by higher interest rates, elevated material costs, and extended cash conversion cycles, such increases risk proving fatal for some firms.
Joseph Sarkis, a management professor at Worcester Polytechnic Institute, echoes this concern, highlighting that while some tariff agreements allow for better planning, many companies still face unclear cost trajectories. He points out the critical role of supply chain transparency, urging firms to closely monitor sourcing flows and tariff impacts by country, with an eye on how these costs will be absorbed—by manufacturers or consumers.
Financial health assessments of suppliers are increasingly vital. Gellert advocates for companies to rigorously evaluate their suppliers’ financial stability to understand exposure risks, update assessments regularly, and collaborate on risk mitigation strategies, including possible financial support. Those organisations adopting collaborative and transparent approaches are better positioned to endure ongoing tariff disruptions.
The fragile economic backdrop has rattled markets. Following the weak jobs report and new tariff announcements, U.S. stock markets suffered significant declines, with the S&P 500 falling 1.6 percent and the Nasdaq plunging 2.2 percent—the largest drops since May 2025. Major corporations such as Amazon, Apple, and Exxon have reported profit pressures partly attributable to tariffs and economic uncertainty. The dovish reaction in markets has intensified calls for the Federal Reserve to cut interest rates in its upcoming policy meeting, as inflation edges up to 2.6 percent and growth prospects diminish.
President Trump’s controversial firing of Bureau of Labor Statistics (BLS) head Erika McEntarfer, following the release of the disappointing jobs data, has cast doubts on the transparency and reliability of future economic reporting. This move, combined with the resignation of Federal Reserve Governor Adriana Kugler and the narrowing pool of Fed chair candidates, raises concerns about increasing political influence over monetary policy—potentially complicating the Fed’s ability to navigate inflation and growth challenges objectively.
The U.S. dollar also reacted sharply to these developments, reversing gains and falling 1.3 percent in a single day after a period of strength driven by expectations of a robust economy. Analysts suggest that the dollar’s volatility reflects uncertainty over U.S. economic stability and monetary policy direction, with tariffs playing a complex role in shifting market perceptions between dollar-weakening and dollar-strengthening effects depending on trade dynamics.
In sum, the July 2025 economic data and policy developments underscore a multifaceted challenge for the U.S. economy. Weakened job growth, contracting manufacturing, rising costs linked to aggressive tariff policies, and political upheaval within economic institutions create a fraught environment. Businesses must navigate higher and unpredictable costs, supply chain complexities, and a volatile market landscape, while policymakers face mounting pressure to sustain growth without exacerbating inflation or undermining institutional credibility. The evolving tariff narrative, balancing economic and punitive aims, will remain a key factor influencing the trajectory of the economy and corporate strategies moving forward.
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