
After catching up, demand in most segments has  
plateaued at a high level 
hpo economic commentary, 1st quarter 2022

The lockdowns left their mark.
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The Association of German Mechanical and Plant En-
gineering (VDMA) reported a 32 % increase in incoming 
orders from its member companies for 2022 compared 
to the previous year. The average order backlog has ris-
en to 10.9 months. These are impressive figures, and the 
recovery was very welcome after the deep fall in 2020. 
This means that, on average, mechanical engineering 
companies in Germany and the German speaking  
Europe as a whole were able to far more than compen-
sate for the slump in the initial phase of the pandemic. 

However, there are considerable differences between 
the industrial sectors. While demand for construction 
and textile machinery has shot well above pre-crisis 
levels, the 12-month average order intake in the ma-
chine tool industry at the end of the year is still around  
a quarter below the previous peak of 2018. The shift in 
the automotive sector – which is central to the German  
machine tool industry – towards electronic drive  
systems and the negative global trend growth in the 
automotive industry is likely to play a role in this.  

However, in December, Germany’s late-cyclical machine 
tool segment also showed a strong recovery. 

In the 4th quarter of 2021, order intake in many seg-
ments of the capital goods industry stabilized at a high 
level. Do the current highs mark the beginning of a pro-
longed boom phase, or will we soon experience another 
sharp decline? 

In hpo’s economic commentaries, we have repeatedly 
explained how the pandemic has massively changed the 
usual consumption patterns. The lockdowns caused 
household spending on services to plummet, espe
cially in Europe. Despite a strong recovery in the 2nd and 
3rd quarters of 2021, this spending in Europe was still 
below the pre-crisis level of the 4th quarter of 2019 in 
real terms. 

Very little differentiated data has yet been published 
for the fourth quarter. However, the little data already 
available points to another sharp decline in household 
demand for services in the 4th quarter of 2021, while 
the recovery in the U.S. continued.

Fig. 1: Order intake mechanical engineering Germany
Source: Raw data by Destatis, illustration by hpo forecasting
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However, thanks to the increased savings rate in the 
pandemic, consumers have accumulated comparatively 
high savings. These are being spent mainly on con
sumer goods and especially on consumer durables. 
The already available data for the 4th quarter of 2021 
suggest that spending on consumer goods rose sharply 
again in Europe and remained at high levels in the 
U. S. By the end of the 3rd quarter, it looked as if the 

consumption pattern in Europe would quickly return to 
normal, but in the 4th quarter, the spending gap per con-
sumption class was likely to increase again as a result 
of the new Corona measures (see fig. 2). 

The gap between spending categories in the U.S.  
remains large (see fig. 3).

High spending on nondurables and consumer durables 
is good news for the industry because these products 
need to be produced. This may be part of why the de-
mand for German machinery remained very high in the 
4th quarter, as it had been in the 3rd quarter.
 

Fig. 2: Consumption patterns Europe during the pandemic
Source: Raw data by Eurostat, dotted lines estimated by hpo forecasting

Fig. 3: Consumption patterns in the U.S. during the pandemic
Source: Raw data by Bureau of Economic Analysis (BEA), illustration by hpo forecasting

Consumption continues to provide support

High consumer spending is good news for the industry.
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According to the OECD, Europe’s industrial production 
already reached pre-crisis levels in November 2020, and 
the last available data point (November 2021) rose to a 
new absolute record level. Overall, industrial production 
in Europe plateaued in 2021. 

In China, industrial production had already recovered 
very strongly by the beginning of 2021. It then returned 
to the long-term growth path in the high single-digit 
percentage range. 

The situation in the U.S. is different. It took longer 
for industrial production to recover despite booming 
consumption, and the level is still around 2 % below the 
2018 peak. In terms of sentiment indicators, it is no-
ticeable that in the U.S., both the Consumer Confidence 
Index (CCI) and the Business Confidence Index (BCI) fell 
sharply again in the last half of the year due to rising 
inflation. While the BCI is still just in expansionary terri-
tory, consumer sentiment has fallen to its lowest level 
since 2011 and is in contractionary territory. 

In Europe, neither rising inflation rates, the Omicron 
wave, nor the Ukraine crisis has been able to dampen 
euphoric business confidence (BCI) since mid-2021.  
On the other hand, consumer sentiment sank into con-
tractionary territory toward the end of the year. 

According to hpo’s model calculations, demand for 
capital goods is expected to weaken across the board 
in the new year. 

Sectors that should benefit from the current envi-
ronment are the semiconductor industry and the 
electromobility sector. Semiconductor manufacturers 
are outdoing each other with gigantic investment 
announcements, which are also heavily subsidized for 
geopolitical reasons and could lead to overcapacities 
in a few years. Significant investments are also still 
expected in electromobility if the ambitious shift targets 
are to be achieved. 

Now that the Omicron wave has subsided, consumption 
patterns are finally likely to slowly return to normal. 
The industry will feel the effects when consumers 
spend more money on vacations and leisure and less on 
consumer goods. A supportive factor, on the other hand, 
is that unemployment rates remained relatively low 
during the pandemic or recovered quickly. 

However, high inflation forces central banks to adopt a 
more restrictive fiscal policy. This will have a dampen-
ing effect on the economy. Fiscal policy is also becoming 
more stringent after government spending ratios rose 
very sharply in the wake of the pandemic. 

In terms of fiscal and monetary policy, only China can 
be expected to provide positive impetus in the short 
term, but the leeway is limited due to the still surging 
real estate and debt crisis. 

The big unknown is still the geopolitical development 
with the current hotspots Ukraine and Taiwan, with 
potentially fatal consequences for people and the  
economy. 

Industrial production has plateaued at a high level, 
but consumer sentiment has slumped 

Demand for capital goods is expected to weaken.
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Who is hpo forecasting?  

Our specialists at hpo have an in-depth understanding 
of the macroeconomic context and sound knowledge of 
the industries in which their clients operate. Prediction 
is their passion. 

They enjoy working in a team and are committed to the 
concerns of their clients. 

hpo forecasting – we predict your business

If you would like to know more about hpo forecasting 
and would like to receive a free preliminary analysis, 
schedule a free, no-obligation appointment using this 
QRCode:
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