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Executive summary 

1 Academic studies indicate that outward foreign direct investment 
(OFDI) positively impacts domestic investment, employee 
compensation, and tax revenues in the home country. Research 
shows that a 10% increase in foreign employee compensation is 
linked to a 3.7% increase in domestic employee compensation, while 
a 10% rise in foreign investment corresponds to a 2.6% increase in 
domestic investment. Additionally, a 1% increase in OFDI results in a 
0.013% increase in tax revenue. 

2 German firms’ profits from Chinese operations keep growing. Based 
on statistics from the German Central Bank and assuming similar 
profit and investment management patterns, European firms are 
projected to earn approximately €30 billion in profits in China in 
2024, with around €12 billion repatriated to the EU as dividends. 

3 After a decade of substantial dividend remittances to Germany, 
Volkswagen's (VW) operating profits have declined significantly. 
The firm's steep increase in investment in China over the past five 
years is likely to result in minimal, if not negative, net dividend 
income for Germany. 

4 Despite declining profits and market share in China, VW's operations 
in China continue to support thousands of jobs, particularly in 
white-collar positions, in Germany and other parts of the EU. 
Furthermore, VW China contributes to output, exports, and research 
and development (R&D) activities in Germany. 

5 

 

The changing geopolitical landscape presents several political and 
regulatory risks that could adversely affect VW's operations in 
China and globally. These challenges may arise from China, the EU, 
the United States, and other regions, and the severity of some risks 
may prompt VW to seek support from the German government.  
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6 Policy risk scenarios show that European firms in China operate in a 
highly volatile and risk-prone environment. A number of risks with a 
relatively high likelihood of occurrence could quickly erode the 
profits the firms make in China. While not all risks are expected to 
materialize, those that do will significantly alter the cost-benefit 
analysis of investments in China. 
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Introduction 

The intensifying competition between European and Chinese firms, coupled with 
the deteriorating relations between China and the European Union (EU) in recent 
years, has prompted a re-evaluation of the benefits of European companies' 
engagement in the People's Republic of China (PRC). While these benefits can be 
analyzed from various perspectives, such as security, geopolitics, and technology 
transfer, it is essential to begin with a fundamental question: What are the benefits 
for European countries of European companies’ investments in China? 

To address this, we must differentiate between the perspectives of individual 
companies and those of governments. Companies are primarily motivated by 
profit maximization and often relocate production abroad to capitalize on lower 
labor and utility costs, a more relaxed regulatory environment, and access to a 
skilled workforce, advanced infrastructure, and raw materials. The advantages of 
such moves are evident; otherwise, companies would not pursue them. However, 
do their "home countries"—the nations where they are incorporated and 
headquartered—also benefit? If so, what are those benefits? 

This inquiry is far from academic, as the findings have direct implications for 
various policies. Government agencies frequently provide support and incentives 
for companies investing abroad, including grants, preferential loans, assurances, 
insurance, diplomatic backing, trade missions, market intelligence, and legal and 
regulatory guidance. These measures can entail substantial costs, making it 
crucial to substantiate them. 

Quantifying these benefits, however, poses challenges for two main reasons. First, 
the data necessary for analysis is not readily available, and even the existing data 
is often insufficiently detailed to provide a comprehensive view. This lack of 
transparency is somewhat natural; companies typically safeguard such 
information as part of their competitive advantage. Second, many indirect effects 
of companies' overseas activities on domestic output are difficult to estimate 
without detailed access to individual companies' financial records, and even that 
may not yield definitive answers. For instance, how many jobs in Italy are created, 
supported, or retained by an Italian carmaker’s activity in China? 

This paper will start by introducing the academic discussion on this topic, 
explaining key concepts, outlining the complexity of the issue, and reviewing the 
results of econometric studies. Next, it considers the various ways in which 
Chinese operations of European companies impact their home countries and, 
where possible, quantify the overall impact. In the following section, it narrows in 
on Volkswagen (VW), currently the EU’s largest investor in China, and considers 
how Germany benefits from VW’s Chinese operations. The last section analyzes 
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scenarios that can potentially alter the future payoffs from Chinese investment. 
This paper relies on extrapolations, assumptions, and estimates to quantify the 
benefits, yet it discloses every assumption or estimate and, where feasible, 
provides a range of figures, not a single one. We hope the findings will inform 
policymakers in their decisions and support them in discussions with domestic 
companies and in their engagement with China.  
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Academic research on foreign direct investment’s 
impact on home countries 

A number of academic studies have attempted to quantify the impact of outward 
foreign direct investment (OFDI) in the economies of developed countries, 
including the United States, Japan, and various European countries. The empirical 
evidence suggests that where a quantifiable impact was found, it tended to be 
small but positive.1 In most cases, however, no discernible impact was observed.2 
Yet OFDI has been shown to enhance growth and output,3 exports,4 employment,5 
productivity and efficiency,6 and know-how7 in some advanced home economies. 

In theoretical debates, the impact of OFDI on home economies depends on 
whether the production abroad (in “host countries”) complements or substitutes 
production in home countries. In simple terms, if it complements production, we 
should expect a positive impact on output, employment, and exports in the home 
country. Conversely, substitution should lead to a negative impact on the same 
factors. The debate about complementarity or substitution of OFDI in home 
countries is inconclusive due to two complications.  

First, we cannot determine the net impact on a home country’s exports, production, 
or investments because OFDI creates several effects with opposite signs. On the 
one hand, production abroad clearly replaces some jobs, output, and exports in the 
home country. On the other hand, production abroad tends to increase exports of 
intermediate goods from the parent company, thus increasing output and 
employment in the home country. The net impact of these two effects varies from 
case to case.8 

Second, we cannot establish what would have happened to exports, employment, 
and output if the companies did not invest abroad. Would they have been able to 
maintain or increase their market share, output, or employment? Or would they be 
driven out by their competitors?  

Empirical analyses of the impact of OFDI on home economies conducted in France, 
Australia, the United States, and Japan have concluded that the impact on the 
home country’s exports, output and investment is small but predominantly 
positive. However, most studies add a caveat: it is possible to find individual 
instances where the home country is worse off.9 Analyses focused on the impact 
on labor and employment, for instance, found a shift from blue-collar to white-
collar workers in home countries following OFDI. This stems from the fact that 
blue-collar jobs are typically transferred abroad, while management, marketing, 
and R&D are concentrated at the home base.  
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Most studies found a positive impact of OFDIs on home economies, exemplified 
by the Australian Productivity Commission’s statement that “outward direct 
investment by Australian firms is mainly tapping into new growth and market 
opportunities for firms, rather than substituting for, or displacing, operations in 
Australia.”10 However, the results for Sweden since the 1970s have shown a 
negative impact on the home country’s exports and employment.11 

To explain this, we first must introduce the distinction between horizontal and 
vertical FDI. Horizontal FDI occurs when a company invests in the same industry 
at the same stage of production. The goal is to access new markets and exploit 
economies of scale. An example would be a car manufacturer opening a car 
factory in another country to produce the same types of vehicles as in the home 
country. Vertical FDI, by contrast, involves a company investing in different stages 
of production—upstream (raw materials) or downstream (distribution and sales)—
than in a home country. The aim of vertical FDI is to acquire control over supply 
chains and reduce production costs. An example would be a car manufacturer 
acquiring a supplier of car parts in a foreign country. It seems plausible that 
horizontal FDI tends to substitute for the home country’s exports, while vertical FDI 
tends to increase the parent company’s exports.  

Additionally, the impact of OFDI on the home country may also depend on the 
nature of the activity: whether it is goods or services; whether the OFDI is in a 
developed or a developing country; or whether the OFDI is in industries with plant-
level or firm-level economies of scale.12 In the Swedish case, most of the OFDI 
occurred in the form of mergers and acquisitions (M&A) rather than greenfield 
investments. Since the acquired companies already had local suppliers and 
subcontractors, they were less likely to need intermediate inputs from the home 
country of the company that purchased them. Therefore, we can conclude that 
greenfield OFDI is more likely to complement the home country’s activities than 
M&As and portfolio investments.  

Other important findings in Sweden and other, smaller European countries indicate 
that the home economy’s size and relative position in the value chain determine 
the distribution of benefits of OFDI. Productivity benefits might be higher from 
investments in more advanced economies, while the impact on productivity is 
much lower (or non-existent) from investments in developing countries. 
Additionally, the spillover effect from higher R&D and increased productivity might 
not be captured in smaller economies with fewer companies that could benefit 
from it. For instance, Swedish multinational companies had a large share of their 
R&D activities at home, yet there were fewer non-multinational firms to absorb the 
potential of spillover effects due to the size of the country’s economy.13 

Econometric analyses indicate that OFDI increases domestic investment, 
domestic employee compensation, and the home country’s tax revenues. For 
example, Desai, Foley and Hines found in their oft-cited study that 10% greater 
foreign employee compensation is associated with 3.7% greater domestic 
employee compensation, and 10% greater foreign investment is associated with 
2.6% greater domestic investment.14 Another piece of research found that a 10% 
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increase in OFDI leads to a 0.13% increase in tax revenue.15 The authors of that 
study add a caveat that the increase in tax revenue is observed with a two-year lag, 
as investors typically receive tax breaks from governments. 

According to an analysis of the German Central Bank that examined the impact of 
the internationalization of German firms on domestic investment, there is a clear 
increase in domestic investment supported by OFDI. This study found that “a 
domestic parent firm establishing (or acquiring) a new foreign affiliate is, on 
average, associated with a €458,000 increase in domestic investment (as 
measured by the change in gross fixed capital formation). The effect at the firm 
level is likely to be relevant in economic terms, as this figure equates to around 4% 
of the average gross fixed capital formation within the group under review (in this 
case, domestic parent firms that set up or acquire a new affiliate abroad).”16 
Additionally, the study found that ODFI results in a shift from production jobs to 
Information and Communication Technology (ICT)-related jobs in the home 
country. 

One explanation for this relates to the potential tax savings; multinational firms 
use international tax differentials to shift corporate profits from high-tax to low-tax 
countries. Shifting profits from one location to another can reduce a firm’s cost of 
capital and, thus, facilitate investment in countries with higher tax rates, such as 
Germany. The results show that the impact of OFDI on investment at home varies 
depending on the tax rate—the more German firms benefit from a low tax rate in 
the host country of their affiliates, the more those firms also invest domestically.17   
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Benefits of the European companies' activities in 
China for the EU 

The benefits of European firms’ investments in China for the economies of 
European countries can be broadly split into two categories: direct and indirect. 
Direct benefits are understood in this paper as the flow of profits European firms 
make in China and then repatriate to their home countries. Indirect benefits are 
increased domestic investment and employment, enhanced financial position, 
technology transfer, trade effects, vertical integration, and indirect tax benefits. 

Profit repatriation 

The profit European companies make in China can be repatriated to their home 
countries, which can then support the domestic activities of the firm. However, any 
analysis of profit repatriation must be prefaced with several considerations.  

First, the profits made in China are also taxed in China, with which all the EU 
member states have double taxation treaties.18 This means that the repatriated 
profit will not be taxed in the EU countries and, therefore, does not constitute a 
direct income for the domestic government.  

Second, not all profits are repatriated. Some profits remain on the balance sheets 
of the Chinese subsidiary as retained earnings, which can be reinvested into the 
Chinese operations of the company. In fact, most European companies’ 
investments in recent years have come from reinvested earnings rather than from 
direct investments from their headquarters.19 It is, therefore, necessary to 
establish which part of the profits from China remains in the country and how 
much is repatriated to Europe. 

Third, the European country's investment in China can be direct or indirect. While 
the majority of investment is direct, some companies prefer to invest through 
subsidiaries in Hong Kong or Singapore, which may allow them to lower their taxes 
or achieve benefits from the centralization of regional activities in one hub.21 This 
makes it difficult to trace profit flows from China back to Europe. 
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Figure 1 20 

Fourth, the investment in China might be done in tandem with multiple co-owners. 
The most used form is a joint venture (JV) with a domestic firm. Because this type 
of investment was obligatory in certain sectors until recently, many companies, 
including the largest ones, operate using this model.22 This creates additional 
difficulties in tracing the repatriation of profits since companies mostly do not 
carry the financial information from their JV activities on their financial 
statements. Even when they do, they provide minimum information. 

Fifth, there are multiple avenues for companies to repatriate earnings back to their 
head office. Not all of them can be readily derived from financial statements. 
Dividends are the most common method for repatriating cash. Because there are 
regulatory requirements for reporting the transfer of dividends, they will be this 
paper’s central focus in quantifying the direct profit transfers. Dividends 
repatriated from foreign subsidiaries are typically recorded in the balance of 
payment, specifically under the income account. Additionally, central banks are 
responsible for collecting data related to the balance of payments and FDI, and 
companies are required to report this information to the central banks. Statistical 
reporting by central banks will then provide a tally of total dividend amounts and 
their geographical breakdown. 

In the case of China, however, there are several limitations on dividend repatriation. 
Dividends can only be paid after corporate income tax is paid. Moreover, if the 
company made losses in previous years, the dividend can only be paid after the 
losses have been settled. Dividends are subject to a 10% withholding tax when 
repatriating cash to foreign investors. There are additional requirements for certain 
company types. For example, a wholly foreign-owned enterprise has to place 10% 
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of its after-tax profits into a mandatory reserve fund until it reaches 50% of its 
registered capital.23  

It is important to list the other options for cash repatriation.24 However, because it 
is nearly impossible to quantify their contribution, they will remain left out of this 
analysis. Nonetheless, introducing the various mechanics of cash repatriation can 
provide an idea about the true scope of earnings transfers. (Note that these figures 
are based on observations and discussions with practitioners in the treasury field 
and an individual company’s structure may differ significantly from this.) One 
option is intercompany loans extended by the parent company to the subsidiary. 
Due to transfer pricing regulations, the terms of the loan must reflect market 
prices. By repaying the loan, the subsidiary is transferring some of its profit to the 
parent. Intercompany loans typically account for 20-30% of the repatriated cash. 
Alternatively, intercompany fees can be paid by the subsidiary to the parent 
company through license fees, royalties, or management fees. They typically 
account for a smaller portion, usually around 10-20% of profit repatriation. 

Figure 2 
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Quantifying profit repatriation 

The German Central Bank, in its Balance of Payments Statistics 
(Zahlungsbilanzstatistik), provides a regular breakdown of German companies’ 
investments abroad. Their tally provides data on total investment, reinvested 
earnings, and profits per host country. In its latest publication, it indicates that 
German firms made profits in China of approximately €15.1 billion in the first three 
quarters of 2024. Additionally, the German firms invested a total of €5.9 billion in 
China between January and September 2024, out of it €9.1 billion came from 
reinvested profits.25 Note that the data indicates that some of the direct 
investments have been exited (assets have been liquidated), so the total 
investment is lower than reinvested earnings. 

Since the German firms earned €15.1 billion and reinvested €9.1 billion, we can 
approximate that about 61% of profits stayed in China, while the rest was remitted 
back to Germany (Figure 3). The proportion remains the same when the financial 
data for Hong Kong are added to China (Figure 4). It should be noted that this 
calculation method is not precise, as there might be time differences between 
investment decisions and the earnings of profits. Nonetheless, it provides a 
reliable approximation of the split between reinvested earnings and dividends 
returned to Germany. 

Some additional caveats are also needed. The data only shows the total primary 
income that flew from China to Germany. However, this statistic does not 
differentiate between income from direct investment and other forms of 
investment—portfolio investment or investment in financial assets, for instance. 
Therefore, the amount repatriated to Germany is derived from the data on total 
profit made in China and the total amount of reinvestments of German firms.  

Figure 3 26 
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Figure 4 27 

 

Additionally, the relative share of reinvested earnings and profits has changed over 
time. German companies used to repatriate the majority of profits back to their 
home country. For example, in 2021, €8 billion out of €15 billion of profits was 
remitted back to Germany (53%). This indicates that while the profits of German 
firms in China are increasing—the total profit in 2023 was €19 billion—the dividend 
amounts are shrinking because increasing competition from Chinese firms 
requires higher reinvestments into their Chinese operations  

We can attempt to extrapolate these numbers on the whole of the EU. The total 
stock of German investment in China stands at approximately €110 billion, while 
the EU’s total investment stock is €177 billion.28 German companies are, thus, 
responsible for two-thirds of all EU investment in China. Assuming similar profit 
and investment management patterns, we can expect the European firms to earn 
a total profit of approximately €30 billion in China in 2024, with €12 billion 
repatriated to the EU in the form of dividends. This approximation depends on a 
number of assumptions that may not hold true. Yet, in the absence of similar data 
from the central banks of other European countries, this is the best option, 
particularly given that Germany accounts for such a high proportion of overall 
European investment in China. 

While we established that as much as €12 billion in dividends from Chinese 
operations reach European parents each year, this does not immediately translate 
into benefits for the European governments due to the double taxation treaties, as 
mentioned earlier. A “decision-making tree” (see Figure 5 shows) that the parent 
companies in Europe can choose to pay out these dividends to their shareholders 
or keep them in the firm to support operational or investment needs. If the 
company retains the profits, it can choose to support activities in the home 
countries or subsidiaries elsewhere in the EU, or it can choose to invest outside of 
the EU. When the money is distributed to the shareholders, they can choose to 
spend it on consumption in the EU or outside of the EU, or they can use it to pursue 
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other investments, which can, again, be either within or outside of the EU. A logical 
conclusion is that only through investment and consumption in the EU do the 
European governments ultimately profit from profits earned in China. 

Figure 5 29 

 

Indirect impact 

European countries are typically impacted by the Chinese operations of their 
multinationals in indirect ways. The main areas of impact—employment, output, 
and exports—were previously discussed. This section will expand on these 
concepts by laying out the impact conceptually and in more detail, and, where 
possible, discuss their specific position in China.  

OFDI in China has both positive and negative impacts on employment in Europe. 
Particularly in the case of horizontal OFDI, companies typically eliminate 
production jobs in Europe and relocate them to China. Furthermore, due to local 
hire employment regulations, which define the proportion of local hires for each 
expat, there are limits on the number of European employees who relocate to 
China. On the other hand, companies in the home country hire new staff in non-
production activities, such as management and supervision, coordination, 
research and development, corporate and financial services, and technology. This 
is due to the increase in coordination activities and the tendency of the companies 
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to keep high-value-added activities, such as research and development, in the 
home country. It is important to note that this is typically seen in developed 
countries with advanced R&D capabilities. However, if the investor is from a 
country with less developed R&D and the host country possesses such structures, 
R&D activities might be partially or fully relocated as well.30 An example might be 
an Italian firm investing in the US, a German automotive company investing in the 
electric vehicles (EV) sector in China, or a Swedish company investing in Japan. 
This trend will likely be manifested in Czech firms’ investments abroad, including 
in China, if the industry is one in which China is a leader in terms of technological 
advancement and innovation.  

In terms of output and exports, there is a decrease in the home country's output in 
activities that are moved abroad, particularly in the case of horizontal OFDI. 
However, we can expect an increase in output and exports in areas that remain in 
the home country, particularly in the case of vertical OFDI. Newly-established 
subsidiaries in China will require a higher amount of more sophisticated 
intermediate goods exported from the home country, which has a positive effect 
on employment, output, and exports. Moreover, production in the home country 
tends to further specialize, which leads to a concentration of higher-value-added 
activities at home. While this has been the general trend in the last four decades 
of globalization, countries around the world are increasingly pushing for 
localization of production and issuing requirements on the proportion of 
domestically produced components. Although China does not have explicit 
economy-wide regulations demanding a certain percentage of components to be 
domestically produced (unlike, for example, Indonesia), several government 
policies and incentive structures push foreign companies toward increasing the 
proportion of made-in-China components in their products. Examples include 
subsidy schemes for EV supply chains31 or the Made in China 2025 program.32 This 
gradually decreases the benefit of European OFDI in China to their home country 
activities.  

The increase in domestic investment from positive cash flow generated in China 
was empirically measured by the German Central Bank, as discussed earlier. As 
long as the Chinese subsidiaries remain profitable and remit dividends to their 
home countries, we can expect additional domestic investment for a variety of 
reasons. While the German Central Bank study focused on the tax differential, 
investments in upgrading domestic production, skills, and capabilities are also 
often co-funded by dividends from China. However, in recent years, we have also 
witnessed competition for investment, as China-based operations required 
additional and larger capital injections to stay competitive vis-à-vis domestic firms. 
This has been most evident in the automotive industry, in which local car 
manufacturers continuously increase their share of the domestic car market and 
foreign producers must invest in production, upgrading, R&D, and marketing to 
remain competitive. Concurrently, the same companies are reducing production 
and headcount in their home countries.33 
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European firms’ operations in China also impact the parent company’s financial 
position. Profits, positive cash flow, and geographical diversification can help 
improve the parent company’s cost of borrowing, financial metrics, or credit rating. 
However, if a company has a high concentration in the Chinese market,34 high 
volatility of earnings, eroding market position, or if Chinese policymaking is highly 
unpredictable (as was the case with covid lockdowns),35 the company’s financial 
position will be negatively impacted, even if their activities in China remain 
profitable.  

Subsidiaries in foreign countries can contribute to their parent companies’ know-
how. Subsidiaries often adopt advanced technologies and practices from the local 
market, which can facilitate technology transfer back to their home country. Local 
talent employed in R&D and operational and supply chain management practices, 
as well as market insights from China, can create a feedback loop that benefits the 
parent companies.36 The technology transfer from China back to Europe has been 
on the rise as the Chinese economy has moved up the value chain and as China 
has achieved a leading position in certain industries.37  

European governments may benefit from the Chinese operations via indirect taxes 
on increased R&D activities, value-added tax (VAT) on services provided to Chinese 
subsidiaries, or an increase in income tax due to a higher number and/or better-
paid jobs in the home country.  

These indirect benefits are, in many instances, impossible to quantify without 
direct access to company data—even then, it would often be a matter of 
assumptions of subjective judgment to distinguish between the benefits directly 
stemming from operations in China and those in the rest of the world. Additionally, 
as discussed in the academic research section, we do not know whether home 
country jobs would have been lost or retained if a company decided not to invest 
in China. Without this information, it is difficult to quantify the impact on 
employment or production.  

Another issue that also needs to be addressed is the regulatory limits on cash 
repatriation or cross-border cash transactions in general. These limit the amount 
of dividends that can be paid back to the parent company and are subject to 
regulatory change, which can be sudden, with a profound impact on a company’s 
operations.  
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Case study: Volkswagen China 

The previous sections analyzed the impact of investments in China on the macro 
level. An analysis on a company level is necessary to provide a more concrete 
example of the impact of investments in China on European countries. 
Volkswagen (VW) is the largest European employer in China, with approximately 
90,000 employees in the country.38 Additionally, it regularly ranks among the top 
five investors in China—it was number one in 2024 due to its electrification drive.39 
Because European investment over the past three years has been driven by 
German companies (65% of all European investment in China) and by car 
manufacturers (approximately 50% of all of the EU’s OFDI in China), WV makes for 
a good case study of the impact of their Chinese operations on the home country 
activities. Moreover, other German car manufacturers or car parts suppliers follow 
a strategy very similar to VW’s, which strengthens its representative position. 

Following the structure outlined in the preceding sections, we will first quantify 
VW’s cash repatriations to Germany and then discuss the indirect impact of its 
Chinese subsidiaries on activities in Germany and elsewhere in Europe. Since VW 
is also a parent of Skoda Auto, there will be several direct and indirect 
repercussions for the Czech economy.  

Cash repatriation 

VW discloses its profits in China differently between its JVs with local Chinese car 
manufacturers and its directly owned entities. The directly owned entities have 
their operational results disclosed on the financial statements, while the 
accounting for JV profits uses the equity method, recording the company’s 
investment in the JV on the balance sheet at cost, adjusted for its share of the JV's 
profits or losses. Nevertheless, the JV profits are included in VW’s consolidated 
financial statements, impacting its overall net income.40  

VW’s annual reports indicate that it has made an average operating profit in China 
of €4.2 billion over the past decade. It does not disclose the proportion of earnings 
it repatriates back to Germany, yet several statements can be made about VW’s 
earnings in China and their impact on Germany. 

While VW does not report the proportion or amount of profits that are repatriated 
to Germany, we can get an understanding of the trends by tracing their investment 
activity in China, which is largely financed from reinvested earnings. Its investment 
activity has significantly increased over the past five years because of two factors: 
the removal of the requirement to form a JV with the local company and the 
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transition toward electric mobility. Following the initial relaxation and later removal 
of JV rules, VW, along with other large European car manufacturers in China, 
increased their share in their local JVs. VW increased its share in a JV with JAC 
Motors from 50% to 75% in 202041 and announced further investments into this 
entity in 2024.42 In terms of electric mobility, VW has announced a number of 
investments and acquisitions to expand its production and development of EVs. 
These include investments into upgrading their existing factories and establishing 
new ones, investments into the battery supply chain, and partnerships with local 
firms, such as XPeng.43 The impact of increasing investments is that VW will 
repatriate a smaller portion of its earnings in China to Germany. 

The second trend is that VW China’s operating profit has steadily decreased (see 
Figure 6). While it remains profitable, the operating profit in 2023 was 
approximately half of what it was in 2014. In Q3/2024, its latest quarterly report, 
VW announced that its profits had decreased by 60% year-on-year. While this report 
provides no details about Chinese operations, it specifically mentions the drop in 
sales in China as a major contributing factor.44  

Based on increasing investment and decreasing profits, we can infer that the 
amount of dividends that VW has sent from China have steadily decreased, 
particularly in the last five years. To provide a more granular view, we can separate 
the temporal analysis into three periods: the period of 2010-2020, the recent five 
years, and the outlook for the near future.  

In the 2010s, VW’s profits were much higher than the announced investment. 
Therefore, it is very likely that more than half of the profits were repatriated. While 
VW continually invests in China, the amounts were lower in the past, as the 
company prioritized production of non-premium models in the country and 
concentrated on R&D in Germany. One of the main reasons was the JV operating 
model, due to which VW needs to share the profits with a local company and which 
facilitates technology transfer (both illicit and legal). To protect its intellectual 
property and know-how in premium brands, which yield higher profits, VW only 
localized the production of non-premium brands in China.45 

In recent years, however, VW changed its strategy. In line with its “In China for 
China” strategy, it invested heavily in upgrading its production facilities, developed 
new models specifically for the Chinese market, acquired companies within the 
battery supply chains, and established R&D centers in China. This was part of VW’s 
broader strategy of investing €180 billion to enable the transition towards electric 
mobility.46 As for dividend payments to Germany, it is very likely that most of the 
investment in China was made from retained earnings of the Chinese subsidiaries, 
although some proceeds came from borrowing and the Initial public offering (IPO) 
of Porsche in 2022.47 

Looking forward, two large trends will define the amount of cash VW repatriates 
from China to Germany. VW’s investment in China is expected to peak in 202448 
and should ease off in the following years. This would allow for a higher portion of 
its earnings to be sent back to Germany. On the other hand, due to the steep drop 
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in VW’s sales in China,49 the anticipated earnings will be much lower than in 
preceding years. While some analysts are optimistic about VW’s prospects and 
expect its investments to bear fruit, others are skeptical about VW’s future 
potential in China. VW itself expects to reach operational profits of around €3 
billion by 203050. 

Figure 6 

 

Indirect impact 

Since VW China is responsible for 40% of all VW sales globally, it has a significant 
impact on the company’s German operations in terms of employment, output and 
exports, investments, financial position, know-how, and indirect taxes.  

Technological development conducted as part of the push toward EV production 
is predominantly located in Germany. The development of new modular platforms, 
software development, battery development, and quality and assurance are all 
concentrated in German cities, with a large part of these activities done at the 
central location in Wolfsburg. While there is a growing tendency to locate these 
activities in China or elsewhere in the world, thousands of highly skilled, technical 
jobs in Germany are supported by the firm’s global activities. An indirect 
confirmation of this is the fact that VW is cutting a large number of jobs in Europe 
because of disappointing sales results globally but driven by a drop in China.51  
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As mentioned earlier, VW has maintained the production of premium models in its 
European plants (in Wolfsburg and Bratislava) and exports them directly to China. 
he high volume of sales in the Chinese market is partly a result of VW’s Chinese 
operations VW is frequently referred to as the first and oldest European carmaker 
in China, and its local presence is supported through collaboration with dealers 
and after-sales service providers, which are all sales-enhancing factors. Even then, 
the production of non-premium models in China requires a number of high-value-
added intermediate inputs, which are manufactured in Germany. Both the demand 
for premium models and intermediate inputs into China-manufactured models 
increase the output, exports, and employment in Germany and other European 
locations of VW production.  

The repatriated cash from VW China would have also supported domestic 
investment, especially in the 2010s, when the profits were at their highest and 
investment in China relatively low. VW does not distinguish in granular detail in its 
financial statements what sources of funds are used in individual investments. 
However, due to China’s significant contribution to the firm’s overall operating 
profits, the funds originating from VW China were certainly spent on investments 
in European locations. 

Dividends from China to Germany help enhance VW’s financial position. Cash flow 
from Chinese operations improves financial metrics, which can, in turn, lead to 
lower borrowing costs and a higher capacity to invest domestically. It is difficult to 
estimate the impact of Chinese dividends on VW’s overall financial position. Yet, 
due to the recent ramp-up in investment in China, this effect has likely diminished, 
if not disappeared. Additionally, earnings from multiple geographies typically have 
a positive impact due to the diversification effect they create, yet earnings from 
China exhibit the opposite tendency: rating agencies have issued warnings about 
VW’s concentration in the Chinese market.52  

In conclusion, VW China’s operations have contributed to the generation of jobs, 
investments, research and development, and financing activities of VW in Europe. 
Due to VW’s falling market share, drop in sales, and increase in investment in China, 
many of these contributions have been significantly reduced. However, there might 
be an increase in R&D and know-how flowing from China to Germany because of 
cooperation with local partners with better EV manufacturing, battery technology, 
and automotive software.   
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Policy risk scenarios 

Several events could impact VW’s ability to operate in China or to earn profits in 
the country. This section will focus on the political risk—actions conducted by state 
actors —and introduce several potential disruptions that may result from political 
or regulatory interventions. 

Scenario 1: Ban on car exports from China to the United States 

The United States has imposed tariffs and regulatory requirements on car exports 
from China, which can potentially impact VW China’s performance. To provide a 
fuller picture, we include four policies—two recently implemented, one proposed, 
and one hypothetical—to show the magnitude of impact and the response from 
VW: 

§ Tariff increase to 100% on EVs imported from China 

§ US anti-forced labor laws 

§ Proposed ban on Chinese software in connected vehicles 

§ Potential blanket ban on Chinese-manufactured car exports to the United 
States 

A tariff increase of 100% on EV imports from China, announced by the United 
States in May 2024, is essentially a ban on EV imports from China since it means 
these vehicles cannot compete on price with cars manufactured in the United 
States or elsewhere in the world.53 Currently, VW does not export EVs made in 
China to the United States.  

US anti-forced labor laws, such as the Uyghur Forced Labor Prevention Act, are 
primarily not concerned with car exports. Instead, they focus on manufacturing 
activities in western China’s Xinjiang Autonomous Region, where VW operates a 
factory as part of a JV with Chinese partner SAIC and where it sources supplies of 
intermediate products.54 In February 2024, several VW models, despite not being 
manufactured in China, were refused entry to the United States as they contained 
a “small electronic component” made by a supplier in Xinjiang.55 In November 
2024, VW announced the sale of its share in the Xinjiang plant, which should 
alleviate some of these issues.56 Nonetheless, VW might still use suppliers located 
in Xinjiang, even if the company states that these are being replaced. Indeed, the 
third- or fourth-tier suppliers could be located in Xinjiang without VW directly 
knowing about it, especially as the company has a history of flawed audits in the 
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region.57 Should VW continue to use Xinjiang-made components in its exports to 
the United States, this will likely result in a fine rather than an outright ban on 
exports to the country.  

The proposed ban by the United States on Chinese software in connected 
vehicles could pose a significant issue for VW globally. The company conducts an 
increasingly large part of its R&D in China. Moreover, in 2023, VW partnered with 
Chinese EV producer XPeng, hoping to jointly develop automotive software.58 In 
2024, VW and XPeng announced a technical collaboration on Electronic/Electrical 
(E/E) Architecture.59 While their statement specifies this collaboration extends 
only to vehicles made in China, it is possible that US regulators would question and 
challenge these statements. A US regulatory challenge could temporarily freeze all 
VW exports to the United States. The factories hardest hit would be those 
producing premium models and those located in Mexico, which primarily produce 
for the US market. In 2023, VW delivered 640,000 cars to the US, of which 174,000 
were produced locally in its Chattanooga plant60 and the remainder were imported 
from VW’s plants abroad. 

A blanket ban on Chinese-manufactured car exports to the United States is not a 
much-discussed eventuality, yet it could happen as part of the escalating trade war 
between the two countries. This would, however, only have a minimal impact on 
car sales. Chinese car exports to the US market are worth only US$2.5 billion 
annually, and China is the only country that has seen its car exports to the United 
States decrease in volume.61 There is no knowledge of VW exporting cars made in 
China to the United States, and most car exports from China to the United States 
are by General Motors.62 

Scenario 2: Factory closures in China 

Due to several unexpected events, VW may face forced factory closures in China. 
This would not be unprecedented; VW was impacted by lockdowns during the 
COVID-19 pandemic.63 To be able to model factory closures in China, it is important 
to distinguish between different scenarios in which this could occur: 

§ Shutdown of all VW’s operations in China 

§ Shutdown of VW’s production facilities 

§ Ban on the use of VW’s supply chain in China 

In the first scenario, we assume the shutdown of all of VW’s operations in China, 
including its R&D, battery manufacturing, and, importantly, sales of VW cars 
imported from other locations and imports of intermediate products. The first 
immediate impact would be the loss of all operating profit in China by VW China 
(€2.6 billion in 2023). However, the losses would extend to VW’s entities in Europe, 
which rely on the exports of cars and intermediates to China. VW’s plant in 
Bratislava, for instance, would be particularly strained because a quarter of this 
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factory’s exports are to China.64 All plants producing cars for export, especially 
those manufacturing brands not made in China, such as Porsche and Bentley, 
would also be exposed. Additional considerations of the shutdown of all 
operations would be the write-off of unused inventory, inability to remit cash and 
capital back to Germany, difficulty in repaying loans and other liabilities, and 
inability to export abroad cars and intermediate goods made in China  

It is difficult to model the impact on VW without direct access to its granular 
financial data, yet the interconnectedness of the firm’s operations in multiple 
locations and China’s importance for VW (40% of sales) suggests the impact 
would be catastrophic, and the company would need significant state support in 
Germany to remain operational.  

The second scenario, a shutdown of Volkswagen’s production facilities, is like 
what happened in China during the COVID-19 pandemic when imports and sales 
of VW cars were either not impacted or impacted separately. If such a scenario 
were to unfold for political reasons, it would likely be implemented via sudden 
factory inspections, which could interrupt production for several days or weeks, 
Yet this would unlikely result in a long-term shutdown. Although such events would 
create issues with cash flow, output, and deliveries, VW should be able to weather 
these rather well, as it did during the COVID-19 pandemic.  

A ban by the Chinese government on the use of VW’s supply chain in China would 
be an indirect regulatory action, likely to emerge either as a retaliation—such as 
due to VW’s unwillingness to use suppliers in the Xinjiang Autonomous Region—or 
to prevent VW from accessing sensitive technology. In any circumstance, VW 
would likely face a ban on the use of individual suppliers or a cluster of suppliers, 
defined either geographically or functionally and defined by the product supplied. 
While such actions would have the potential to disrupt VW’s operations, any 
disruption would not be long-lived as VW could either negotiate a compromise with 
the Chinese regulators, switch suppliers, or discontinue the production that utilizes 
such inputs. 

Moreover, VW mostly operates in China through JVs with major Chinese state-
owned enterprises (SOEs), so those firms would also feel any disruption. 
Therefore, any regulatory action would likely be directed toward banning or limiting 
imports of VW cars from abroad rather than curtailing production in China. 

Scenario 3: Removal of state support 

Germany supports its companies in their exports and investments abroad. The 
Federal Ministry for Economic Affairs and Climate Action (BMWK) operates 
several schemes, including Export Credit Guarantees and Untied Loan Guarantees 
(UFK), which cover a significant part of exports and investment against the risks 
of payment defaults caused by economic or political events.65 Germany’s excellent 
credit rating is used to reduce the cost of insurance and provide better financing 
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conditions. Banks often require a federal guarantee to provide financing for 
activities abroad.  

The total amount of state support extended to VW is not publicly available, yet we 
can estimate that removing state support would steeply increase the cost of 
insurance and borrowing. Germany is AAA-rated, whereas VW’s rating is A-, which 
can translate to significant differences in interest rates and insurance premiums. 
Loss of the German state’s support would inhibit VW’s ability to finance its 
activities and lead to a downgrade in the credit rating of certain financial 
instruments. In certain cases, banks would likely not provide financing to VW 
without state guarantees, as they would consider the investment too risky. 
Moreover, due to the size of VW’s investments in China, no single private insurer 
would likely be able to extend sufficient cover to the company, limiting its ability to 
invest abroad. Thus, the removal of state support would reduce the scope of VW’s 
investment in China. 

Scenario 4: Ban on technology transfer to Germany 

This scenario considers a hypothetical ban by the Chinese government on 
technology transfer to Germany. Such a measure would discourage Chinese 
companies in certain industries from cooperating with VW. There are reports of 
unofficial instructions ordering Chinese EV companies to slow down or halt their 
investments in Europe. The most visible action was the decision in November 2024 
by Leapmotor, a Chinese EV firm, to cancel plans to form a JV with Stellantis, a 
Polish company, in Poland, allegedly due to Warsaw voting in favor of the EU’s 
decision to impose countervailing duties on imports of Chinese EVs.66 While this 
may not directly concern VW, which does not operate or consider JVs with Chinese 
automakers in Europe, two types of regulatory actions that might be introduced by 
China and the EU could impact its operations.  

First, VW would not be able to use certain types of inputs or technology produced 
in China in the EU. This could be analogous to the proposed US ban on connected 
vehicles made in China. Second, VW would not be able to extend these 
partnerships and products developed within these partnerships to the EU. For 
example, VW is developing an E/E architecture with Chinese XPeng, yet this 
technology might not be allowed to be used in European countries due to the 
possibility of data transfers to China. In both situations, the regulatory action would 
most likely hamper the competitiveness of VW in the short run until the company 
finds a solution by either engaging alternative suppliers or developing products in-
house. 
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Conclusion 

This analysis of the impact of European firms’ investments in China underlines 
several key concepts and trends. Whether foreign investment benefits home 
countries remains inconclusive, as most studies indicate no significant impact. 
However, when effects are measured, they tend to be positive, although findings 
vary by country, industry, type of investment, and other factors. In some individual 
cases, the impact can even be negative. 

Nonetheless, this paper may be evaluating a situation that structurally differs from 
those in previous studies. Most OFDI impact analyses were conducted within a 
framework in which OFDI flows from a developed home country to a developing 
host country. However, as China ascends the value chain and technology ladder, 
its companies pose formidable challenges to European investors, which slowly 
erodes the benefits of European OFDI in the country. 

This is particularly evident in the case of German investment in China. Central bank 
figures show a rising trend in profits being repatriated by German companies as 
dividends. However, VW, the largest German investor in China, is experiencing 
declining profits even as it increases its investments in China. The shift towards 
EVs and the corresponding rise of Chinese automakers have intensified 
competition in the automotive industry, leading incumbents like VW to face 
reduced market share, revenues, and profitability. 

Moreover, heightened geopolitical and geoeconomic competition—globally and in 
EU-China relations—has not only introduced economic risks, such as increased 
competition, but also heightened political risks. Our analysis identifies four 
potential areas of political risk inherent in VW’s operations in China, indicating that 
the scope and severity of political and regulatory actions could pose significant 
operational challenges for the company. Some of these actions may necessitate 
support (or a bailout) from the German state. 

While there are substantial benefits to be gained from investments abroad, 
European countries must carefully consider what types of investments to support, 
as well as the specific geographies and industries involved. Although Czech 
investments in China are not comparable in size and scope to German 
investments, there are noteworthy parallels. For instance, Škoda, one of the largest 
Czech investors and a subsidiary of VW, faces similar challenges. However, the 
distinctions between these cases warrant further exploration in a separate paper. 
Additionally, one of Czechia’s largest investments in China, the consumer finance 
firm Home Credit, has exited the market due to a combination of economic and 
regulatory factors that parallel those discussed in the “Scenarios” section of this 
paper. These examples call for the adoption of scenarios-based evaluation of 
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opportunities and risks of investment in China not only by the business but also by 
policymakers, who need to be able to either prevent or mitigate the potential 
adverse impact of political risks on their companies’ performance.   
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