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Introduction
Volkswagen AG is one of the world’s leading automobile manufacturers, producing a diverse array of vehicles under brands such as Škoda, SEAT, Cupra, Audi, Lamborghini, Bugatti, and Ducati. In an era defined by economic volatility and rapid technological transformation, assessing a firm’s financial performance is critical for understanding its operational efficiency, profitability, and long-term sustainability. This report presents a comparative ratio analysis of Volkswagen’s performance during 2019 and 2020. It examines key profitability, liquidity, and efficiency ratios. The analysis draws upon evidence from Volkswagen’s official annual and sustainability reports to explain the factors contributing to the differences in performance between the two years. And finally, recommendations for future improvements and sustainable practices.
Financial Statements Overview
In the 2019 financial period, Volkswagen reported total sales revenue of €252.6 billion, marking an increase of 7.1% over previous years. This growth was driven by robust vehicle sales and a favourable product mix (Volkswagen AG, 2019). Conversely, in 2020, revenue declined by 11.8% to €222.9 billion, mainly because of the widespread disruptions caused by the COVID-19 pandemic. The pandemic led to production stoppages, disruptions in global supply chains, and a substantial decline in consumer demand (Volkswagen Group, 2019).
Volkswagens Net profit also experienced a notable decline, falling from €14.0 billion in 2019 to €8.8 billion in 2020. These changes highlight the dual impact of reduced sales volumes and increased operational costs, factors that are further explored through the ratio analysis in the following sections.
Ratio Analysis
The ratio analysis in this report is confined to three categories: profitability, liquidity, and efficiency. Each of these ratios helps explain different aspects of Volkswagen’s financial performance during the challenging period of 2020 compared with the previous year.
1. Profitability Ratios
Profitability ratios measure how effectively a company converts revenues into profits. Three key ratios are examined:
Gross Profit Margin
· 2019: Volkswagen’s gross profit was €49.1 billion with revenue at €252.6 billion, resulting in a gross profit margin of approximately 19.4%.  
(Calculation: (49.1 divided by 252.6) × 100 = 19.4%)
· 2020: In 2020, gross profit decreased to €41.0 billion while revenue fell to €222.9 billion, yielding a margin of about 18.4%.  
(Calculation: (41.0 divided by 222.9) × 100 =18.4%)
The decrease in the gross profit margin suggests that increased production costs and pricing pressures amid the global pandemic negatively impacted the firm's cost efficiency (Volkswagen AG, 2019; Volkswagen Group, 2020).
Operating Profit Margin
· 2019: With an operating profit of €19.3 billion and revenue of €252.6 billion, the operating profit margin was around 7.6%.  
(Calculation: (19.3 divided by 252.6) × 100 = 7.6%)
· 2020: Operating profit fell to €10.6 billion in 2020, which results in an operating margin of nearly 4.8%. 
(Calculation: (10.6 divided by 222.9) × 100 = 4.8%)
The larger decrease in the operating margin relative to the gross margin indicates that overhead expenses and additional costs incurred to adapt to pandemic conditions significantly impacted overall operating efficiency (Volkswagen AG, 2019; Volkswagen Group, 2020).
Net Profit Margin
· 2019: The net profit of €14.0 billion produced a net profit margin of approximately 5.5%.  
(Calculation: (14.0 divided by 252.6) × 100 = 5.5%)
· 2020: With net profit declining to €8.8 billion, the net profit margin contracted to about 3.9%.  
(Calculation: (8.8 divided by 222.9) × 100 = 3.9%)
This progressive deterioration from gross to net margins underscores the cumulative effect of reduced revenues and increased costs on overall profitability.
2. Liquidity Ratios
Liquidity ratios provide insights into Volkswagen’s ability to meet its short-term liabilities.
Current Ratio
· 2019: In 2019, current assets were approximately €126.6 billion with current liabilities at €108.1 billion, resulting in a current ratio of about 1.17.  
(Calculation: 126.6 divided by 108.1 = 1.17)
· 2020: In 2020, current assets slightly declined to €122.2 billion, while current liabilities dropped to €103.0 billion. The current ratio thus improved marginally to about 1.19.  
(Calculation: 122.2 divided by 103.0 = 1.19)
The slight improvement in the current ratio during 2020 suggests that despite falling revenues, Volkswagen was able to manage its short-term assets effectively during the crisis (Volkswagen AG, 2019; Volkswagen Group, 2020).
Quick Ratio
· 2019: Excluding inventory (estimated at €40.0 billion), the quick ratio is calculated as follows:
Quick Ratio=126.6−40.0108.1=0.80
· 2020: Assuming inventory decreased to about €35.0 billion in 2020, the quick ratio improves to approximately 0.85.
Quick Ratio=122.2−35.0103.0=0.85
This improvement indicates a more efficient management of liquid assets in covering short-term liabilities, which is critical during adverse economic conditions.
3. Efficiency Ratios
Efficiency ratios help assess how effectively Volkswagen uses its assets and manages its inventory. Two essential measures are the asset turnover ratio and the inventory turnover ratio.
Asset Turnover Ratio
The asset turnover ratio measures how efficiently a company generates revenue from its assets. It is calculated as:
Asset Turnover=Revenue divided by Average Total Assets
While the exact average total assets for each year are not provided in these reports, hypothetical values can illustrate trends. Assuming average total assets were approximately €500 billion in 2019 and €480 billion in 2020:
· 2019:
Asset Turnover=252.6500=0.51 times
· 2020:
Asset Turnover=222.9480=0.46 times
This decline indicates that in 2020, each unit of asset generated less revenue, implied a reduction in the efficiency of asset utilisation.
Inventory Turnover Ratio
The inventory turnover ratio measures how frequently a company sells its inventory during a period. It is calculated as:
Inventory Turnover=Cost of Goods Sold (COGS) divided by Average Inventory
Using estimated figures from the available data:
· For 2019, if cost of goods sold (COGS) is approximated as Revenue minus Gross Profit, then:
COGS 2019=252.6−49.1=203.5 billion
With an inventory value of €40.0 billion:
Inventory Turnover 2019=203.540.0=5.09 times
· For 2020,
COGS 2020=222.9−41.0=181.9 billion
With an inventory value of €35.0 billion:
Inventory Turnover 2020=181.935.0=5.20 times
A slight increase in the inventory turnover ratio for 2020 indicates marginally more efficient inventory management, despite the overall decline in sales.
Discussion
The comparative ratio analysis illustrates several critical insights into Volkswagen’s financial performance over the two years. The profitability ratios namely, gross, operating, and net profit margins all declined in 2020 relative to 2019. This trend reflects the adverse effects of the COVID-19 pandemic, including production disruptions, supply chain disturbances, and increased operational costs. Such external pressures not only reduced revenue but also increased expenses, thereby compressing profit margins (Volkswagen AG, 2019; Volkswagen Group, 2020).
The liquidity ratios, including both the current and quick ratios, showed a modest improvement. This suggests that Volkswagen managed its short-term obligations more effectively during 2020 despite revenue challenges. Effective liquidity management was crucial, given the heightened uncertainty during the pandemic period.
Efficiency ratios further elucidate the operational challenges faced. The decline in the asset turnover ratio indicates that Volkswagen’s assets were less effective at generating revenue in 2020, possibly due to underutilising during periods of reduced production. Conversely, the slight improvement in the inventory turnover ratio implies a marginal enhancement in inventory management, potentially as a response to disrupted supply chains and the need to optimise stock levels.
Recommendations for Future Improvements and Sustainability
Based on the ratio analysis and the evidence provided, several strategic recommendations can be made to enhance Volkswagen’s performance and sustainability:
1. Diversify the Supply Chain: Expanding the supplier base and leveraging technology-enabled logistics can reduce vulnerability to global disruptions and stabilise production flows.
2. Accelerate Digital Transformation: Implementing robust online sales platforms and virtual showrooms may help capture evolving consumer behaviours and reduce dependence on traditional retail channels.
3. Enhance Investment in Technology: Fostering further investment in electric vehicle (EV) technologies and automation can improve asset utilisation and prepare the company for long-term market shifts towards sustainable mobility.
4. Optimise Inventory Management: Continued refinement of inventory management practices, including advanced forecasting and just-in-time inventory techniques, can bolster efficiency and mitigate wastage during periods of fluctuating demand.
5. Adopt Lean Manufacturing Practices: Streamlining production processes and reducing waste through lean manufacturing principles can contribute to enhanced profitability and operational efficiency.
Conclusion
The comparative ratio analysis of Volkswagen’s 2019 and 2020 financial performance reveals significant insights into the effects of external shocks and internal operational adjustments. While 2019 was marked by robust revenue and stable profitability, the COVID-19 pandemic in 2020 precipitated noticeable declines in gross, operating, and net profit margins. In contrast, liquidity ratios experienced modest improvements, indicating effective short-term asset management. Efficiency ratios further highlighted a decline in asset utilisation efficiency, even as inventory management improved slightly.
In summary, the analysis underscores that external disruptions, increased operational costs, and strategic shifts such as investments in electric vehicles were instrumental in altering Volkswagen’s financial performance. The recommendations provided offer a roadmap for enhancing future performance and sustainability. Overall, the application of profitability, liquidity, and efficiency ratios has proven to be an effective framework for evaluating Volkswagen’s financial health during a period of significant turmoil.
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