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Abstract
This paper examines the effect of national government response measures to Covid-
19 on German international capital flows. Analyzing highly disaggregated monthly 
data from the German balance of payments statistics over the period from January 
2019 through January 2021, we find that bilateral financial interactions are nega-
tively affected by stricter containment and closure policies as well as health system 
policies of a partner country, while German capital flows benefit from a partner’s 
economic support policies. Moreover, to the extent that public interventions to fight 
the pandemic affect financial interactions, the adjustment mainly takes place along 
the intensive margin.

Keywords  Coronavirus · pandemic

JEL Code  F36 · F60 · I18

1  Introduction

The Covid-19 pandemic, and measures taken in response to the disease, dramatically 
affected economic behavior. Lacking an effective vaccine at that time, the Covid-19 
outbreak triggered a massive rise in uncertainty (Baker et al. 2020). More notably, 
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countries around the world implemented drastic measures, from border closures to 
national lockdowns, to slow and prevent the spread of the coronavirus.

The macroeconomic consequences of the pandemic have been dramatic. Eco-
nomic activity temporarily collapsed on a global scale. According to the Interna-
tional Monetary Fund (2021), world output declined by more than 3 percent in 2020. 
Similarly, some cross-border activities, such as merchandise trade and travel, con-
tracted sharply. For world trade, for instance, the World Trade Organization (2021) 
estimates a fall by more than 5 percent in 2020.

The impact of the pandemic on international capital flows, in contrast, is much 
less evident. At the beginning of the crisis, at a time of financial market turbulences, 
some countries experienced substantial capital outflows. In perspective, however, 
net outflows have been of a magnitude comparable to those seen in previous stress 
events (Batini 2020).1 Moreover, the flight-to-safety episode was remarkably short-
lived, partly due to massive central bank intervention (Lane 2020).2

In principle, one can think of a number of channels through which a global pan-
demic might affect cross-border capital movements. One is the impact of uncer-
tainty on international portfolio allocation. As risk increases, investors tend to reas-
sess their positions, and portfolio realignment may then result in safe haven capital 
flows (Habib and Stracca 2013). Another channel focuses on the sensitivity of gross 
capital flows to economic conditions. Since capital flows are often found to be pro-
cyclical, they are likely to fall during an economic slowdown, and maybe even to 
collapse in a crisis (Broner et al. 2013; Papaioannou et al. 2013). Moreover, meas-
ures to fight the pandemic, such as the closure of borders, may depress capital flows 
further.

In this paper, we examine empirically the effect of policy responses to the Covid-
19 pandemic on German international capital flows. In particular, we make use of 
highly disaggregated monthly data from the German balance of payments statistics 
for the period from January 2019 to January 2021, which allows us to analyze the 
financial interactions of a single country, Germany, with foreign counterparts along 
multiple dimensions over the course of the pandemic. Exploiting then the variation 
in government response measures to Covid-19 across partner countries and time, we 
estimate the effect of national policies to slow the transmission of Covid-19 and eco-
nomic support policies on a broad set of capital flow measures.3

Previewing our results, we find that German capital flows are sensitive to for-
eign policies in response to Covid-19, with the effect depending on the type of pol-
icies implemented. More specifically, German capital flows tend to decline when 

1  Kalemli-Ozcan (2020) notes that the high-frequency real time data on portfolio flows, which are often 
used as long as official balance of payments data are unavailable, might not be fully informative for 
emerging markets; see also Koepke and Paetzold (2020).
2  Borgioli et al. (2020) argue, along similar lines, that, after a short period of systemic stress and frag-
mentation, there has been a fast rebound of European financial integration which has broadly returned to 
its pre-crisis levels.
3  Since we examine bilateral capital flows of a single country, Germany, our analysis focuses exclusively, 
by construction, on the impact of government measures imposed by foreign countries, while measures 
taken by the German government in response to Covid-19 are absorbed by time fixed effects.
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a partner country adopts stricter containment and closure policies. The stringency 
of lockdowns, therefore, has a negative effect on bilateral financial interactions, an 
effect which becomes larger the longer the pandemic drags on. For economic poli-
cies, in contrast, greater government intervention in response to Covid-19 seems 
to be associated with larger financial flows. Economic support measures tend to 
strengthen bilateral financial interactions, especially during the early phase of the 
pandemic. Finally, to the extent that public interventions to fight the pandemic affect 
financial interactions, the adjustment mainly takes place within relationships which 
continue to exist (i.e., along the intensive margin).

The remainder of the paper is organized as follows. In Section 2, we briefly discuss 
the relevant literature. Section 3 describes the data and our empirical strategy. Sec-
tion 4 presents the empirical results. Finally, Section 5 briefly concludes.

2 � Literature

Our work is directly related to two strands of the literature. A first set of papers 
examines the determinants (or ‘drivers’) of bilateral capital flows. In this literature, 
often a gravity-type framework is applied to study patterns of cross-border financial 
holdings. While a wide range of ‘push’ and ‘pull’ factors for capital flows are identi-
fied, the analysis typically focuses on country-specific and global economic condi-
tions; there is little evidence, if any, on the effect of health-related policy measures 
on capital flows. The literature is voluminous and has been extensively surveyed; 
see, among others, Montiel (2014) and Koepke (2019) for reviews.

Another line of research examines the impact of the Covid-19 global pandemic 
on economic activities, including cross-border interactions. A small, but rapidly-
growing number of studies focuses on the effects of Covid-19 on international trade. 
Berthou and Stumpner (2021), for instance, use a large cross-country panel data-
set and document a strong negative effect of lockdown policies on both exports and 
imports. Other studies analyze country-specific trade data and find similar results; 
examples include Benguria (2021) for Colombia and Amador et al. (2021) for Portu-
gal. Still other studies explore the effects of the pandemic on non-trade cross-border 
flows, such as tourism; see, for instance, Cevik (2021).

Analyses of the response of capital flows to Covid-19, in contrast, have been 
mainly descriptive, often with a focus on the experiences of emerging market econo-
mies. The OECD (2020), for instance, provides a detailed discussion of capital flow 
dynamics during the pandemic and summarizes lessons from the history of sud-
den stops. Kalemli-Ozcan (2020) focuses on the composition of capital flows and 
discusses the implications of this composition during the shock episode, while, in 
another IMF publication, Batini (2020) reviews the policy responses to the capital 
flow volatility caused by the pandemic. A serious limitation is the (un)availability 
of detailed capital flows data at high frequencies; see ElFayoumi and Hengge (2021) 
for an exception.

By making use of granular information on Germany’s bilateral financial relation-
ships with other countries, we are able to go beyond this work. Moreover, our focus 
on evidence from a single advanced economy, which may be considered a poten-
tial drawback, also has advantages, especially given that findings on the drivers of 
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capital flows often differ along various dimensions, including the type of country, 
the type of capital flow and the asset category. In comparison with other countries, 
the pattern of Germany’s financial relationships can be characterized as diversified 
(across countries), balanced (between inflows and outflows) and stable (over time). 
Overall, our work complements country-specific studies on the impact of the Covid-
19 pandemic on other cross-border activities, such as merchandise trade.

3 � Data and Methodology

In our analysis, we combine information from two datasets. Data on German cross-
border financial activities are obtained from the Deutsche Bundesbank’s “Statistics 
on International Financial and Capital Transactions (SIFCT)”, which contains the 
microdata used for the compilation of the German balance of payments statistics.4 
The data are provided at monthly frequency, based on mandatory reports by Ger-
man declarants of financial transactions with foreign counterparts once they exceed 
a threshold value of 12,500 euro. Since each declaration contains numerous details, 
including the date and type of transaction, the partner country, the asset class and the 
value of the transactions, the number of individual entries is large. On average, more 
than 25,000 activities by about 4,000 declarants are recorded each month. In view of 
strict confidentiality restrictions, the micro data are only accessible, in anonymized 
form, at the headquarters of the Bundesbank in Frankfurt, Germany.

Figure 1 plots the (aggregate) monthly capital flows into and out of Germany over 
time. Although the monthly figures are volatile (without a clear seasonal pattern), German 
capital flows have sizably increased on a year-over-year basis in 2020. This development, 
however, can, if anything, only partly be attributed to the pandemic. The strong correla-
tion between inflows and outflows illustrates, for instance, the importance of bidirectional 
short-term capital movements (rather than, say, flight from risk assets activities). Another 
common factor, affecting both inflows and outflows simultaneously, is the United King-
dom’s withdrawal from the European Union (Brexit), with Britain-based banks moving 
parts of their international business to European Union countries, including Germany.5

We merge the German balance of payments data with information on how gov-
ernments in the partner country respond to the Covid-19 pandemic. For our purposes 
of coding national coronavirus policies on a consistent basis, there are a number 
of data repositories available. We use data from the Oxford Covid-19 Government 
Response Tracker (OxCGRT).6 This database systematically collects publicly avail-
able information on policy measures that governments have taken to respond to the 

4  A detailed description of the SIFCT dataset is available in Biewen and Stahl (2021) and at https://​
www.​bunde​sbank.​de/​en/​bunde​sbank/​resea​rch/​rdsc/​resea​rch-​data/​stati​stics-​on-​inter​natio​nal-​finan​cial-​and-​
capit​al-​trans​actio​ns-​sifct--​831698.
5  Gross bilateral portfolio flows between Germany and the United Kingdom (purchases and sales of for-
eign securities) have substantially increased in 2020, due to the relocation of the securities business of 
some Britain-based banks.
6  The dataset and more detailed information are available at https://​www.​bsg.​ox.​ac.​uk/​resea​rch/​resea​rch-​
proje​cts/​coron​avirus-​gover​nment-​respo​nse-​track​er; see Hale et al. (2021).
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Covid-19 outbreak and reports 20 indicators of common government responses. 
These indicators are grouped into three broad categories: containment and closure 
policies (8 indicators), health system policies (8 indicators) and economic policies 
(4 indicators). In addition, the database contains various indices for which the data 
from the indicators is aggregated into a numerical value between 0 and 100.

The individual government response measures in the OxCGRT database are typically 
recorded on an ordinal scale. For ‘cancel public events’, for instance, the indicator takes 
integer values from 0 (no measures) to 2 (require cancelling), while for ‘restrictions on 
gatherings’ the indicator ranges from 0 (no restrictions) to 4 (restrictions on gatherings 
of 10 people or less). Only four of the 20 indicators are reported on a metric (US dollars) 
scale. In our empirical implementation, we use these indicators, despite the somewhat 
arbitrary definition of the ordinal measures, to allow for different intensities of the gov-
ernment responses.7 However, we transform the raw OxCGRT data, which is recorded at 
daily frequency, into monthly (arithmetic) averages for ordinal measures and into sums 
for the metric indicators which we can merge with our balance of payments data.8

Notes: Raw data taken from Deutsche Bundesbank.
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Fig. 1   Monthly Capital Flows of Germany, 2019–21

7  In unreported robustness checks, we have also experimented with translating the information from the 
indicators into plain binary dummy variables, without much additional insights.
8  Declarants typically report their aggregated positions at the end of the month. There is no further infor-
mation given about the submission date of the report or the day of the cross-border financial transac-
tion. Also, declarants are, in principle, allowed to report retroactive transactions over the following two 
months, such that the most recent data may be subject to revisions.
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Figures 2 and 3 present monthly box plots of the OxCGRT indicators of government 
responses to Covid-19 across the 186 countries in the sample. The upper panel of Fig. 2 
contains a box plot of the overall government response index, which summarizes the 
information from all (16) ordinal government response measures in a single index for 
each country; the two box plots in the lower panel present analogous composite indi-
ces for two types of government policies, effectively sorting each ordinal government 
response measure into one of two categories. Box plots for individual measures are pre-
sented in Fig. 3. Unsurprisingly, there is, in line with the spread of the coronavirus, a 
general tendency towards more and tighter government measures over the course of the 
year. However, many box plots are wide, indicating considerable cross-country varia-
tion in the implementation of these measures; there is also variation in when measures 
are adopted and (eventually) abandoned. For instance, many lockdown policies, such 
as school closures, have been temporary and lifted quickly as the number of Covid-19 
cases declined, while other interventions, such as public information campaigns, are  
still widely in place. Overall, the box plots indicate considerable dispersion in govern-
ment responses to Covid-19, both across countries and over time.9

In our empirical analysis, we make use of this variation to identify the impact of  
pandemic-related government interventions on cross-border financial flows. In particular, 
we compare the evolution of German financial activities with countries with high exposure 

Fig. 2   Composite Indicators of Government Response Measures to Covid-19

9  Appendix Table A1 presents a correlation matrix, providing further evidence that the indicators of gov-
ernment response measures are not particularly tightly related.

756 S. Goldbach, V. Nitsch



1 3

to a government policy measure in response to Covid-19, relative to countries with low 
exposure to this measure. We do so by using a standard panel data model with country- 
and time-specific fixed effects, such that our basic empirical specification takes the form:

where FinancialActivityct is a measure of German financial activity with country c 
in month t, Countryc and Montht are comprehensive sets of country and time fixed 
effects, respectively, GovtResponsect is a measure of country c’s response to Covid-
19 in month t, Pandemict is a binary dummy variable that takes the value of one for 
the period from January 2020 onwards (and is zero otherwise), Controls is a vector 
of additional controls, and ε is the residual. Following standard practice, our base-
line measure of bilateral financial activity is the total value of capital flows (i.e., 
the sum of outflows and inflows).10 However, we also explore other indicators of a 
financial relationship (such as the number of declarants) as regressands.

In this conventional difference-in-differences setting, time fixed effects control for 
any variation in German financial flows that is common across all partners (including, 
for instance, fluctuations in external flows due the impact of Covid-19 in Germany), 
while country fixed effects absorb all factors that shape Germany’s financial relationship 
with a partner country and do not vary over time. By choosing a relatively short sample 
period then, our empirical set-up can be considered to be particularly demanding. At the 
same time, however, with this short time frame, it is difficult to identify factors which 
vary across countries and over time and significantly determine bilateral financial flows 
at monthly frequency. While we experiment with a large number of monetary and real 
variables,11 none of these additional controls consistently enters our equation statistically 
significantly. Moreover, to the extent these extensions affect the estimation results for our 
variable of interest, a foreign country’s government response to Covid-19, this effect is 
largely driven by changes in the size and composition of the sample (since the control 
variables are often only available for a subset of countries or with a time lag). Still, for 
illustration, we report results for augmented versions of Eq. (1) in which we control for 
a foreign country’s economic outlook by using the monthly percentage change in the 
national central bank’s balance sheet and the OECD composite leading indicator.12, 13

(1)
FinancialActivityct = Countryc + Montht + �GovtResponsect × Pandemict + �Controlsct + �ct,

10  Outflows (inflows) are defined as purchase (sale) of foreign assets by German investors and sale (pur-
chase) of German assets by foreign investors.
11  The list of variables used as additional controls includes the nominal effective exchange rate, real 
effective exchange rate, policy interest rate, the monthly percentage change in the national central bank’s 
balance sheet, money market rate, long-term bond yield, central bank reserves, consumer price inflation, 
industrial production, economic policy uncertainty, and the OECD composite leading indicator.
12  For member countries of the euro area, we use the national central bank balance sheets.
13  Bordo (2021) provides a historical account of central bank cooperation during crisis episodes.
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4 � Results

We begin our empirical analysis by estimating Eq.  (1) at the most aggregate level, 
using the OxCGRT summary indicators to quantify the government responses to 
Covid-19 in countries abroad. Table  1 reports the results. Our default estimate is 

Notes: Data are monthly averages of daily values, January 2020 – January 2021. Raw data (last 
update: March 24, 2021) taken from the Oxford Covid-19 Government Response Tracker (OxCGRT).
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recorded in the first column of the upper panel of the table. In this column, we tabulate 
the regression results from the most parsimonious specification of Eq. (1), which only 
includes the variable of interest (along with country and time fixed effects), for the 
overall government response index. The estimate of γ is small and not significantly 
different from zero at any confidence level, indicating that German capital flows are 
insensitive to policies implemented abroad to fight the pandemic. Moreover, this 
(non-)finding turns out to be robust when we sequentially include, at the cost of a sub-
stantially reduced sample size, additional regressors to capture the effects of a partner 
country’s monetary and macroeconomic conditions on capital flows. As shown in col-
umns (2) to (4), the γ coefficient remains insignificant in these extended specifications 
(but increases in magnitude). For a composite indicator of government responses to 
Covid-19, therefore, which aggregates the information from 16 different indicators of 
government measures into a single index, there is no evidence that the pattern of bilat-
eral capital flows is sizably affected by policy measures taken in response to Covid-19.

In the remaining eight columns of the table, we present sets of analogous results 
for two sub-indices which summarize information on different types of public poli-
cies in response to Covid-19. Columns (5) to (8) show the results when the overall 
government response index is replaced with a summary index of containment and 
health policies only; this index aggregates the information from 14 (of the 16) indi-
cators in the overall index.14 For this measure, then, the estimated effect on capital 
flows is not only consistently negative; the effect is also marginally significant at 
the 10 percent level in two of the four specifications. Consequently, bilateral finan-
cial relationships do not seem to be completely unaffected by the pandemic. At least 
for the group of Germany’s major financial partners (for most of which data on the 
composite leading indicator is available), capital flows fall sizably when a country 
implements stricter lockdown policies. While we do not attempt to interpret the 
point estimates too literally, given the arbitrary construction of the index, a 10 per-
centage point increase in the containment and health index is associated with a 5 
percent decrease in bilateral capital flows.

For a summary index of economic policies, in contrast, which aggregates the 
information from the two remaining ordinal indicators (that is, indicators dealing with 
economic policy measures in response to Covid-19), the estimate of γ is always posi-
tive and, with one exception, statistically significant at conventional levels. Accord-
ing to these findings, financial relationships benefit from more active policies abroad, 
policies with which governments provide economic support to reduce the impact 
of the pandemic. Moreover, it is reassuring to note that the results are remarkably 
robust, holding for both the worldwide sample of 160 countries and for specifications 
when we additionally control for a foreign country’s economic outlook and, thereby, 
effectively reduce the sample to Germany’s main partners for financial business.

Next, instead of estimating the average effect over the course of the pandemic, we 
allow for two separate interaction terms which distinguish between the first (before 
September 2020) and the second wave (from September 2020 onwards) of the 

14  Put differently, this index drops the economic support measures from the overall government response 
index.
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pandemic.15 The results are presented in the lower panel of Table 1, which tabulates 
estimates for specifications of Eq. (1) analogous to those that have been reported in 
the upper panel of the table. Again, the effects of government response measures to 
Covid-19 on capital flows vary strongly by type of public policies, although many 
coefficients lack statistical significance at this aggregate level. For containment and 
health policies, the estimates suggest that stricter measures tend to reduce financial 
interactions, and this (negative) effect seems to become larger over time. For eco-
nomic support policies, in contrast, a more active policy stance benefits cross-border 
financial transactions, with particularly strong effects immediately after the outbreak 
of the pandemic. One obvious and plausible explanation of this pattern is that the 
economic costs of Covid-19 increase with the duration of the pandemic.

In Table  2, we repeat the regression analysis, using the individual OxCGRT 
indicators of government response measures in place of the composite indices. As 
before, the upper panel reports the average effect, where we limit the analysis to 
the least (baseline) and most demanding (with additional controls) specifications 
of Eq. (1) in Table 1; the lower panel reports the analogues when we again allow 
the effect to differ by wave. In total, the table presents the results of (20 × 4 =) 80 
regressions. However, to save space, we tabulate only the estimated coefficients of 
interest.

Reviewing the results, the estimates turn out to be generally in line with our initial 
findings. German capital flows rarely respond in systematic ways to actions taken by 
foreign governments in response to the pandemic; the majority of the estimates is 
not significantly different from zero. For some government responses, such as ‘public 
information campaigns’, for instance, none of the specifications provides an estimate 
of γ which is significant at any level. More importantly, to the extent that an effect 
of government measures on bilateral financial relationships is identifiable, the results 
strongly confirm our findings for the composite indices. Hard lockdown policies lead 
to a reduction in financial interactions, especially the longer the pandemic drags on; 
also, it seems plausible that the strongest (negative) effects are obtained for ‘work-
place closings’. Public interventions providing economic support, in contrast, tend 
to benefit financial relationships; of the four indicators that track a country’s eco-
nomic policies, especially the variable recording direct ‘income support’ measures 
for households enters (mostly) significantly and with a positive sign, with possible 
explanations including household and firm access to financial resources available for 
cross-border transfer and expectations of an economy better being able to cope with 
the economic consequences of the pandemic-induced crisis.16

In a further disaggregation, we analyze capital inflows and capital outflows sepa-
rately. In particular, it may be argued that the pandemic, and national policy meas-
ures taken in response to the crisis, affect different types of capital flows differently. 
Stricter lockdown policies, for instance, may increase a country’s capital flows to 
Germany, while (expansionary) economic support policies may particularly benefit 

15  The results remain qualitatively unchanged when we use October 2020 as the start of the second wave.
16  According to the OxCGRT data description, the variable ‘income support’ records “if the government 
is providing direct cash payments to people who lose their jobs or cannot work”.
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1 3

capital flows to a country from Germany (e.g., due to expectations of an improve-
ment in the economic outlook and the performance of a country’s domestic financial 
markets). Therefore, to analyze this issue, Tables  3a and 3b provide analogues to 
Table 2 for capital inflows and capital outflows, respectively.

Interestingly, the estimates turn out to be remarkably robust, both in terms of 
magnitude and statistical significance, irrespective of the direction of the capital 
flow. This finding may be specific to Germany as an advanced country, in contrast to 
emerging market and developing economies. Still, the similarity in the response pat-
terns of capital flows indicates that the pandemic affects Germany’s bilateral finan-
cial relationships rather than unidirectional flows to and from Germany.

We have performed extensive robustness checks to further analyze the sensitivity of 
our results along various lines. In one exercise, for instance, we analyze a subsample com-
prising European Union member countries only. We also exclude countries serving as 
international financial center. None of these perturbations, measurably affects our results.

In a next step, we explore possible channels of the effect of pandemic-related 
public interventions on capital flows. To examine bilateral financial relationships 
in more detail, we make use of the granular nature of our financial flows data. We 
begin by analyzing financial flows by asset category.

Table 4 presents the results. In this table, we report separate estimates for finan-
cial activities in six different asset categories.17 However, to avoid unnecessary 
cluttering, we only tabulate the results for two selected government measures in 
response to Covid-19, ‘workplace closing’ and ‘income support’; for these indica-
tors, out of the set of 20 indicators compiled by OxCGRT, we find the most con-
sistent and strongest (oppositely signed) effects on capital flows.18 Thus the first 
six columns of the table provide the results for ‘workplace closing’; each of these 
columns contains the coefficient estimates for capital flows in one of the six differ-
ent asset categories (bonds, equities, etc.). The remaining six columns present the 
analogues for ‘income support’. Since we again report the results for four different 
specifications of Eq.  (1), the table contains, in total, the results of (12 × 4 =) 48 
regressions.

Without placing too much emphasis on individual estimates, an interesting pattern is 
observable. For one thing, there is, perhaps not surprisingly, considerable heterogeneity 
in the estimated effects across different asset categories. More notably, the policy meas-
ures particularly affect financial activities in bonds, equities and money market instru-
ments which are not only the largest but also the most liquid asset categories. As a result, 
pandemic-related policy interventions have wide-ranging consequences for cross-border 
financial interactions of all types. Overall, we consider this finding generally reassuring.

In another exercise, we decompose the effect of public interventions in response 
to Covid-19 on capital flows along extensive and intensive margins. In particular, we 
decompose the aggregate value of German capital flows with a partner country into 

18  As before, the estimate of γ is often statistically insignificant for other measures of government inter-
ventions.

17  In 2019, financial transactions in equities accounted for 37% in total financial flows of Germany, fol-
lowed by bonds (34%), money market instruments (17%), investment certificates (8%), foreign direct 
investment (2%) and other (2%).
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various components, including the unique number of reporting units that declare finan-
cial transactions with that country, the unique number of asset classes in which business 
has taken place, and the average value of capital flows by declarant-asset pair. By sub-
stituting then these measures, in place of the default total value, as dependent variable, 
we are able to identify the contributions of these components to the overall effect.

The results are presented in Table 5. Again, we focus, for brevity, on the effects of 
a policy measure to contain the spread of Covid-19, ‘workplace closing’, and a policy 
measure that aims to provide support to better cope with the economic consequences 
of the pandemic, ‘income support’. Consequently, the columns (1) and (7) replicate, 
for comparison, the corresponding estimates from Table 2, while the remaining col-
umns tabulate the analogous estimation results for the margins recorded at the top of 
the column. As before, the estimates of γ vary substantially, in both economic and sta-
tistical terms, but for each variable of interest (i.e., margin), the results turn out to be 
remarkably robust across different specifications. In particular, it is interesting to note 
that public interventions to fight the Covid-19 pandemic predominantly affect capital 
flows through the intensive margin. While average values of transactions adjust, the 
scope of financial activities remains largely unaffected; that is, the pandemic-related 
financial adjustments mainly take place within relationships which continue to exist. 
These results are in contrast to findings for other types of policy interventions such as, 
for instance, financial sanctions (Besedeš et al. 2021).

5 � Conclusions

Since the beginning of 2020, cross-border economic activities are shaped by a global pan-
demic. Aiming to slow the spread of the coronavirus, governments have taken drastic inter-
ventions, with serious economic consequences. Most notably, various types of cross-border 
interactions (such as international travel) were heavily restricted or banned completely.

In this paper, we examine the effect of national government response measures to 
the pandemic on international capital flows. Based on an analysis of highly disaggre-
gated monthly data from the German balance of payments statistics over the period 
from January 2019 through January 2021, we find that bilateral financial interactions 
are negatively affected by stricter lockdown policies abroad, especially the longer the 
pandemic lasts. Economic support policies, in contrast, tend to benefit capital flows, 
with the largest effects during the initial phase of the pandemic. We conclude that 
cross-border capital flows are sensitive to policies in response to Covid-19. While 
considerable heterogeneity in the estimated effects across different asset categories 
exists, the policy measures particularly affect financial activities in bonds, equities and 
money market instruments which are not only the largest but also the most liquid asset 
categories.
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