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Abstract
This paper examines the relationship between trade uncertainty and bank lending using a sample of commercial banks in
China and the European Union (EU) countries during the period of heightened trade uncertainty from 2017Q1 to 2021Q3
measured by the World Trade Uncertainty (WTU) index. We show that trade uncertainty slows bank credit growth. We find
no significant difference in the lending response to trade uncertainty between Chinese and EU banks. Our additional
analyses indicate that the credit-reducing effect of trade uncertainty is stronger for better-capitalised banks and more liquid
banks. We also find that trade uncertainty is negatively associated with the growth of different bank funding sources,
namely, customer deposits, liabilities, and equity. However, we do not find significant evidence that trade uncertainty affects
bank credit risk. © 2024 Bank Indonesia Institute. All rights reserved.
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