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Abstract

We investigate how the expected performance okttemomy affects corporate debt decisions
using a broad sample of companies from developddearerging economies. High transparency
between lenders and borrowers and strong legaegiioh of the two parties involved in the

lending relationship facilitate indebtedness. Thebaracteristics simultaneously alleviate the
pro-cyclical effect of the expected performanceh& economy on debt. Conversely, inefficient
insolvency regimes and high rates of default abantry level hamper corporate borrowing. In

addition, firms’ debt decisions are more sensitoveconomic expectations in countries suffering

these problems.
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