Strategies for Superior Performance in Recessions: Pro- or Counter-cyclical?
Abstract.
Recessions are recurring events that cause severe impacts to countries and firms. While most firms suffer severe impacts, others are less affected or even prosper in these moments. Nevertheless, strategic management has not sufficiently investigated the effects of recessions to firms and the reasons for differences in performance.  In the scenario of decreased demand, intensified competition and higher uncertainty, most firms try to guarantee short-term survival by a pro-cyclical strategy of cutting costs and investments. But, firms could take advantage of cheaper labor, lower prices and undervalued assets in the market to counter-cyclically make investments to develop new business opportunities and differentiate themselves from competitors. We surveyed Brazilian firms in various industries during the 2008-2009 recession and analyzed our data using Partial Least Squares (PLS). We found that while most firms pro-cyclically reduce costs and investments during recessions, a counter-cyclical strategy of investing in opportunities created by changes in the environment enables superior performance.  Most successful are firms with ability to recognize opportunities, entrepreneurial orientation to invest and flexibility to efficiently implement these investments. 
1. Introduction
Today’s global marketplace is characterized by increased turbulence due to disruptive changes such as the 2008-2009 global recession (Li & Tallman, 2011).  Economists have thoroughly studied recessions (Zarnowitz, 1985), mostly from a macroeconomic perspective of understanding their causes and consequences for countries.  The effects of recessions, however, are not limited to countries.  They can transform industries (Latham & Braun, 2011) and severely affect the performance or even survival of firms (Geroski & Gregg, 1997; Srinivasan et al., 2011).  Nevertheless, within strategic management there has been little investigation on the effects of recessions to firm performance and on how firms should respond (Mascarenhas & Aaker, 1989; Navarro et al., 2010). 

Recessions create a scenario of decreased demand, intensified competition and high uncertainty (Grewal & Tansuhaj, 2001) that bring severe negative impacts to most firms, while some others are less affected and even prosper in these moments (Dutt & Padmanabhan, 2011; Franke & John, 2011; Gulati et al., 2010). Indeed, downturns tend to increase performance differences amongst firms (Geroski & Gregg, 1997).  To survive in the short-term, most firms reduce their operations in a pro-cyclical strategy of cutting costs and investments in various functional areas such as production, marketing and research & development (R&D) (Geroski & Gregg, 1997).  Nevertheless, several scholars contend that firms can take advantage of lower prices to counter-cyclically invest during recessions (Navarro et al., 2010).  For instance, history has shown that Procter & Gamble, Chevy, and Camel flourished during the 1929-33 Depression because of heavy advertising (Gulati et al., 2010; Srinivasan et al., 2005).  
The purpose of this research is to examine pro-cyclical and counter-cyclical strategies during recessions and their effects on performance.  More specifically, we aim to: (1) investigate whether most firms pursue pro-cyclical or counter-cyclical strategies during recessions; (2) identify firms’ characteristics and capabilities that increase the use of counter-cyclical strategies; and (3) verify whether pro-cyclical or counter-cyclical strategies enable firms to have better performance than their competitors during recessions. The impact of recessions on firm performance and how firms should react is an unexplored research stream that should be high on the list of strategy scholars (Bromiley et al., 2008; Mascarenhas & Aaker, 1989).  

Our study contributes to the business cycle management literature.  In particular, we answer a call for scholars to examine how firms absorb and react to economic downturns (Kaytaz & Gul, 2013; Latham & Braun, 2008) and investigate organizational factors (Srinivasan et al., 2011) that influence investment preferences (Zona, 2012). To our knowledge, this is the first study to propose an integrative model with several variables and analyze data using with Partial Least Squares. 
2. Literature Review on Recessions

Recessions are recurring events, part of business cycles comprising periods of economic growth followed by periods of economic contraction (Latham & Braun, 2011).  They are technically defined by the International Monetary Fund (IMF) as a decrease in real (inflation-adjusted) Gross Domestic Product (GDP) for two consecutive quarters (Claessens & Kose, 2009).  In practice, however, scholars tend to consider recessions long periods of contraction in real GDP in conjunction with other indicators, particularly employment and production (Geroski & Gregg, 1997).
Several economic theories that try to explain business cycles (Mian & Sufi, 2010), including the causes and consequences of their recessionary stages for countries (Zarnowitz, 1985).  In this paper we take a business perspective and focus on three important consequences of recessions for firms: change in demand patterns, increase in competition and increase in uncertainty.  These factors represent important facets of the organizational environment (Grewal & Tansuhaj, 2001).

First, and most important, recessions reduce the demand for firms’ products and services (Srinivasan et al., 2011).  Disposable income is decreased as a result of lower employment or at least consumption confidence is reduced due to job insecurity (Hall, 2005; Lamey et al., 2012).  Besides this general demand reduction, recessions alter demand patterns (Mansoor & Jalal, 2011), the variability in customer populations and preferences. Concerning customer populations, recession impact varies among consumers of different income levels. Middle and low income classes tend to suffer the most (Grusky et al., 2011; Zurawicki & Braidot, 2005).  With regard to customer preferences, recession impact varies among product segments and industries.  Consumers become more price conscious (Hampson & McGoldrick, 2013) and “downtrade” to cheaper items, brands and stores, (Ang et al., 2000; Kaytaz & Gul, 2013) or even look for product substitutes in other segments and categories (Dutt & Padmanabhan, 2011; Srinivasan et al., 2011).  Suffer more those products considered discretionary such as leisure, beauty and luxury items (Ang et al., 2000; Mansoor & Jalal, 2011), while less affected are necessities such as housing, health care and food at home (Dutt & Padmanabhan, 2011; Kakamura & Du, 2012).  Particularly reduced is the demand for durable goods, most affected by limited availability and more expensive credit (Gertler et al., 2010) and whose purchases can be postponed (Apaydin, 2011;Lamey et al., 2012).  

Second, and related to the first point, recessions change the market competitive intensity, the degree of competition a firm faces (Grewal & Tansuhaj, 2001). Demand contraction creates pressure for price cuts (Gulati et al., 2010; Kaytaz & Gul, 2013) in order to keep sales level, which tends to increase rivalry amongst industry players (Porter, 1979). In addition, new demand patterns change the relationships, power and trust amongst firms, their competitors, customers and suppliers (Apaydin, 2011; Lamey et al., 2012), which also leads to higher rivalry. As a result, recessions sharply increases competition (Geroski & Gregg, 1997).
Third, and related to the first and second points, recessions generate uncertainties (Latham & Braun, 2008; Parnell et al., 2012).  Although changes in demand patterns and competitor moves tend to be in the directions mentioned in prior paragraphs, their levels and timing are more difficult to predict.  As recessions vary greatly in amplitude, scope and duration (Bromiley et al., 2008; Zarnowitz, 1985) firms cannot foresee how drastic their effects will be.  Moreover, firms tend to have very misleading expectations when the economy turns from expansion to recession (Gore, 2010; Navarro et al., 2010), which creates difficulties for interpretations and sensemaking (Grewal & Tansuhaj, 2001; Weick, 1988).

3. Discussion of the proposal and hypotheses 

3.1 Our proposed model for recessions

The scenario of decreased demand, intensified competition and high uncertainty created by recessions (Grewal & Tansuhaj, 2001) brings severe negative impacts to most firms, while some others are less affected and even prosper in these moments (Dutt & Padmanabhan, 2011; Franke & John, 2011; Gulati et al., 2010). Latham & Braun (2011) proposed a framework to understand firm-level dynamics in recessions.  The authors claim that performance during a recession should depend on a firm’s initial conditions, before the recession starts, and on the strategies this firm follows during the recession.  Based on their framework, we study the strategies, pro-cyclical or counter-cyclical, which enable firms to have better performance than their competitors during recessions.

Especially in the most severe cases, recessions represent risk to the survival of firms (Mascarenhas & Aaker, 1989; Parnell et al., 2012).  Firms are forced to rethink their strategies (Bohman & Lindfors, 1998; Geroski & Gregg, 1997) and may choose various courses of action.  They may adopt a pro-cyclical behavior of reducing operations by cutting costs and expenditures, a counter-cyclical strategy of increasing investments, a combination of both, or they may even do nothing and wait for the scenario to change. 

Most authors note a pro-cyclical behavior of cutting costs and investments during recessions of the majority of companies in various areas (Ang et al., 2000; Campello et al., 2010; Geroski & Gregg, 1997; Gulati et al., 2010; Srinivasan et al., 2011; Zarnowitz, 1985), or at least market pressure for that move (Kaytaz & Gul, 2013; Kamakura & Du, 2012).  Nevertheless, a number of studies recommend a counter-cyclical strategy of increased investments, at least in some areas (Bromiley et al., 2008; Lamey et al., 2012; Latham & Braun, 2011; Mascarenhas & Aaker, 1989; Nunes et al., 2010; Srinivasan et al., 2011).  Firms can take advantage of undervalued assets in the market (Mascarenhas & Aaker, 1989) to develop new businesses (Gulati et al., 2010) differentiate themselves and overtake rivals (Nunes et al., 2010).  These firms can both achieve immediate returns (Srinivasan et al., 2005) and prepare for long-term success (Dye, Sibony & Viguerie, 2009; Franke & John, 2011).

Evidence of superior performance as a consequence of counter-cyclical strategies has been presented in several papers (Gulati et al., 2010; Latham & Braun, 2011; Navarro et al., 2010). However, except for Navarro et al. (2010) and Gulati et al. (2010), the majority of prior research was limited to one area, mainly marketing, R&D, or capital expenditures, rather than encompassing initiatives in various areas. Adjusting the model proposed by Navarro et al. (2010), we study the cyclical strategies pursued by firms grouped in 3 independent areas, supply, demand and capital, each with 3 sub-dimensions. Our framework of hypotheses is shown in Figure 1.
In short, during recessions firms can take advantage of higher availability of qualified resources at lower prices to make counter-cyclical investments in supply- demand- and capital-related areas.  Hence, we offer the following hypothesis:

H1: A firm’s use of a counter-cyclical strategy of increased investments, in supply- demand- and capital-related areas in recessions, leads to higher performance than that of competitors.
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3.5 The moderating effect of flexibility 

We believe in a strong fit between the concept of flexibility and recessionary environments, as recessions bring changes, uncertainty (Grewal & Tansuhaj, 2001) and create instability.  In these contexts, scholars recommend flexibility rather than focus.
Recessions change consumer demand patterns, the behavior of competitors and suppliers and even the regulative environment.  Opportunities that arise for counter-cyclical investments need to be adapted to the new market structure, which requires changes within the firm. 
Operational flexibility is useful in adjusting production schedules and product mix to new segments.  In more demanding situations, strategic flexibility becomes important to quickly relocate and adapt resources to new purposes and coordinate this new resource configuration (Zhou & Wu, 2010).  In a third scenario, when a drastic and prolonged recession brings more radical and lasting transformations in the market (Hampson & McGoldrick, 2013; Zurawicki & Braidot, 2005), firms may need structural flexibility to change the decision and communication processes (Volberda, 1997) for a new organizational structure.  In short it is important for firms to be flexible for efficient implementation of investments in supply-, demand- and capital-related areas and consequent enhanced performance.  Hence, we offer the following hypothesis:

H2: Flexibility moderates the relationship between Cyclical Strategy and Performance in recessions, such that increased Flexibility strengthens the positive effect of a counter-cyclical strategy of investments and performance.  

As we have seen in prior sections, even though there are numerous advantages for investments during recessions, only a few firms adopt this counter-cyclical strategy.  We claim that two characteristics of a firm that may increase its probability of deciding to invest during a recession, pursuing a counter-cyclical strategy are: opportunity recognition and entrepreneurial orientation, which we discuss next.

3.6 The Effect of Opportunity Recognition

Different firms follow different strategies during recessions, in part because they differ in the extent to which they view a recession as a threat or as an opportunity (Gulati et al., 2010; Latham & Braun, 2011; Srinivasan et al., 2005). These different views depend mostly on how executives fit the information they receive into some kind of cognitive structure to interpret the environment (Plambeck & Weber, 2010).  

Recessions create a context of uncertainty in which opportunities are not obvious to everyone (McGrath, 1999).  A propensity to recognize opportunities is a consequence of employees having a cognitive mindset to sense and capture benefits from changes in the environment (Haynie et al., 2010;  McGrath & McMillan, 2000). Only those individuals who are alert can identify when and where new knowledge can be applied to make new goods and services become feasible (Ireland et al., 2003). And only those firms that perceive the opportunities in the environment will find interesting projects, worth taking the investment risk, resulting in higher spending to grow demand, supply and capital requirements.  Hence, we offer the following hypothesis:

H3: Opportunity recognition in recessions increases the probability of a firm’s use of a counter-cyclical strategy of investments in supply- (H3a), demand- (H3b), and capital-related (H3c) areas in recessions.

3.7 The Effect of Entrepreneurial Orientation

A second characteristic of a firm that may increase its probability of deciding to invest during a recession, pursuing a counter-cyclical strategy, is an entrepreneurial orientation (EO).  Srinivasan et al. (2005) suggest that firms vary not only in the extent to which they see opportunities within recessions, but also in their ability to develop a response to capitalize on the perceived opportunity.  We argue that part of this ability depends on a willingness to act and exploit opportunities, which is part of a firm’s EO, in all of its 3 dimensions.  The proactiveness dimension is essential because, if the firm is not proactive, by definition it will not take the necessary action to exploit the opportunity.  EO is rooted in this ability to anticipate future needs move ahead quickly with the information available (Green et al., 2008; Lumpkin & Dess, 1996; Wright et al., 2000). 
The innovativeness dimension is important because, if the firm does not favor creative change, an integral part of innovativeness, it will not take the necessary steps to exploit the opportunity (Ireland et al., 2003). Entrepreneurs creatively engage with the opportunities presented by the evolving and changing environment (Gupta et al., 2004; Haynie et al., 2010). 

Finally, the risk-taking dimension is fundamental because if the firm does not have risk-taking propensity it will not invest in opportunities, whose outcomes are always associated with uncertainty and risky returns. In an entrepreneur’s cognition, risk concerns are overruled by opportunity recognition (Wright et al., 2000). All those arguments hold for supply-, demand- and capital-related areas.  Hence, we offer the following hypotheses:

H4: Entrepreneurial orientation moderates the relationship between Opportunity recognition and Cyclical strategy in recessions, such that increased Entrepreneurial orientation strengthens the positive effect of Opportunity recognition on the probability of a firm adopting a counter-cyclical strategy of investing in supply- (H4a), demand- (H4b), and capital-related (H4c) areas.  

4 Methodology
4.1 Research setting, sample and data collection

Our eight hypotheses were tested using data from Brazilian firms on the 2008-2009 global recession, which affected most developed and developing countries (Gore, 2010) and is considered the most severe since the 1929 financial crash (Grusky et al., 2011).  Brazil is a good setting for our investigation for two reasons.  First, emerging countries have a more dynamic environment (Hoskisson et al., 2012) in which business cycles are more difficult to predict (Xu & Meyer, 2012) compared to developed countries.  Second, the country was in recession between the third quarter of 2008 and the first quarter of 2009 (Galveas, 2009), but most firms were able to recover relatively quickly by the second quarter of 2009. So, by the time of this analysis, several firms were already in a better situation than in the prior-crisis period.  Moreover, some firms benefited from the crisis, which allows for good comparisons.  
Our sample comprises publicly-traded firms as well as non-traded firms of various sizes and industries. Data were collected from a questionnaire with 5-point, Likert-type scale questions sent to firms either from the Economatica financial database or affiliated with FGV’s students or alumni. The questionnaire was discussed with executives and pre-tested with attendees of an executive master of management program. The final version was administered in 2011-2012 through the Lime Survey software or on a paper-version.

4.2 Measures and Instrument

Dependent variables.  Our first dependent variable is performance during the recession, measured with 5 indicators, similar to Srinivasan et al. (2005).  Respondents were asked to assess how each of the five indicators was affected by the recession.  Perceptual measures of performance have been widely used and tend to converge with objective measures (Worren et al., 2002). Other three dependent variables are the strategies followed by the firms during the recession in supply-, demand- and capital-related areas, each measured with 3 indicators, following Navarro et al. (2010). Respondents were asked to evaluate whether firms increased or decreased investments in the 9 sub-dimensions.
Independent variables.  Opportunity Recognition (OPP) was measured using three items selected from Srinivasan et al. (2005).  Entrepreneurial Orientation (ENTR) was measured with 10 items for its three dimensions, based on Anderson et al. (2009) and Srinivasan et al. (2005).  Flexibility (FLEX) was measured with twelve items for its three dimensions, based mostly on Zhou and Wu (2010).
Control variables.  Our main control variables are firm size, age, financial slack, and industry, for all dependent variables.  For performance we also control for exports, opportunity recognition and improvisation capability. Prior studies have found these variables to influence performance in recessionary environments.

4.3 Data analysis
Data were captured in SPSS version 17.0 for Windows and subjected to standard treatments. No systematic patterns of answers were found. After eliminating answers with too many missing values (Zhang et al., 2010) our final sample comprised 111 usable questionnaires which passes the minimum sample requirement criteria as proposed by Hair et al., (2011) for Partial Least Squares (PLS), the method of analysis that we selected. Harman’s single-factor test confirmed that common method bias was not a problem in our analysis.
We developed distinct sets of analyses to address each of our three objectives.  For attaining our first objective of investigating whether most firms pursue pro-cyclical or counter-cyclical strategies we simply looked at the percentages of answers, shown in Table 1. Our results indicate that the majority of Brazilian firms pursued a pro-cyclical strategy of reductions in supply-related areas, particularly decreasing purchases and cutting personnel, but also reducing production.  Reductions were generally small. No changes on the capital- and demand-related areas was the most common behavior of Brazilian firms, although pro-cyclical reductions were also reported by a significant number of firms.  Again, reductions were mostly small, except for fixed assets, to which larger reductions were reported, probably because these assets are expensive. Few companies adopted a counter-cyclical strategy of increased investments during the recession.  In general, these investments were small increases in demand-related areas. Most commonly, the counter-cyclical move took the form of a price increase. As we will discuss next, these firms have particular characteristics.
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To address both our second objective of identifying firms’ characteristics that increase the use of counter-cyclical strategies and our third objective of verifying the effect of pro-cyclical and counter-cyclical strategies on performance, we relied on Structural Equation Modeling based on Partial Least Squares (PLS).  We tested our eight hypotheses using the SmartPLS 2.0 M3 software (Ringle, Wende, & Will 2005). PLS is suitable when a model uses a combination of formative and reflective measures for latent variables and appropriate to deal with non-normal data and small samples (Hair et al., 2012). All these reasons apply to our case.  Our PLS-SEM analysis follows instructions by Ringle et al. (2012) and Hulland (1999) and is divided in two parts: measurement model and structural model. 
Measurement model.  Most constructs in our model were measured by reflective indicators, while second order constructs Strategy, Entrepreneurial Orientation, Improvisation Capability and Flexibility were measured by formative indicators representing their respective dimensions, in line with our literature review.  Most of our reflective and formative constructs passed the criteria for reliability and validity.  The few exceptions were accepted to keep consistency with prior studies. 

Structural model.  We divide our results in two distinct sets of structural analyses, each referring to one objective of our paper and its related dependent variables.  The first set of structural analyses addresses the third objective of our paper: the influence of cyclical strategies on performance. Results are shown in Table 2.  Model 2, with the independent variable Strategy in the presence of our seven control variables, shows that Strategy has a positive and statistically significant path coefficient (+4.69), confirming that counter-cyclical strategy enables superior performance than that of competitors, which supports H1.  Model 3 adds our theorized indirect effect of flexibility.  The R2 calculation at 51% indicates that our final model is a good predictor of performance in recessions.  It also indicates that the moderating effect of Flexibility on the relationship between Strategy and Performance has a positive and statistically significant path coefficient (+3.01).  This result confirms that higher Flexibility strengthens the positive effect of Strategy on Performance and supports H2.  
The second set of structural analyses addresses the second objective of our paper, referring to the organizational factors that influence the choice for counter-cyclical strategies in its 3 areas. Results are shown in Table 3. Model 2, with our independent variable Opportunity Recognition in the presence of our four control variables, shows that Opportunity recognition has positive and statistically significant path coefficients (+1.96; +5.18; +2.71), confirming its positive effect on the choice of counter-cyclical strategy in supply, demand and capital, which supports H3a, H3b and H3c respectively. 

Our final model 3 adds our theorized indirect effect of Entrepreneurial orientation.  The R2 calculations at 21%, 28% and 20% indicate that our final model is a reasonable predictor of the choice for a counter-cyclical strategy in supply, demand and capital respectively.  It also shows EO’s moderating effects on the relationship between Opportunity recognition and the choice of counter-cyclical strategies, which are complex. For demand and supply strategies the coefficients are positive and significant, at the 5% and 10% levels respectively.  These results confirm that increased EO strengthens the positive effect of Opportunity recognition on the choice of these counter-cyclical strategies, representing s strong support for H4b, but only moderate support for H4a. In the case of capital strategy, however, the coefficient is significant but negative, opposite of our expectation.  Thus, there is no support for H4c. 
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Results of the PLS structural model analysis - Dependent variable: Performance
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Results of the PLS structural model analysis - Dependent variable: Strategies
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5. Discussion
5.1 Discussion of results

Our results indicate that the majority of Brazilian firms pursued a pro-cyclical strategy of reductions in supply-related areas, particularly decreasing purchases and cutting personnel, but also reducing production.  No changes on the capital- and demand-related areas was the most common behavior of Brazilian firms, although pro-cyclical reductions were also reported by a significant number of firms.  Few companies adopted a counter-cyclical strategy of increased investments during the recession.  In general, these investments were small increases in demand-related areas.  Most commonly, the counter-cyclical move took the form of a price increase, confirming the mixed results in the literature. Certain characteristics of firms increase the likelihood of their choice for a counter-cyclical strategy of investments in recessions.  
The first characteristic is an ability to recognize opportunities in recessions, which has a strong positive effect on the choice of counter-cyclical strategies in supply (H3a), demand (H3b) and capital (H3c).  Firms whose employees have the cognitive mindset to see opportunities rather than only threats during a recession find new projects to counter-cyclically invest.
This effect is moderated by a second characteristic, a firm’s entrepreneurial orientation. In general, higher EO strengthens the positive effect of Opportunity recognition on the likelihood of a firm’s choice for counter-cyclical investments during recessions.  That happens because entrepreneurially-oriented firms are proactive and accept the changes and risks associated with investments during recessions.  This strengthening effect is substantial in demand-related areas (H3b) and medium in supply-related areas (H3a). Surprisingly, however, this very same EO weakens the positive effect of Opportunity recognition on the likelihood of counter-cyclical investments in capital-related areas, against our hypothesis (H3c).  One possible explanation is that, due to limited resources during recessions, firms have to choose specific areas for investments.  Those firms in our particular sample may have invested in demand- and supply-related areas at the expense of capital-related areas.  In fact, less than half of our respondents reported changes in capital-related strategy. This argument is in line with findings by Navarro et al. (2010) regarding the independence of these 3 areas of investment. 
Our results also indicate that a firm’s choice for a counter-cyclical strategy of increased investments during recessions enables superior performance than that of competitors (H1).  This positive effect on performance is stronger if the firm is flexible (H2) in the relocation and reconfiguration of resources for efficient implementation of investments.
It may sound strange to propose that firms increase investments while availability of cash from profits or credit is reduced.  The best advice would definitely be to have a good forecast for the timing of start and end of the cycle turns, as to take advantage of lower prices in recessions just immediately before the recovery is about to begin.  But that is difficult for firms to achieve and beyond our scope. 

Apart from that, the key to understanding this seemingly paradoxal dilemma is to find the right opportunities for investments. At the minimum, it is fair to say that recessions create opportunities and it is worthwhile for firms to look for them, since those firms which find opportunities and invest to develop new businesses were more successful than their competitors. 

Finally, we do not mean that preserving cash for short term survival is not important.  Firms need to find ways to reduce costs in some areas to improve efficiency (rather than just lay off personnel and cut costs generally across all areas) while investing in the most promising projects, carefully selected according to the new market structure or unchanged long-term trajectories.

5.2 Limitations and future research
A first limitation of our study refers to our choice to focus on performance during the recession to measure immediate returns (Srinivasan et al., 2005) while some firm’s responses might be felt only after the recovery starts.  In addition, in line with Grewal and Tansuhaj (2001) and most other research on recessions, our study suffers from survival bias, as some affected firms might have closed operations by the time our survey was conducted.
Other limitations are related to our method. As usual in surveys, we relied on the perceptions of respondents.  Another limitation refers to the small size of our sample, common in emerging countries (Hoskisson et al., 2000).  Even though SEM studies such as Worren et al. (2002) have been published with smaller samples and PLS is an adequate technique for such cases (Ringle et al., 2012), our results should be considered more indicative rather than conclusive.  Moreover, we relied on theory to argue that investments increased performance, but it could be the opposite case that higher performance allowed higher investments.  Similarly to Navarro et al. (2010), our method can only confirm association between these variables rather than causality. Finally, our sample was intentional rather than random and comprised only firms operating in Brazil.  While Brazil is an interesting context, caution is recommended before generalizing results to firms in different business environments.  

In fact, this last limitation leads us to an interesting area for further research.  Drawing on a suggestion from Srinivasan et al. (2011), scholars should investigate whether the specific characteristics of certain countries influence the choice for and success of counter-cyclical investments during recessions. For instance, emerging countries, for their more turbulent environments, may have exposed companies to more turbulence and allowed them to develop more flexibility than companies from developed countries.  In addition, countries whose culture is marked by higher tolerance for risk may have firms with higher entrepreneurial orientation.
5.3 Contributions and conclusion
By investigating the cyclical strategies that enable firms to have superior performance in recessions, our study contributes to the business cycle management literature, an unexplored research stream (Gulati et al., 2010; Mascarenhas & Aaker, 1989) that should be high on the list of strategy scholars (Bromiley et al., 2008).  In particular, we answer a call for scholars to examine how firms absorb and react to economic downturns (Kaytaz & Gul, 2013; Latham & Braun, 2008) and to use surveys to investigate organizational factors (Srinivasan et al., 2011) that influence investment preferences in these environments (Zona, 2012). 
In doing that we extend the conceptual framework suggested by Latham and Braun (2011) by proposing and testing specific strategies that are important in recessions as well as their antecedents.  To our knowledge, this is the first study to use an integrative model that combines several concepts from the entrepreneurship and flexibility literatures in the context of recessions. Moreover, we do so in less traditional settings suggested by some authors, such as non-listed companies (Mascarenhas & Aaker, 1989) and countries other than the US and Western European ones (Grewal & Tansuhaj, 2001). 

An important implication of our study, for both theorists and practitioners, is that our suggested view may be also valuable for other types of turbulent, fast-changing environments that resemble the consequences of recessions.  Firms that consider these situations to be recurrent should invest in developing the attributes and capabilities we examined as a preparation for the future.  

In short, our study indicated that most firms pro-cyclically reduce costs and investments during recessions.  Nevertheless, firms with higher ability to recognize opportunities in the changing environment and more entrepreneurial orientation to invest in these opportunities adopt a counter-cyclical strategy of investing in new projects and have superior performance than rivals. Finally, it is important for firms to be flexible for efficient implementation of these investments.
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