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Research Proposal 

This document briefly describes three research projects that I plan to carry out between March 2024 

and February 2026 within the scope of CICEE's activity, specifically in its research line on Tourism & 

Hospitality Business Economics, under the supervision of Professor Mário Coutinho dos Santos. 

This proposal comprises three projects: (1) a project for the " Developing a conceptual framework 

on real option valuation applied to business strategic restructuring projects ", (2) a project for “applying 

an abandonment valuation model to the study of the value creation potential of this strategic real 

option”, and (3) another for the "applying a switching output valuation model to the study of the value 

creation potential of this strategic real option". This document describes the research context, each 

project’s methodology, means, expected results and chronogram, and include an initial set of relevant 

bibliographic references. 

 

1. Contextualization 

Business organizations’ strategic decision-making processes, typically, require commitments with 

significant resource allocations to projects, characterized by long expected economic lives, and non-

negligible sunk costs. Advances in strategy and finance interdisciplinary research have developed a 

promising real option “systematic strategy framework to evaluate and structure resource investments 

under uncertainty, and that successful use of real options can lead to the benefits of downside risk 

reduction and upside potential enhancement” (Tong and Reuer, 2007, p. 2-3). Those managerial choices 

are taken under increasingly volatile external environments, exposing projects’ realizations to both 

systematic and idiosyncratic uncertainty (e.g., Saloner, 1991; Tong and Reuer, 2007). 

Stylized fact on the U.S. hotel industry documents that it is relatively more exposed to systematic 

risk, than the overall market. Although exhibiting, on average, a 13.2 percent higher systematic risk, its 

business risk (measured by the unlevered beta) is less sensitive to non-diversifiable risk factors than the 

5,649 sample of listed firms (excluding financials), by -12.4 percent. The evidence suggests that the 

equity market value of the hotel industry, ceteris paribus, appears to be more exposed to capital market 

volatility than the broader market portfolio.  

It is a well-established financial economics paradigm, that the market value of a firm can be 

estimated as the present value of the expected cash flow streams generated by both, the resources-in-

place (RiP) portfolio, and the projects integrating the growth opportunities portfolio (GOP) to be 

undertaken in the future. Under this framework, projects’ owners / managers have the discretionary 

strategic flexibility to exercise the real option. For example, switching projects’ RiP to other(s) 

productive activity(ies) with higher value creation prospects. Alternatively, abandoning, downsizing, or 
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suspending temporarily the projects. Pursuing the objective of optimizing the firm’s aggregate 

performance in terms of long-term value-creation. 

The Covid-19 pandemic sanitary affected significantly the economic and financial condition of hotel 

industry around the world. Coutinho dos Santos et al. (2023) found that a sample representative of 82.42 

percent of the universe of the mainland Portuguese hotel industry, has experienced during the 2020-

2021 pandemic period aggregated impacts of: -64.2 percent in operating revenues; -160.1 percent in net 

income; -56.0 percent in the operating cash flow; and -81.1 percent in financial slack (see also, e.g., 

García-Gómez et al., 2021; Zhang et al., 2022). A deterioration of this magnitude in the aggregated 

operating, economic, and financial performance of the overall industry, one of the major contributors 

for Portugal´s GDP, casting concern about its long-term solvency, and uncertainty about the planning 

and valuation of hotel industry's strategies for resilient recovery after the pandemic shock.  

The development of blueprints to support the design of prospective strategic scenarios and 

alternative recovery paths (and paces) for post-pandemic industry sustainable recovery strategies, 

require the availability of a comprehensive and quantitively substantiated understanding of the 

magnitude of economic, financial, and social impacts of the Covid19 shock (e.g., Fotiadis et al., 2021; 

Coutinho dos Santos et al., 2023). 

Therefore, we intend to contribute to this understanding and provide valuation models that could 

estimate the value creation for both abandonment and switching output decisions under the current 

(post-Covid19) period. In this research project, we examine the case of the Portuguese (mainland) hotel 

industry, adversely impacted by the Covid19 pandemic, developing the following projects: 

Project 1 – Developing a conceptual framework on real option valuation applied to business 

strategic restructuring projects. 

Project 2 – Applying an abandonment valuation model to the study of the value creation potential 

of this strategic real option. 

Project 3 – Applying a switching output valuation model to the study of the value creation potential 

of this strategic real option. 

2. Methods 

• Project 1 – To develop a conceptual framework on real option valuation applied to business 

strategic management, a systematic literature review will be conducted, based on a standard SLR 

framework (e.g., PRISMA). 

• Project 2 - In this study, a Valuation of Strategic Options for Hotel Firms Recovery After 

Covid19 Pandemic - An Abandonment Real Option Approach, we intend to apply a numerical approach 

based on a Monte Carlo simulation for valuing dynamic investment decision problems with embedded 



 3 

real options dependent on numerous state variables. The complex set of available decision options will 

be decomposed into a set of simple options, considering the interactions and interdependences among 

them. The decomposition approach is numerically implemented using an extension of the Least Squares 

Monte Carlo algorithm, presented by Longstaff and Schwartz (2001) applied to our multi-option setting. 

• Project 3 – This study, Valuation of Strategic Options for Hotel Firms Recovery After Covid19 

Pandemic - An Abandonment Real Option Approach, aims at developing and estimating a valuation 

model to appraise the value creation potential of exercising the real option of switching a hotel project 

to other(s) output activity(ies), such as residential real estate. Closed-form solutions for real option 

stochastic models are not, for most cases, analytically tractable; therefore, we will use Monte Carlo 

(MC) statistical bootstrapping multiple simulation methodology to approximate a solution for the model 

(e.g., Grovenstein et al., 2011; de Oliveira et al., 2014; Mintah et al., 2018; Saługa et al., 2020). 

3. Resources 

The development of Project 1 (systematic literature review), we will use Clarivate’s Web of Science 

and Scopus databases for identifying and screening indexed papers on the theme. Projects 2 and 3 will 

use economic, financial, and operating data from drawn INE (Statistics Portugal), Sabi, and Orbis, 

spanning the 2010-2022 period. Software packages will be used according to the research needs and 

may include SPSS Statistic and SmartPLS. 

4. Expected results and chronogram 

The research proposal aims to publish three articles in JCR/Scopus-indexed journals with the highest 

possible impact. The following chronogram conveys the planned milestones: 
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