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ABSTRACT

After 2008, the economic and finaaksector goes into crisis in several Western Nations. The issue
was discussed but the conclusions fell short. In Portugal, the political option has alwaye been
avoid recogniz¢he real cause of the crisis: the land bubble. As this political optiwst ompatible

with the reality the report shows both that the land bubble is the real source of the economic crisis
and the size of the phenomenttmough the application dahe firealassets model developed by
Gaffney(2015)

The description of the impts of the last land cycle halpo explain why Portugal has a disorganized
territory. In turn, this proves that the lande (or zoning) policy has shown opposite results to the
goals that it is supposed to achieve. Although the Portuguese Governmemiotioesognize the

land bubble, it decided to proceed in order to review the Land Law. The Reform was approved in
2014, yet the obstacles remain: the lemad economic beliefs stidupportthe new law The eport
explains why this New Land Law still isefficient through a critical approach, which can be used as

a basis to develop alternative proposals to improve theusadegulation system.
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1. The Financial and Economic Crisis

The @0Gr eoaft 20080 shas ieach & the mdrkets thalesteensNationsin
United States, Ireland ar&pain, it is recognized that the main cause was the land buble (eal
estate bubble, because the land values are not colleetedever, in Portugal, the Government
always refused to accept thaethand bubblevas the main causef the financialand economic
crisis So there are some data that must be revealed to &lewwthe Portugueserisis had
similarities to remain Countries crisis.

To contextualize, the Table 1, shows the Gross National Prodfari@ountries.The focus of this

Report isPortuga) which in turn,is matched bySpain, Ireland and United StatEs comparison
purposes and due the reasons given above (related to the source of the economic &wsiis)s

one of the aims of this wordemonstrate the relation between thersenic crisis and the land
bubble, the choicef these countriewas not randonilhus, the Table 1 shows that all Countries had

an uninterrupted period of economic growth between 1990 and 2008, except Ireland. This last one
reached the economic peak in Z0&trictly speaking, the Iriseconomiccrisis was in 2008 and the
Portuguese, American and Spanish crises were in 20@8.this, it is eliminated théypothesis of

t he Western Nanlyiooenmain cauge i(extérsal tch eatehropean Countrigsthe
economic downturn of t (AneericanoCrridisp 6 b r drémassiymh degan e ¢ 0 |
fir stthanobserved i n other countries. It i s thet po
explanation for the Portuguese, Sparasd Americaneconomic downturn. However, all of thdetl

in crisis because dhe same internal cause: the real estate bubbleomplement thisanclusion,
Krugman (2012) refethat many Countries would be in casatthis same period, regardless of the
globalf i nanci al cr-p si me (,eun toshi exidtghce fdfsbubbles in their respective

real estate marketherefore Harrison (2010 189 argues thatthe doctrine which advocates that the

crisis began in United States is based on a niifffhe Crisis began in Americdf did not. It began

in UK. Itbeganin Spain.lhr el and ( é) e auothes was espansibletfoh ailsvatingC

its homegrown crisis, located in the domeskimdma r ket 0

Like it is said above, in Spain, Ireland anditdd States, this causeasrecognized. So the focus
herewill be to demonstrate why the Portuguese chisid the same sourcéhe method that will be

used to identify thereal souce of the crig  iTke RdatAssets Modebf Economic Crisas
developedby Gaffney (2015). According to the author, this model can be validhtedgh four
hypothesesi (i ) A rise and f al/l of |l and values, re
charges. These are less visible and less measurement than purely mometdigcal changes,
which may reflect and reinforce the real changes but not initiate them; (ii) investment in projects at
the margins, both in terms of geographic location and value; (iii) concomitant changes in the
structure of capital investment to favstructures with long payout period; and (iv) an increase

bank leverage ratio as a result of lower capital turnover, leaving many banks technically in default
by the ti me t hgaffneydls:B2rbbl e bur st o



Table 17 Gross National Product Evolution in Portugal, Spain, Ireland and United States (199@015Y

Portugal Spain Ireland United States
55.978,9 327.803 37.894,5 5.979589
64.317 359461,3 | 393215 6.174043
72459,7 | 387.148,2 | 41.778,9 6.539299
76.214,8 | 400539,5| 451244 6.878718
82550,3 | 425995,8 | 48530,4 7.308755
89.037,3 459337 54.820,3 7.664.060
94351,4 | 487992 60.195 8.100201
102356,9 | 518049 69.367,3 8.608515
111385,2 | 554042 80.319,7 9.089168
119639,2 | 594316 92.629,4 9.660624
128466,3 | 646250 | 108359,8 | 10284779
135827,5 | 699528 | 121893,3 | 10621824
142631,4 749288 135946,4 10977514
146158,3 | 803472 | 145779,8 | 11510670
152371,6 | 861420 | 156176,2 | 12274928
158652,6 | 930566 | 169977,7 | 13.093726
166248,7 | 1.007.974 | 184923,3 | 13855888
175467,7 | 1.080807 | 197.053,7 14477635
178872,6‘ 1116207 187.547,2 14718582
175448,2 ‘ 1.079034 169431,7 14418739
179929,8 | 1.080913 | 166157,5 | 14964372
176166,6 | 1.070413 | 173940 15517.926
168398 | 1.042872 | 1748453 | 16163158
170269,3 | 1.031272 | 179447,7 | 16.768053
173446,2 | 1.041160 | 189045,9 -
179409,6 | 1.081190 - -
Source’Adaped fromOECD STAT (2016)

Financial and
Economic Crisis

1.1 The rise and fall of Real EstatéPrices
A. TheNational Level

If a Bubble consists of the overvaluation of an asset during a short period of time, so what happens
with real estate market in Portugal® expose the factshere ae two operating modes: (the
Aggregate level (national scalend(ii) the Disaggregatedvel fegional andurban/local scale)The

first is demonstrative of the dimension of the bubble and must be illustrative enouglvedhao
theory, while the secwl is used to understand the real dimension of the phenomenon through a

! The rumbers marked in red correspotadestimatesThe numbers for all Countries are expressenhillions. In all of

the countries, the GNP is calculated according to current prices for every year. Only in United States, the numbers are
presented in United States Dollars ($), while in the remaining Countries, the monetary values corresposd to(Eard .

2 There are no records of the land values in Portugal. Gaffney (2015) advocates the use of a proxy like indicators
representing the evolution of construction activity to apply the model. However, there are records of the formal real
estate transaatns in Portugal, which are published by the INE. It is this kind of information that can validate the land
bubble hypothesis.



deepening of the problenii r e a | estate booms are | ocal and
(Harmon quotedby Hoyt, 1933: 223). In Portugal, any city or town ramiilar problemqrelaied to

the boombust cyclg, but there are territories that can explain better the land bubble thas thisr

does not mean that the selected sample represents the oslywase the bubbles are provethal

is why it is a sampleThe intereshg will be to replicate this model imther cities not only in
Portugal but over the World to identiéynd studythe phenomenon.

According to Tabl&, which represents the records for the average valad &feal Estate Properties
Transactionsn Portugal betwee 2000 and 2014, the real estate values reached a peak in 2007
between 2000 and 2007, the real estate values increase 97%, or by other words, .dDpticate
this period, the real estate values increéigseyear on an average 0f0,20% The values offe
properties does not fell steeply after the peak of 2@@rch is why it is not the date for the bubble
burst agt had beerseen in the Table Eor examplethe average values afl transactegbroperties
between 2006 and 20G8e high and differs litie from year to yearwith an average for the three
years considered equivalent1o0 3 . 2 1Sb th8 lulible burst in Portugal was in 20©&m this
yearto 2009 there was a fall of 11% of the averaghkies of transacted properti€Somparing the
recods for 2008 and 2012which is the year with the loest average values dfansacted
propertie$, the fall was of 34%.

Table 21 Average value( (o) Real Estate PropertiesAgreements for Purchase and Salin Portugal (20062014)

Urban Rural
Properties Properties

Mix -Use Properties

62.662 21507 116675 53344
66.957 18.943 112812 55.705
71.398 19.893 109599 60.805
The Bubble 81.532 22.787 119504 69.275
Expansion = [EEC57 96.634 25.602 165986 84.064
2005 111347 24,635 168741 93464
2006 121298 31.286 208373 103009
2007 124405
2008 205179 101335
2009 115405 21.666 167.402 90.134
The Recessive img [P0 118345 14.750 152176 91.491
Phase 2011 100.709 13315 136040 73379
132475 . 66.809
2013 99.869 121817
2014 114701 133074

Source: Adapted frofNE (2015a).

To complement the above information, freble 3 shows the records for the numbers of agreements

for transactionsof Real Estate Prapties between 2000 and 2014. If it is considered only the
expansion phase of the bubble, the lowest number of traded properties was in 2007. This may seem
contradictory with the data of the average real estate values: comparing the years of 2000 and 2007,
the annual numbers of agreements falls by 64(8238,72%. There was a trendf reduction o the

% Purchase and Sale Agreemerigmed and related to properties situated in Portuguese Ter(iiiEy 2015a)



number ofagreements since the first year of the records. Howevieisitonsideed a mearfor the

number of agreements the years of the expansion phgincluding the bubble burst year of 2Q08)

it is concluded that there was an annual agerof 298.50@greements fogpurchaseandsaleof real

estate properties. This number is higher by around 120.000 agreements per year than the verified in
the recesive phasé(including the years of 2008, 2013 and 2014).

Table 37 Number of Agreements forPurchaseand Saleof Real Estate Properties in Portugal (200@2014)

Urban Rural Total

Properties Properties

Mix -Use Properties

255406 85.418 5.364 346188
240426 81.326 4.980 326732

254,645 70679 3.977 329301

The Bubble 230063 65.532 4510 300105
Expansion |™% 219726 52.684 3.882 276292
2005 230925 64.764 4.355 300044

219466 285483

173579

241040

-

146062 56.810 2570 205442
The Recessive I__ 151957 55.025 2.339 209321
Phase 112062 53,259 2175 167.496

49.368 1.876 142053
141839

2014 148518

Source: Adapted froNE (20150).

To conclude, these numbgrysoved that Portugal had a land bubble like other Western Nations and
that the | and bubble is the fAltbhoudhthese numiesmsmd o f
already been pran the real estate bubble, it is possible to extract more information from them: (i)
according to Table 2, the average values of the-us& properties are higher than the urban
properties, which in turn, are higher than Waéues ofrural properties; (Jithe Table 3 shows that the
number of traded properties is higher in urban properties than in rural properties, which awgrn
substantially, more traded properties than the-usix properties. Apparently this data is not very
understandable. Howenethis is perhaps the most relevant content of such data: (i) thesaix
properties matchvith real estate thdtaveinsidethe same boundariean urban parce(which the
primary use is not directly linked to farm activities)drural parcels. The defition is generalist, but

it covers properties like farmsteads (particularly those adjacent or within the limits of the cities).
Thatds the explanation for the | ow recperds o
property. (ii) The urban propées include different kinds of properties locateghether inurban
settlementswhether inrural landscapeslf it is for the residential use in a cjtyt will be an
apartmenta singledwelling building or a vacant I6t If it is for the commercial uset must be a
store, a mall or a vacant YotAnd so on. (iii) The rural properties include the biggest discrepancies

* Theaveragédor this periodwas179.387 agreements per year.
® The vacant lot is the construction site explicitly served by infrastructures (sidewalks, roads, street lighting, pipelines,
etc). This is important to say because there are other kind of viataim urbarniand: the juridical lots in parcels of raw

4



between properties, although it may go unnoticed. There are the farming parcels, the forestry parcels
and the urban vacant parcels. It appda bemessy but the parcels located inside the city limits that
remain in a raw state can be classified for tax purf@sesural propertiesThe same can be said for

the rural properties (even without any plantation) classified as urban propegieslabk for urban
development in the lardse (zoning) nodels It is here where is established the link between the
aggregate level and the urban scale.

B. The Regional Level

At the urban scaleand using the same type of information, it will be possitd prove some
evidenes about the real problem t#nd market. Therefore, the scale of analysis is the Lisbon
Metropolitan Area. This is the largesirban concentrationn the Country: Lisbon is the
Administrative Capital of Portugal, and has about 500.hhabitants, inside its boundafie$he

Lisbon Metropolitan Aredas, at allabout 2.800.000 inhabitan{¥able 4). Though there aré8
Municipalities the metropolitan area has ordly cities. So, there are Municipalities that have more
than one cityand Municipalities that do not have any ci@f these 17 cities, only two have more
than 100 years: Lisbon and SetuflE, 2001). Until 1990, there were only 7 cities in this
metropolitan region. The other 10 cities acquired their status during tliedhsstate cycl&.he city

of Lisbon is located on the nortbr right) bank ofTagus Estuary. The city of Setubal is located on

the north(or right) bank of River Sad@ocated south oTagus Estuary)Since the conclusion &5

April Bridge (1966), he two citiesbegan to beseparatedby 50 kilometers both by road and by
railway. The great urban growth, of the municipalities located in the vicinities of the route that link
these two cities, is mainly explained by the proximity to the Capital. Thetefééaheartificial
scarcityare regional on the case tife city of Lisbon and only local on the case of the city of
Setubal.This means that the city of Lisbon explains the growth of the 16 agglomerates that became
city over the past 50 years, while &gal cannot explain the development of any agglomerate that
had becomea city. These can be proved by direct observation: for example, comparing the
boundaries of Setubés a City with the Administrative Limits of the respective Municipalf{iyiap

2). Through this method, it is demonstrated that currethityextension of Setubal (as itykis not

enaugh to reach the limits of the iicipality. Even with an urban growth centered on the peripheral
land, Setubal cannot explain by itself, the developmeingfnew city. At most, this city can only
explain the formation of small scattered settlemeatslbr suburb settlementsn nearby
municipalities, particularly in Palmela, which, in turn, has no aitg is mainly characterized by
areas of rural land andcattered settlemeni§able 4) The example of Setubal's influence is
comparable to that seen in other Portuguese cities as Leiria or Coimbra. These cities did not reach the
administrative limits (and are, in most cases even far from doing so), so ebts eff the artificial
scarcity are only visible at local scale. This local scale is the city and his surroundings or other
settlements close to the city through fast routes (even if they are located in other jurisdictions). In

land available for urban uses. The juridical lots are constituted through land subdivision permits issued by the
Municipalities. If an owner of rural land available for urban development does not implement éhepdeant works

after the land subdivision permit be issued, he has the parcel subdivided in several lots, yet only in a juridical basis.

® For tax purposes, in Portugal, all the real estate properties are classified as rural propettiss, pndypertiesind

urban propertiefLei n.° 66B/2012 de 31 de Dezemiro

" The Qty already surpassed the administrative/official boundafiiést is the reason why exists a metropolitan area,
which in turn is comprised by 18 municipalities: Lisbon, Alcochete, Almaflmadora, Barreiro, Cascais, Loures,
Mafra, Moita, Montijo, Odivelas, Oeiras, Palmela, Seixal, Sesimbra, Setibal, Sintra and Vila Franca(daXita



statistical terms, the citse which are not included in a mgpolitan area, are irrelevant.h@&
territorial units, where the data are available, are too extensive to explain the reality at city scale
level.

Why is this explanation important? It is to understand the monetary vitealestate transactions
at an urban scalevi t h t hi s explanati on, the conclusi on
boundaries rarely match with the limits of the cities, even in a large metropolitan area.

So there are only a few municipalitesh er e t he transactionds val ue:
the high proportion of land vads, due to urban pressuriesthe total value of real estat€hese
Municipalities are LisbonAlmada, Barreirp Amadora, Odivelas, Cascais and Oeivasd among
these thereare municipalities that do not have cities: Cascais @eidas.However, theséwo are
densely ppulated municipalities (at thiscale)i Cascais had 209.376 inhabitants and Oeiras had
172.959 inhabitants, both in 2014; Cascais was théénicipality with the highest population
density (nearly 2.150 individuals per square kilometer) and Oeiras wa¥ trethe same indicator
(nearly 3.770 individuals per square kilomgtédespite not having citieghey are, at leaslarge
suburbs of Libon. These features awsible in its larger settlements: (i) in the Municipality of
Cascais there are the Towns of Caséatoril and Parede; and)(iin the Murncipality of Oeiras
there are the Towns of @as, Algés and Carnaxide (Map. \s a wholethese settlements occupy
themos of muni ci paadthatis vehy they ire reprasdntativeyto demonstrate the fact
that the land values have a significant weight in the market value of real estate.



Table 41 Resident Population by Municipality in Lisbon Metropolitan Area (2001, 2011 and 2014)

Jurisdictions 2001 2011 2014

Alcochete 13.010 17.569 18.658

Almada 160.825 174.030 170.139

Amadora 175.872 175.136 175.952

Barreiro 79.012 78.764 76.775

Cascab 170.683 206.479 209.376

Lisbon 564.657 547.733 509.312

Loures 199.059 205.054 204.695

Mafra 54.358 76.685 81.199

Moita 67.449 66.029 65.288

Montijo 39.168 51.222 54.600

Odivelas 133.847 144.549 152.840

Oeiras 162.128 172.120 172.959

Palmela 53.3%3 62.831 64.019
Seixal 150.271 158.269 163.737

Sesimbra 37.567 49.500 50.601

Setubal 113.934 121.185 118.166

Sintra 363.749 377.835 380.934

Vila Franca de Xira 122.908 136.886 139.918

LMA 2.661.850 2.821.876 2.809.168

10.394.669 10.542.398 10.374.822

SourcelNE (20159.



Map 171 Lisbon Metropolitan Area and the 18Municip alitiesd
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Table 57 Number of Cities per Municipality in Lisbon Metropolitan Area (2015)

Jurisdictions
Alcochete
Almada
Amadora
Barreiro

Number of Cities

Identification of the Cities
Without Cities

Almada (1973) + Costa da Caparica (2004)

Amadora (1979)

Barreiro (1984)

Cascais

Without Cities

Lisbon

Lisboa (1184)

Loures

Loures (1990) + Sacavém (1997)

Mafra

Without Cities

Moita

Without Cities

Montijo

Montijo (1985)

Odivelas

Odivelas (1990)

Oeiras

Without Cities

Palmela

Without Cities

Seixal

Seixal (1993) + Amora (1993)

Sesimbra

Without Cities

Setlbal (1860)

Setlbal
Sintra

AgualvaCacém (2001) + Queluz (1997)

Vila Franca de
Xira

W N P O N O O| P P O O Nl P O] P P N O

P6voa de Santaia (1999) + Alverca (1990) + Vila Franca de Xira (198

LMA
Portugal

159

SourcelINE (2001);INE (2016.



Map 21 Setubal's City Boundaries and Respective Municipality'sLimits fr amed at a Regional Scale
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Map 31 Settlements byType located in each Municipality ofGreat Lisbon® (Lisbon Metropolitan Area)
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8 Lisbon Metropolitan Area is composed of two selions: Great Lisbon and SetdbaPeninsula. Eaclone has 9
Municipalities.
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Table 61 Municipality's Area and Population Density (2014) Based onAdministrative Limits of 2014

- Jurisdicions =~ Teritor i al Uni sgsade Su Population Density(Residents per square
kilometers) kilometer)

Alcochete 128,36 145
Almada 70,21 2.423
Amadora 23,78 7.399
Barreiro 36,39 2.110
Cascais 97,4 2150
Lisbon 100,05 5.091
Loures 167,24 1.224
Mafra 291,65 278
Moita 55,26 1181
Montijo 348,62 157
Odivelas 26,54 5.759
Oeiras 45,88 3.770
Palmela 465,12 138
Seixal 95,5 1715
Setubal 230,32 513
LMA 3.015,24 932
Portugal 92.225,64 112

SourcelINE (2015d;20159.

Furthermore there is more information to confirm this observation2011, there weré.459.272
individuals living inthe 17citiesof LisbonMetropolitan AregTable 7) This information has many
imperfections if theim is to get theotal of population living in urban settlements (cities, towns and
suburbs) because the population living in the main settlements of Cascais and Oeiras are not
consideredneither the population living in Meidartins (Sintra).Then it is posble to extrapolate

that more than 5I1% of the individuals living in Lisbon Metropolitan Area currently reside in
predominantly urbanareas. Anyway this data confirms that, in 2011, there were 1.459.272
individuals living in only 9% of the surface of lhen Metropolitan Area (Table 7). Even considering
the defects of informatioalready recognized, it can be concluded that the Lisbanopiaitan Area

is not anurbandenselyoccupied region, compared to other worldwide metropolis. Because it is only
a smdl fraction of its total area, thas occupied by cities, towns or suburbsr example, the second
Municipality with most inhabitants of Lisbon Metropolitan ArnsaSintra, which has two cities and
both have a higher population density than Lisbon (T@aplélowever the population density of the
Municipality is very low (1.193 individuals pesquarekilometer) comparing with the data verified
whether inits two citieS whether withthe number of inhabitants. The reason is that there are two
extensive seains of themunicipality where the predominant landgeis not the urban use: the
Natural Parko f Si nt (whichsexteHds ltol ttee Municipality of Cascais) and the rural area
proliferated by several small settients (usually of the scattered Kindrhe two cities were

°1n 2011, the two citiefAgualvaCacém and Queluz) hatbout 44,49% of the total of inhabitants of the Municipality.

12



implemented in the vicinity of the main routes to Lisbon (the Sintra Railway Line and the
Complementary Itinerary1d and toget her occupy only a smal
ared™. Even if it will be considered the areatbk two cities plus the area occupied by the Mem
Martins Suburb, probably it will not excedwet2® of t he Mu n'i Soithp setondtmpsi s a
populated municipalitpf the Lisbon Metropolitan Area has ordy area between 10 and 2@¥4ts

territory occupied by areas thatatch witha predominantly urban langse.The large size of the
administrative areas for which has been collected the information is not compatible with the size of
the cities (with few exceptions). This can be observable evaiiatropolitan Are¥. Therefore, the

values of the real estate transactions analyzed at a municipal scale do not show the full impact of the
land speculation. Nevertheless, it is possible to demonstrate the real imgant speculation

derived from urba pressureshrough two complementary approachdsaggregate leveljat the
regional scale and at the city/urban scale.

Table 71 Inhabitants, Population Densityand Surface of Cities in Lisbon Metropolitan Area (2011)

Citi es‘Citi esd Citiesbd Pooulation Population
Jurisdictions Identification in square per Municipality  Inhabitants DF:ensit living in
kilometeres (%) y Cities (%)
P Almada 14,7 20,94% 96.404 6.558 55,40%
mada
Costa da Caparica 4,6 6,55% 122.11 2.655 7,02%
Amadora Amadora 23,8 100,08% 175.144 7.359 100,00%
Barreiro Barreiro 10,9 29,95% 63.351 5.812 80,43%
Lisbon Lisbon 100,1 100,05% 552.752 5.522 100,92%
] Loures 11,8 7,06% 43.127 3.655 21,03%
oures
Sacavém 3.9 2,33% 24.822 6.365 12,11%
Montijo Montijo 9,1 2,61% 36.163 3.974 70,60%
Odivelas Odivelas 4,3 16,20% 56.846 13220 39,33%
Seixal Seixal 8,6 9,01% 29.373 3.416 18,56%
eixal
Amora 5,4 5,65% 40.513 7.502 25,60%
Setubal Setubal 38 16,50% 98.116 2.582 80,96%
s AgualvaCacém 10,4 3,26% 116.681 11219 30,88%
intra
Queluz 6,7 2,10% 51.413 7.674 13,61%
_ Pévoa de Santaia 4,6 1,45% 29.348 6.380 21,44%
V'E‘eF;?‘rgca Alverca 10,4 3,.27% 34.946 3.360 25,53%
Vila Franca de Xira 4,8 1,51% 13.831 2.881 10,10%
Lisbon
Metropolitan - 272,1 9,026 1.459.272 5.363 51,71%
Area

Source: Adapted frofNE (2015; 20159.

%1t is a Highway with a parallel path to the railway.

1 About 5,36% (Table 7). The Maprepresents &arger aea because it is based on the urban continuity and not on the

administrative boundaries like it is the data of the Table based on information collected by INE.

2 The numbers are conservative because the real limits of the cities can be larger thanniseatim limits used by

INE as it is explain before.
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Map 47 Municipality of Sintra: Cities, Towns and Suburbs

Lisbon Metropolitan Area

Boundaries
Municipalitieso
Limits 6 Km

Lisbon CityLimits
Cities Limits (Sintra)

aoo0

Suburbs and Towns Limits (Sintra)

Colares VillageLimits (Sintra)

= .
¢ ¢ Sintra Town

@ Other Settlements located in Municipality of Sintra

Source:Author (2016).
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