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Abstract 

In spite of the innumerable challenges of the recent years, in particular those related to security, the global tourism 

sector has grown steadily and uninterruptedly after the global financial crisis of 2008. Currently, the latest forecasts 

ensure that this growing trend will continue in the coming years. Following this trend, no further studies are needed 

to assess this phenomenon that can be seen in the streets of the Portuguese capital. 

The first part of this work includes the discussion of some of the conceptual dilemmas of tourism as well as the 

multidisciplinary nature of this phenomenon constituted by an extensive chain of values which explains its 

multiplier effect with direct, indirect and induced impacts. Then, an analysis will be made identifying the various 

factors that affect the growth of this industry and also a prospect with the innovations and new trends of the sector. 

Finally, additional analysis classifies tourism impacts according to their connection or not with economics aspects.  

The remaining sections include the presentation and analysis of a case study on the profitability of different types 

of real estate leasing (traditional, student accommodation and local lodging) in some apartments located in 

different neighbourhoods in Lisbon. This analysis allows to prove the reason for the proliferation of the short-term 

rental modality, with the recovery of very degraded dwellings, but also with the well-known phenomenon of 

gentrification.  

Keywords: Lisbon; tourism; accommodation; economic profitability; short-term rental. 

1. Introduction 

Travelling around the world is currently accessible 

to a wider group of potential users from different 

social groups as is considered a worldwide activity 

based on a broad and distinct set of resources. 

Nowadays, it has become one of the world’s largest 

and fastest-growing sectors supporting over 292 

million jobs, equivalent to 1 in 10 jobs in the global 

economy and generating 10.2% of global GDP in 

2016. As a truly global phenomenon, tourism ranks 

third after fuels and chemicals industries and ahead 

of food and automotive products (UNWTO, 2018). 

Projections indicate that, due to the higher 

propensity of the society to travel, the tourist market 

will continue to grow over the next ten years 

(WTTC, 2017). Nevertheless, this development 

faces a host of new challenges such as an increase in 

competition between tourist destinations, change in 

tourist preferences and more information about 

destinations and accommodation options.  

Although the economic benefits and costs of tourism 

are discussed at length in the literature, the point 

here, in a very simple sense, is that tourism is 

considered to be successful as long as the benefits 

accrued from its development are not exceeded by 

the negative consequences typically environmental 

and socio-cultural. 

All this leads to a favourable time to seize the 

opportunity of the market, for which it is mandatory 

to develop integrated projects and to adapt to the new 

demands and trends to become competitive in a 

dynamic sector as tourism. A positive travel 

experience is based not only on the performance of 

individual businesses and attractions but also on the 

environment and the community surrounding them. 

The future work will proceed with the main purpose 

of the thesis, evaluating an example of the economic 

impact of tourism in Lisbon, namely in the housing 

sector. A profitability analysis will be performed 

using historical data of the case study of three 

different apartments located in different 

neighbourhoods of the Portuguese capital (Alfama, 

Bairro Alto and Castelo). Different scenarios will be 

addressed based on three different ways of house 

rental, in order to verify in fine details the 

profitability and return on investment in real estate 

alternatives, as well as understand the explosive 

growth of short-term rental in Lisbon. 
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2. Literature review 

Studying the tourism sector is more than a simple 

analysis of the entrances and exits of tourists, or 

measurement of public and private investments and 

revenues. Nevertheless, these KPIs are still 

dominating the tourism field, undermining his 

complexity and multidisciplinary nature. 

Although the final purpose of this thesis is related to 

the economic aspects, different approaches will be 

developed related to the phenomenon of tourism in 

order to obtain a complete view of the activity. 

2.1. Tourism and conceptual issues 

Over the years, there have been several attempts to 

define the concept of tourism. The United Nations 

World Tourism Organization defines it as follows: 

“Tourism is a social, cultural and economic 

phenomenon related to the movement of people to 

countries or places outside their usual place of 

residence, pleasure being the usual motivation” 

(United Nations, 2008). 

As the previous definition refers to, the problem in 

the development of meaning for the topic is that a 

single term is used to designate a variety of concepts 

from different areas of knowledge, which implies the 

need to use other disciplines for the development of 

theoretical and empirical roots. Within these 

different disciplines, some theorists work from the 

perspective of believing that either supply (Smith, 

1988) - provision of all assets, services and goods to 

be enjoyed or bought by visitors and occasioned by 

the journeys or visitors - or demand (Cooper et al, 

1993) - referring by the economists as the amount of 

persons who travel or wish to travel using tourist 

facilities and services at specific prices within a set 

of possible prices during a specified period of time - 

are the more worthwhile basis for academic activity. 

This point of view has already been referred to 

Muñoz de Escalona in 2004 when he explained that 

tourism is traditionally studied from the standpoint 

of the demand, rather than the supply side, which 

differs from what economists use when they study 

the traditional productive sectors. 

The concept of tourist product tries to aggregate all 

the related businesses. As an analogy, the concept 

used by the conventional economy of tourism does 

not differ from GDP to economy, in which is not 

possible to identify only one product, good or service 

from the market value of all final goods and services 

produced in each country. The economic 

implications from this point of view are that tourism 

will only be studied following a holistic approach in 

the context of macroeconomics.   

2.2. Tourism in the world 

According with the latest UNWTO World Tourism 

Barometer, international tourist arrivals (overnight 

visitors) point to 1322 million arrivals in 2017, 

which represents a remarkable growth of 7% (above 

the sustained growth trend of 4% since 2010). Even 

so, perspectives project international tourist arrivals 

worldwide to continue in this upward trend over the 

next ten years (UNWTO, 2018; WTTC, 2017). 

Focusing on the European region, more than half 

(55.7%) of the total nights spent by non-residents in 

2016 in EU were accounted by Spain, Italy, France 

and the United Kingdom (Eurostat, 2017). 

It is true that rapid economic growth after the 70s 

boosts middle-class wages in developed countries. 

Even though, some others social changes create 

favourable conditions for the further development of 

the sector and encourage the business. The 

improvement in quality and price of transportation, 

the increase of leisure time due to the acquired labour 

conquests (holiday pay, retirements…), the increase 

in the desire to fulfil escape fantasies due to the 

growth of the cities and, the consumer society starts 

to take a new route and travelling becomes the new 

way to obtain social prestige. 

2.2.1 Tourism in Portugal and in the region of 

Lisbon 

According to INE (2018a), tourism generated 11.5 

million Euros for the Portuguese people in 2016, 

10% more than in the previous year, since the 

indirect and induced consumption represents more 

than 23 million. In 2008, tourism consumption was 

9.2% of Portuguese GDP (15.7 millions of euros). In 

eight years, the weight of the business soared to 

46.5%. 

For a better visualization, Table 1 shows that 

Portugal is experiencing a rising trend above the 

average in comparison with Europe or even 

worldwide. Taking into account the 3.6% of people 

employed (still below the average) by the sector. 

      Table 1 – Tourism importance in 2016            

(Own elaboration with data source: WTTC, 2017b) 

 
 

 

 Portugal Europe World 

GDP 6.4% 3.7% 3.1% 
Employment 3.6% 5.0% 8.1% 

Investment 9.8% 4.9% 4.4% 

Then, the following data will be classified according 

to its relation with supply or demand side. 
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2.2.1.1 Supply side 

The provision of more accommodations gradually 

increased until 2012 according to an Average 

Annual Growth Rate of 1.6%. In the period from 

2012 to 2016, an exponential growth has almost 

doubled the number of tourist establishments. 

However, it is important to take into account the 

rooms offering. According to the INE (2018b), in 

2016 the Portuguese hotel market has gained 4.679 

new rooms (1.133 in Lisbon), increasing the 

Portuguese hotel offer for a total of 96.842 units 

(23.371 in Lisbon). The vast majority of this offer is 

in 4 star establishments, concentrated in the Central 

Business District of Lisbon. 

Talking about tourist lodging, it is essential to take 

into account the recent short-term rental 

phenomenon that has soon become one of the key 

drivers in tourism development. Although the 

activity has its own legislation from 2008, only from 

2014 the registration of each accommodation 

became mandatory. This fact explains the 

exponential growth shown in Figure 1 after this year, 

with a growth of more than 10.000 registers per year. 

 

Figure 1 – Portuguese short-term rental registers 

(Own elaboration with data source: RNAL, 2018) 

According to AHP (Associação de Hotelaria de 

Portugal), the number of beds offered for short-term 

rental in 2017 already exceeds the number of hotel 

beds (56% against a 44% of the total supply). To give 

some kind of magnitude, the Portuguese Tourism 

Association had 54.599 active short-term rental 

records of accommodation on 31st December 2017 

(RNAL, 2018) and as Figure 2 indicates, there is a 

high level of concentration in the historic centre of 

the city. 

As a curiosity, the overwhelming nationality of 

holders of short-term rentals is Portuguese (95.62%) 

followed by British and French foreigner investors. 

In addition, other unexpected information is that 

accommodations with two and one bedrooms are the 

most common typologies with 31% and 30% of the 

total records, respectively. 

 

 

Figure 2 – Geographical distribution of short-term 

rental registers per freguesia (Own elaboration with 

data source: RNAL, 2018) 

2.2.1.2 Demand side 

Upon verification of the increment in the number of 

tourist accommodations, it is necessary the 

verification of the same tendency in the other side of 

the chain, attracting more tourists. 

For that purpose, the behaviour of the Portuguese 

tourist sector will be compared to the European 

referents (such as Spain, France and Italy) in order to 

understand whether it can be assumed as a normal 

growth of the sector, or in fact, the country is 

experiencing a growth phase higher than its main 

competitors. The conclusion is that the country 

registered an Average Annual Growth Rate higher 

than the rivals, reinforcing the idea of living a 

fascinating period. 

2.3. The city of Lisbon 

Once the growth of the tourist sector became a 

reality, it is important to particularize the global 

phenomenon for the scope of this thesis. 

Portugal is a country with a rich diversity of regions, 

extending from the green valleys of the north, the 

wonderful beaches of the south, to the charming 

capital in the centre and his volcanic islands. Its 

superb cuisine (cod is the guest star), fine wines, 

good coffee and the warmth of Portuguese people 

with skills for languages make this is a paradise of 

the highest quality. Lisbon is a well-known city by 

its traditional character highlighting its good 

weather, gastronomy, wine routes and the unique 

fado music genre, since 2011 recognised as world’s 

intangible cultural heritage by UNESCO. 

3. Case study development 

The main goal of this section is to develop a 

profitability analysis applicable to three ways of rent 

in three different areas of the city of Lisbon, in order 

to make a comparative study and find out which is 

the most interesting option from an economic point 

of view. This general goal is achievable through the 

following specific goals: 
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• Develop an economic feasibility study. 

• Analyse the profitability of cash flows. 

• Analyse funding sources for business 

development: equity or external capital. 

• Sensitivity analysis. Take into account risks 

inherent to the investment and quantifies 

the limits of variation of the parameters that 

ensure that the project remains profitable. 

The three apartments are located in the two 

“freguesias” that have the greatest number of 

registers in short-term rental, Santa Maria Maior and 

Misericordia (RNAL, 2018). All of them are in no 

lift buildings in different historical neighbourhoods, 

with restricted access to traffic. About the typologies 

of the apartments are T1 for Alfama and Castelo (1 

bedroom) and T2 for Bairro Alto (2 bedrooms). 

The specific address is not revealed to ensure 

anonymity and confidentiality of data. 

Keeping the focus on maximizing the study 

representation in an investment project in the actual 

current market, we will simulate the purchase of all 

the apartments (Alfama, Bairro Alto and Castelo) 

and compare all three types of renting (traditional, 

short-term and students’ rental). For the case that has 

more profit, we will develop a second phase of 

simulation in which, instead of buying, we will 

consider renting Alfama and Castelo apartments. 

In order to facilitate the reader’s understanding, the 

next analysis models are classified according to the 

relation with economics or other technical 

parameters. Nevertheless, some common aspects are 

previously explained. 

3.1.1. Common features 

3.1.1.1 Cost of acquisition 

As it was previously explained, the ownership of the 

property will be the base to reproduce the two 

scenarios. Then, the corresponding costs are: 

i. Purchase of the apartments 

For calculating the value of the properties, the 

average market price method was applied with data 

source Casa SAPO, 2018. Furthermore, to calculate 

the total costs of acquisition of the properties in 

Table 2, it is necessary consider deed, register cost, 

IMT and IS taxes. 

Table 2 - Value of the building based on useful surface 

area and average price of the area (Own elaboration 

based on Casa SAPO, 2018) 

APARTMENT VALUE TOTAL 

ALFAMA € 207,610.97 € 211,787.61 

BAIRRO ALTO € 266,425.26 € 271,660.55 

CASTELO € 295,747.15 € 301,510.24 

ii. Rent of the apartments 

According to the INE, the traditional rents for 

Alfama and Castelo apartments are of €391.00 and 

€586.00, respectively. Nowadays, it is well known 

that these are not the real market prices. According 

to Imovirtual, CasaSAPO and a real estate company 

asked (Predial Tomarense), it is concluded that the 

expected monthly incomes are of: €750.00 for 

Alfama and €800.00 for Castelo. Nevertheless, it 

was agreed with the owner a value of €500.00 and 

€550.00, respectively, due to the fact the works are 

supported by the lessee. 

3.1.1.2 Property modifications 

Once the three apartments belong to the decision 

maker (owner or lessee), he will renovate them 

maintaining the same levels of quality, regardless of 

the purpose and the modality of lease referred to. 

3.1.1.3 Furnishing and decorating 

It is necessary to take into account that the initial 

investment includes the furniture and the installation 

of all equipment. In our particular case, this work 

will be developed by a subcontracted decorator. 

3.1.1.4 Other costs 

i. Government taxes 

The calculation of income taxation on the developed 

business alternatives was considered from the point 

of view of individual activity according to the F 

model of the simplified IRS scheme. 

About VAT, it was not considered as a cost because, 

according to the last update of the Tax Code the 

Value Added (CIVA) for the traditional lease, the 

accommodation is not subject to the payment of 

VAT. While for the remaining cases (local 

accommodation and student rental), it will be 

compensated with the VAT borne by the total costs. 

ii. Financial costs 

The financing of the initial investment in each 

modality will be made through own capital (equity) 

and external financing through a bank credit in equal 

parts (50% respectively). 

The required return rate for investors' equity 

investment is 7.5%, while the interest rate applied is 

based on the Annual Percentage Rate of Montepio 

bank after a direct contact with the bank. A personal 

simulation was developed, with a result of 5.8429%. 

Therefore, from now on, a discount rate of 6.67% 

will be applied for the calculation of present values 

of the future cash flows. 

3.1.2. Technical feasibility 

This subsection is subdivided in three points, 

corresponding with the three modalities of rent. All 

of them have the same structure starting with legal 

requirements. Following, works and alterations of 
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the accommodations will be addressed as well as the 

selection of the channels to reach the end customer. 

3.1.2.1 Traditional rent 

The first model to develop is the classic alternative 

based on traditional rent which since the entry into 

force of the new urban rental law (Novo Regime de 

Arrendamento Urbano) on November 12, 2012, is 

based on the lease with stays without a lower limit 

and with an upper limit of thirty years. 

The target customer is as varied as the downtown of 

a European capital can offer. The potential customer 

profile for this modality of rent is: 

• National and international university 

students who prefer rent a full apartment. 

• Young workers recently entered in Lisbon 

job market. 

• Persons over the age of 50 years, especially 

French and Brazilian emigrants who want 

to live in the city centre. 

i. Legislation 

As it was already referred, the most recent 

modification affecting traditional rent is represented 

by the law no. 31/2012 of 14 August that entered into 

force in November 12, 2012. 

ii. Property modifications 

Despite the currently high demand levels for 

accommodation in downtown, the decision maker 

decided to carry out renovations with the purpose of 

renting a renewed apartment thus trying to maximize 

the revenue as well as minimizing contingencies. 

iii. Promotion 

Taking into account the recent market conditions 

(high demand), the way to reach the final customer 

will be the social media (Facebook marketplace) and 

some online applications (OLX, Imovirtual or 

CasaSAPO), in a more innovative path. All of them 

are free of charge with the exception of Imovirtual 

website. For the general public, the cost of a 28-day 

publication period is €15.00. For this reason, 

promotion costs will not be included in the 

calculations. 

3.1.2.2 Rental by students 

The second alternative is aimed at the university 

market because it is considered a stable and growing 

market. In the particular case of the city of Lisbon, 

the number of university students has skyrocketed in 

the last decades and is indeed stabilized. Every year 

there are about 138,000 registered students at the 

University in Lisbon. In addition, the percentage of 

foreign students arriving in the city is growing since 

2010, with a CAGR of 10.5%. 

According to a study by the JLL consulting 

developed for Uniplaces, in Portugal there are 

around 15,000 student beds are missing (almost half 

in the capital). Initially, the sector of the rooms for 

students in Portugal began to draw attention. Until 

the recent pass, investment in this form of rent or 

even real estate was only headed by the universities 

themselves. Nowadays, the appearance of new 

participants is already evident. 

Thus, the sector is expected to explode within the 

next two years. It is a great opportunity that until now 

has received neither attention nor investment. 

The target customer for this modality of rent is: 

• National students who prefer to rent a 

shared apartment instead of living in 

residences. 

• Interchange students. 

• Summer students. 

i. Legislation 

The rules to be applied are the same as for the 

traditional rental. The only change is that the final 

purpose of the rent is a temporary rent contract. 

ii. Property modifications 

The same principles applied in the previous 

traditional rent, the decision maker invests in a 

complete renovation. Furthermore, the installation of 

air conditioning system and smart locks are included. 

iii. Promotion 

For this rent modality, it will be necessary to provide 

an innovative and youthful approach due to the target 

audience. Without economic costs, the media are the 

channels selected to promote the approach. 

To do this, new profiles will be created on networks 

such as Facebook and Instagram. Finally, on-site 

promotion will be the second approach to be 

developed at universities, at the end (for national 

students), and at the beginning of the academic 

course (for foreign students). 

3.1.2.3 Short-term rental 

According to AHRESP (2018), short-term rental 

establishments are those that provide temporary 

accommodation for tourists, in return for 

remuneration, and that meet the requirements 

according to Decree-Law 128/2014 of August, 29 

amended by Decree-Law 63/2015 of April, 23. 

The following developed model corresponds to the 

apartment modality (within house, apartment or 

hospitality establishments modalities), defined by 

AHRESP as the establishment unit constituted by an 

autonomous urban building fraction susceptible of 

independent use. 
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The operation corresponds to the provision of 

accommodation by individual entrepreneurs. The 

reason for this modality is the representativeness that 

it has in the current market in the capital. According 

to RNAL (2018), in December 2017, the number of 

owners as individual entrepreneurs practicing this 

modality in Lisbon represents 75% of the total offer. 

The target customer, as well as the traditional rental, 

is as varied as what the city centre of a European 

capital has to offer. Thus, the profile of the potential 

client for this type of rent is: 

• People who stay overnight for congresses, 

trade fairs or business. 

• Tourist group composed of 2 to 6 people. 

• Medium size families that visit the capital 

with leisure and cultural purposes. 

• Couples or individual travellers.  

i. Legislation 

The first legal requirement for the development of 

this alternative is the obligation to include in the 

announcement, the respective number of Tourist 

Licence (in Portuguese: “Número de Registo 

Nacional de Turismo”). Then, the property holder 

must register the start of activity before the Tax 

Authority for Personal Income Tax and VAT 

purposes, in the respective category of local 

accommodation (CAE 55201 or 55204). 

In addition, there are other mandatory requirements 

to take into account before the start of the activity 

under the local accommodation regime available in 

AHRESP web page. 

ii. Property modifications 

Analogously to the previous alternatives, each 

apartment has been completely renovated. In 

addition, the requirements for this specific rent 

modality are more demanding. The principle is that 

the common areas of the building must be renovated 

because of the special nature and intention to 

maximize the experience of the tourists. 

Furthermore, as well as in the case of rental to 

students, the installation of air conditioning system 

and smart locks are included. Lastly, a particularity 

feature of short-term rental modality is the 

installation of a wardrobe on the stairs of the build to 

create a private space for future storage of 

consumables, that is, a pack of welcome products. 

iii. Promotion 

As it was explained in the previous section “2. 

Literature Review”, Internet is the best tool for the 

suitable performance of the promotion of tourist 

accommodation. 

In a first phase of the project, we will cover the main 

platforms for online holiday apartments as Airbnb 

and Booking.com. Furthermore, from the beginning 

of the project, a channel manager will be used to 

operate with the various platforms in the most 

efficient and effective way. The following 

subsection explains this tool in its most functional 

and technical details. 

iv. Channel manager 

Channel manager can be defined as an online 

computer solution in the process of managing 

multiple listings on multiple channels or sites. 

The main purpose of this platform is to help keep all 

network channels updated without having to enter 

the web page (typing username and password) at any 

time. This is possible due to iCal and API 

(Application Programming Interface) integrations. 

In the same alignment, Table 3 below gives a brief 

explanation of the type of connection used by the two 

best-known portals for travelling in Portugal. 

Table 3 – Type of connexion of each online tourist site 

SITE CONNEXION CHARACTERISTICS 

Airbnb iCal 

- URL calendar allowing the 
website “read” availability 

- Lack of immediacy (data in 

regular intervals) 

- Unidirectional update of 

availability (portal only) 

Bookin

g.com 
XML 

- Real time server connection 

- Certified communication 

(there is confirmation after 

every change on the serer) 

The main advantages of using a channel manager 

tool are: 

• Simultaneous synchronization of calendars 

in various portals avoiding overbooking; 

• Increasing the manager's potential to 

manage a greater number of apartments; 

• Allows to increase the presence in several 

channels with the consequent benefits 

(higher occupancy rates); 

• Automatic price synchronization in a 

centralized way;  

• Automatic Communications to SEF; 

• Issue of invoices from the web service 

itself; 

• Creation of several users configurable by 

the manager, allowing the planning of 

check ins / check outs and cleaning in a 

centralized way; 

• Automation of issuing automatic 

notifications. 
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3.1.3. Economic feasibility 

Once the model requirements were enumerated, the 

economic evaluation will be performed to discover 

the level of interest to invest. For that, before the 

individual explanation of the three modalities of rent, 

the subsection explains their common features. 

i. Initial investment 

The total initial investment for the three renting 

modalities is composed by the common costs 

(acquisition price or rent value, refurbishment works 

and decoration) for traditional rent. For the students’ 

rent modality, air conditioning system, smart door 

locks and first aid kit were added. Lastly, in addition 

to the common costs of the previous modalities of 

rent, for local lodging modality it is necessary to 

make improvements in the common areas and install 

a wardrobe on the stairs of the building. 

ii. Depreciation 

The material depreciation will only be used to 

calculate the residual values at the end of the 

inversion/reversal, with any tax benefits, in 

accordance with the following criteria (traditional, 

students and local lodging, respectively): 

• The furniture is amortized in 15, 12 and 10 

years. 

• The depreciation period of the works inside 

the houses are 30, 20 and 20 years (period 

for performing a point-to-point operation). 

Despite previous periods of time could be longer, it 

is desirable to adopt a more conservative stance, 

reducing the possibility of having a negative impact 

on potential revenue. 

iii. Expected costs 

The total costs incurred throughout the life cycle of 

the project are differentiated between: 

• Fixed costs: property tax (IMI); community 

fees; rent; insurance; water; electricity; 

Internet; monthly channel manager; 

monthly smart door locks; replacements 

and maintenance service. 

• Variable costs: laundry, cleaning, check in 

and administrative services; tourist tax; 

platform commission and amenities. 

From this moment on, a demand forecast, expected 

revenue, profitability and sensitivity analysis of each 

modality of rent will be explained separately for a 

timeline of five years. 

3.1.3.1 Traditional rent 

i. Business volume and expected sales 

The expected rent values previously listed in point 

“3.4.1.1 Cost of acquisition”, showed that consumers 

are willing to pay the following amounts (Table 4). 

Table 4 - Expected annual revenue for traditional rent 

SALES MONTHLY RENT TOTAL 

ALFAMA € 750.00 € 9,000.00 

BAIRRO ALTO € 900.00 € 10,800.00 

CASTELO € 800.00 € 9,600.00 

TOTAL € 2,450.00 € 29,400.00 

Due to the limited supply and large demand for 

accommodation in Lisbon, it is plausible consider an 

occupation rate of 98% along the year (in our five-

year projection means 1.2 months empty). It results 

in a total annual revenue of €28,812, compensating 

the initial vacant period and non-payment risk. 

ii. Taxes 

Although IRS rates are calculated on a staggered 

basis, we assume 37% (fifth step of IRS income tax). 

iii. Sensitivity analysis 

In order to analyze the sensibility of this modality of 

rent, the purchase price of the properties and the 

revenue from services rendered were considered the 

most susceptible variables of variation affecting the 

profitability of the modality. 

Looking at Figure 3, it is evident that there is a 

similar behavior of the variables. 

 

Figure 3 - Variation in discounted cash flows in 

traditional rental modality 

3.1.3.2 Rental by students 

i. Business volume and expected sales 

The good reputation of educational institutions, the 

worldwide trends as well as good capital conditions 

reflect a gradual increase in the number of university 

students. 

Taking into account the location, the total area of 

each apartment, occupation rates and the market 

data, prices were set according with Table 5. 

Table 5 – Expected annual revenue for rental by 

student’s modality 

RENTAL BY 

STUDENTS 

Individual 

room 

Double 

room 

ANNUAL 

SALES 

ALFAMA - € 415 € 8,295.00 

BAIRRO ALTO € 481 € 435 € 13,509.00 

CASTELO - € 474 € 9,480.00 

TOTAL - - € 31,284.00 

ii. Taxes 

Exploiting this activity will only be affected by the 

governmental fees since, as we mentioned in 
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subsection “3.1.2 Technical feasibility”, the 

channels chosen for the dissemination and arrival of 

students are completely free (social media). 

iii. Sensitivity analysis 

In addition to those parameters already considered 

for the traditional rent, the operating costs were 

considered the third one to analyze. 

Looking at Figure 4, it is evident that revenue is 

clearly the variable most sensitive to variation. 

 

Figure 4 - Variation in discounted cash flows in rental 

by students modality 

In the case of the decision maker decide to invest in 

this model, it will be suggested to reduce the services 

offered to the students in order to minimize the 

incurred activity costs achieving a higher rate of 

return despite still being an uninteresting option. 

3.1.3.3 Short-term rental 

i. Business volume and expected sales 

From now on, calculations of revenue forecasts for 

the first year of activity will be made on the basis of 

the data from the case study, shown in Table 6. 

Table 6 – Expected annual revenue based on case 

study data 

APARTMENT OCCUPATION 
DAILY 

PRICE 

ANNUAL 

REVENUE 

ALFAMA 90.79% €71.17 €24,038.01 

BAIRRO ALTO 94.85% €90.11 €31,615.81 

CASTELO 88.08% €77.84 €25,414.45 

AVERAGE / 

TOTAL 
91,24% €79,71 €81,068.28 

For the following years of exploitation, the expected 

annual revenue was expecting grow at different rates 

until the third year of activity. This differentiated 

growth is due to the fact that the reputation of the 

apartment in the tourist portals affects the position, 

the number of visits and, therefore, the billing 

generated: 

▪ Alfama and Castelo apartments increase 

8% annually (announced since 2017). 

▪ Bairro Alto apartment increase 5% annually 

(announced since 2015). 

ii. Taxes 

It is important to differentiate between: 

• Platform commission: Booking.com has a 

higher commission than Airbnb on the 

supply side (15%-20% against 3%-5%, 

respectively). 

▪ Government fees: the simplified scheme 

was considered as well as a taxpayer in the 

fifth bracket of the IRS. It assumes a rate of 

37% over a coefficient of 0.35 that Finance 

assumed as net revenue. 

iii. Sensitivity analysis 

For this last modality of rental, the same three 

variables than for students’ rental were considered 

affecting the profitability of the modality. 

 

Figure 5 - Variation in discounted cash flows in short-

term rental modality 

From Figure 5, it can be deducted that this alternative 

is more sensitive to revenue than to expenses. 

3.2. Comparison of alternatives 

After the individual analysis of each business model, 

this chapter will compare in Table 7 all of them 

trying to make clear their differences. Furthermore, 

a new apartment property variable was applied in 

order to discover the real differences between the 

option to buy or rent the property for the purpose of 

exploiting it (as in the real case, this variable was 

only applied to Alfama and Castelo apartments). 

Table 7 - Summary of profitability parameters per 

apartment and type of property 

 APARTMENT 
RENTAL 

MODALITY 
NPV IRR 

P
 U

 R
 C

 H
 A

 S
 E

 

ALFAMA 

Traditional -11,616.63 € 5.57% 

Students -26,293.83 € 4.22% 

Local lodging 2,332.04 € 6.89% 

BAIRRO 

ALTO 

Traditional -14,208.80 € 5.60% 

Students -27,857.20 € 4.63% 

Local lodging 5,513.69 € 7.08% 

CASTELO 

Traditional -21,155.02 € 5.21% 

Students -23,765.96 € 5.08% 

Local lodging -9,455.04 € 6.03% 

R
 E

 N
 T

 

ALFAMA 

Traditional -14,813.79 € -5.73% 

Students -21,412.83 € -9.77% 

Local lodging 5,227.45 € 10.38% 

CASTELO 

Traditional -18,178.74 € -6.51% 

Students -22,284.35 € -10.44% 

Local lodging 2,437.53 € 8.40% 
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Without a doubt, from the economic point of view, 

there is a clear preference for the local lodging 

modality. A red spot (negative values) in the NPV 

column affects the other alternatives, demonstrating 

that the discount rate imposed for the model (6.67%) 

is higher than the Internal Rate of Return for each of 

the apartments. Then, these models do not fulfil the 

requirements imposed by the investor. 

Then, Table 9 use a different way to show the results 

in which the initial investment was not taken into 

account. The motivation for doing so is that, for such 

a short period of time, the impact of the residual 

value of the property is very high, since the growth 

rate of the real estate market has a significant weight 

in the result of the cash flow of the investment and, 

therefore, in the total cash flow.  

Looking to Table 8, in a rough way, we can say that 

the Payback Periods (PP) practiced in the sector are 

around one to three years, owner or lessee, 

respectively, if only the decoration is necessary as an 

initial investment. 

Table 8 - Profitability indicators per apartment and 

property policy in short-term rental without purchase 

or refurbishment works costs 

SHORT-TERM RENTAL OWNER RENT 

 NP PP NP PP 

ALFAMA 43% 1.33 21% 2.7 

BAIRRO ALTO 43% 1.11 - - 

CASTELO 40% 1.36 18% 3.03 

Now, with the same purpose to understand the 

impact of the period of time considered, as well as 

the impact of the residual value of the properties, 

Table 9 shows the impacts on IRR considering, on 

the one hand, that the size of the projected timeline 

is increased from 5 to 10 years and, on the other 

hand, the growth rate of the real estate market prices 

remains the same as in the last five years (according 

to INE, 10.41%). 

Table 9 - Impact of real estate growth market and 

period of time studied on the IRR in purchase 

modality 

IRR BASE 10 years 

Growth 

rate 

(10.41%) 

ALFAMA 

Traditional 5.57% 5.35% 10.49% 

Students 4.22% 4.39% 9.18% 

Local lodging 6.89% 7.05% 11.59% 

BAIRRO 

ALTO 

Traditional 5.60% 5.32% 10.65% 

Students 4.63% 4.95% 9.59% 

Local lodging 7.08% 7.15% 11.86% 

CASTELO 

Traditional 5.21% 5.06% 10.32% 

Students 5.08% 5.29% 10.07% 

Local lodging 6.03% 6.17% 10.98% 

Looking at Table 9, it must be highlighted that a 

higher period of time negatively affects the IRR 

because of the deduction of maintenance and 

preservation costs of the property (refurbishment 

works). And, as it was expected, the growth rate of 

the market has a very high impact on the IRR of the 

investment doubling the rates of return. 

Finally, it is considered the probability of occurrence 

of different scenarios (inherent risk). The unit of 

measurement of each type of rent showed in Table 

10 is: 

• Traditional Rent: Number of empty 

months in the projected 5 years’ timeline. 

• Rental By Students: Months per year of 

occupation. 

• Short-Term Rental: Occupation rate and 

gross average price variation. 

Table 10 – Criteria for scenario analysis 

 PESSIM NEUTRAL POSIT RISK 

TR 2 1 0 Low 

RBS 9 10 12 Low-medium 

STR -7,5% - +5% Medium 

These pessimistic, neutral and positive scenarios will 

only be developed in the case of purchase of the 

Bairro Alto apartment including remodeling and 

decoration works as initial investment in Table 11. 

Table 11 – Different scenarios for Bairro Alto 

apartment in the three modalities of rent 

 PESSIMISTIC NEUTRAL OPTIMIST 

 NPV (€) IRR NPV (€) IRR NPV (€) IRR 

TR -14,821.33 5.56 -14,208.80 5.60 -13,392.09 5.66 

RBS -30,360.81 4.45 -27,857.20 4.63 -22,844.41 5.00 

STR -7,579.45 6.11 5,513.69 7.08 13,962.04 7.70 

Once again, without a doubt, the most preferred form 

of rent for the five-year schedule is short-term lease, 

followed by traditional lease and lastly, by student 

lease. Despite being the riskiest business model, 

even in a pessimistic scenario it remains the most 

attractive business model. 

3.3. Conclusions 

Without any doubt, Lisbon is experiencing a period 

of economic prosperity based mainly on the real 

estate market and tourism. Furthermore, some other 

factors such as tax benefits for foreigner investors, 

security (by comparison with other countries where 

there is no security), the prestige of the Portuguese 

universities, the national culture, monuments and 

gastronomy available, the good weather and the 

prestige as an innovative and technological country 

motivate the arrival of large masses of people. 
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Although there are some currents of thought 

regarding the real estate price in Lisbon, the truth is 

that the growth rate market prices are much higher 

than the standard of living of many Portuguese. 

In determining whether there is still potential for 

growth in the industry, it is very important to 

mention the indicators used. If we refer to the 

number of overnight stays, it is clear that we can 

hardly maintain the level of growth in recent years. 

But if we refer to the revenues, there is a clear 

attraction of tourists with greater purchasing power 

and, therefore, a clear potential of growth. 

Regarding the debate about historic neighborhoods, 

data show that a few years ago, the number of vacant 

houses was enormous, both because of their 

destroyed state or because they were the second 

homes of the owners. Today, what happens is that all 

this was eliminated and the great majority, not to say 

100%, was occupied by tourist accommodations. 

While part of the Portuguese residents was evicted 

due to the law of 2012 that allowed the updating of 

rents with the aim of invigorating the rental market. 

This case study development makes clear that rental 

by students’ modality is the least attractive mode. 

The type of apartments under study are not ideal, no 

doubt, larger apartments would yield much more 

interesting results. Regarding the other two 

modalities, there is a clear winner. Short-term rental 

returns economic values much more interesting than 

the traditional rent. Nevertheless, we also conclude 

that because the analysis was carried out for such a 

short period of time (5 years) and because a valuation 

of real estate was prudently imposed for the purposes 

of calculating the residual values lower than the 

discount rate (opportunity cost of capital), 5.21% 

versus 6.67%, the NPV was relatively low in what 

was expected, according to the subsequent analysis 

in which only the costs of decoration is considered, 

not the works or the purchase of the properties. 

Referring to the exploitation of these alternatives, 

short-term rental modality is much more demanding. 

If you do outsourcing for the management, it is 

important to consider the costs as well as the loss of 

control over the business. This ends up with the 

margin of benefit that makes the Local 

Accommodation so interesting in relation to others. 

As a final conclusion, our suggestion to the investor 

is that if he is willing to invest time in the business, 

without a doubt, the local accommodation is the best 

investment for the next five years. However, if the 

investor is not looking for a participative investment, 

the traditional rent is the most stable and safe 

modality that best suits his requirements. 
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