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NEWSLETTER 
 
 INTERNATIONAL TAX IMPLICATIONS 

OF THE COVID-19 PANDEMIC 

Nº 31/20 

SUMMARY 
 
The challenges brought forth by the Covid-19 pandemic have given rise 
to new issues facing international tax rules and conventions. The re-
strictions on the mobility of individuals may force a new perspective in 
terms of tax residency criteria, and the development of professional ac-
tivities from a distance, through the use of digital means, should also be 
reflected upon with regards to what constitutes a permanent establish-
ment. If addressed soon, these questions could help prevent future 
litigation and aid in the post-pandemic period of economic recovery. 
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INTRODUCTION 

In recent years, the international tax 

community has been faced with several 

challenges derived from the digitaliza-

tion of the economy and the ability to 

work from a distance, using modern 

technology. 

The current Covid-19 global pandemic 

has only raised more questions regard-

ing these issues, as working from home 

became much more prominent due to 

public health concerns. 

Although the current global lockdown is 

expected to only be temporary, the 

widespread reaction to the Covid-19 

pandemic has caused a ripple effect, 

testing the established rules, which 

were designed for a scenario in which 

people are free to move across borders 

and to choose where to work and make 

a living.  

As such, it is worth reflecting if rules 

aimed at a pre-pandemic world can 

continue to be interpreted and applied 

in the same way as they were before. 

TAX RESIDENCY OF INDIVIDUALS 

Even though Portugal has imposed 

strict border controls, namely regard-

ing the tourist flow in and out of the 

country, the return of Portuguese na-

tionals and the departure of foreign 

residents is not likely to be restricted, as 

per the Government’s recent pandemic-

related decrees. 

Despite this, some workers who are tax 

residents in other countries may find 

themselves unable to leave Portugal due 

to limited transportation options, or 

even due to harsher restrictions im-

posed by the destination country. For 

example, before the pandemic began, a 

Portuguese national who lived and 

worked abroad may have decided to 

come to Portugal for personal reasons 

and, after spending a few months in the 

country, is now caught by the lockdown 

ordered by the Portuguese government. 

The lockdown started at the beginning 

of March and is set to last until the be-

ginning of May or even further. In 

addition, due to the aforementioned re-

strictions, a Portuguese citizen who is a 

foreign tax resident may be forced to 

stay in Portugal for much longer than 

originally planned. As such, questions 

could arise regarding the possibility of 

this person being considered as a Portu-

guese resident, for tax purposes, in 

2020, even though his or her stay in the 
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country has been dictated by force 

majeure.  

Traditional tax residency rules seem to 

give no relevance to the underlying rea-

sons of factual situations.  

However, the interpretation of these 

rules should be seen in a new light due 

to the extraordinary circumstances the 

international tax community is cur-

rently faced with and the rationale 

behind each decision-making should be 

taken into account regarding tax resi-

dency (not just circumstances). 

EMPLOYMENT INCOME 

Portuguese nationals who are tax resi-

dents in a foreign country and are still 

under the employment of a foreign 

company during their stay in Portugal, 

could still receive their salary, partially 

or in full, given that they continue to 

work from home. This income could 

qualify as Portuguese-sourced employ-

ment income, and therefore be subject 

to personal income taxation in Portugal. 

This should be the case if a person re-

mains in Portugal for a period of at least 

183 days, in accordance with the appli-

cable tax legislation.  

However, since this person’s stay in 

Portugal is not a result of his or her own 

will, it could be argued that this period 

should be seen as a forced holiday pe-

riod, during which the employee can still 

work, but should not be considered for 

the purposes of determining that per-

son’s tax residency. 

PERMANENT ESTABLISHMENT 

Another relevant issue arises in case the 

activity performed in Portugal is seen as 

a permanent establishment of the for-

eign employer in Portugal.  

In recent years, it has been highly de-

bated if the growing trend of working 

from home, frequently across borders, 

could give rise to permanent establish-

ments in the country in which the 

employee is located. However, in this 

pandemic scenario, the intention of the 

employers should perhaps be taken into 

account, as it was likely not their inten-

tion to establish a presence in that 

country.  

This issue could trigger significant con-

sequences because in case a permanent 

establishment is identified, the 183-day 

rule mentioned above would no longer 

apply and the employee could indeed be 

subject to personal income taxation in 

Portugal. 

http://www.rfflawyers.com/
http://www.rfflawyers.com/
tel:+351215915220
mailto:contact@rfflawyers.com
https://www.taxandlegalbyrff.com/en/guides-updates/Recent-Developments-on-The-Non-Habitual-Residents-Tax-Regime-NHR/94/


 

 
03 

Nº 31/20 
International tax implications of the COVID-19 pandemic 

www.rfflawyers.com 
Praça Marquês de Pombal, 16 – 5 th (Reception)/6 th 

1250-163 Lisboa • Portugal 
T: +351 215 915 220 • F: +351 215 915 244 

contact@rfflawyers.com 

For instance, an employee could be a 

top manager of the foreign company 

and his prolonged working presence in 

Portugal could lead the Portuguese tax 

authorities to consider that the em-

ployer’s place of management is 

located herein. In this case, and simi-

larly to the tax residency rules for 

individuals, the established rules 

should be applied with the adequate 

flexibility considering current global 

events. 

Furthermore, the foreign tax resident 

who is unable to travel from Portugal 

could be the employee of a multina-

tional group and have been seconded 

from his country of residency to an-

other European Union country before or 

during his stay in Portugal, in order to 

give adequate substance to the struc-

ture situated therein. As such, his or her 

forced working presence in Portugal 

could, in the eyes of the Portuguese tax 

authorities, devoid the permanent es-

tablishment of the other EU country of 

any economic substance. 

CONCLUSIONS 

The Covid-19 pandemic has given rise 

to a multitude of challenges to the cur-

rent international tax rules and 

conventions, which may cause a rise in 

tax litigation in the future if not ad-

dressed soon.  

While the economic sustainability of 

families and companies is (and should 

be) the current priority of governments 

all around the world, as successive de-

crees are issued to face the restraints 

brought forth by the pandemic, a reflec-

tion on its possible long-term effects is 

also desirable, as it could play a pivotal 

role in the world’s much-needed eco-

nomic recovery once the Coronavirus is 

defeated. 

Lisbon, April 21st 2020 

Rogério M. Fernandes Ferreira 

Marta Machado de Almeida 

Rita Arcanjo Medalho 

Soraia João Silva 

José Oliveira Marcelino 

Inês Tomé Carvalho 

(Corporate & International Tax Team) 

http://www.rfflawyers.com/
http://www.rfflawyers.com/
tel:+351215915220
mailto:contact@rfflawyers.com

