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Resumo 

 

O objectivo deste trabalho é o de identificar na literatura económica quais são as 

principais causas para a fraude e evasão fiscal, assim como analisar de que forma essas 

causas para a fraude e evasão fiscal se manifestam em Portugal. 

A Metodologia utilizada assentou na identificação das principais causas para a 

fraude e evasão fiscal decorrente da análise da literatura mais relevante. De forma a 

analisar a situação de Portugal face a essas causas procurou-se analisar as boas práticas 

das EU e da OCDE e qual o seu grau de implementação em Portugal. Por outro lado 

foram analisadas na realidade nacional as condicionantes de cada causa. 

Com este estudo, conclui-se que existem quatro principais causas de evasão e 

fraude fiscal (aversão ao risco, probabilidade de detecção, multas aplicadas e o possível 

retorno de uma situação de evasão). Em Portugal, as que se apresentam como tendo 

maior probabilidade de explicar a situação que vivenciada referem-se às multas 

aplicadas e à probabilidade de detecção de situações fraudulentas. 

Visando, este trabalho, um tema que é de grande sensibilidade, as conclusões 

encontram-se limitadas, principalmente pela escassez de informações sobre a situação 

em Portugal. 

Pretende-se que este estudo sirva de base a futuras investigações nesta área. 

 

Palavras-chave: Fraude fiscal; evasão fiscal; Portugal; principais causas da fraude e 

evasão fiscal; recomendações da UE e OCDE; medidas adoptadas pelo governo 

português; economia paralela. 

Classificação JEL: H26 
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Abstract 

 

The objective of this work is to identify, in literature, the major causes of tax 

evasion and avoidance as well as examine in which way these causes for tax evasion 

and avoidance are manifested in Portugal. 

The Methodology used sought to identify the main causes for tax evasion and 

avoidance arises from analysis of relevant literature. In order to analyze the situation in 

Portugal, with regard to these causes, we tried to ascertain the best practices of EU and 

OECD and their degree of implementation in Portugal. Moreover were analyzed the 

constraints of each cause, in the national reality.  

With this study it was found four major causes for tax evasion and avoidance (risk 

aversion, probability of detection, penalty rates and possible return of a successful 

situation of evasion). In Portugal those who stand as being more likely to explain the 

situation experienced are penalty rates and the probability of detection of fraudulent 

situations. 

Being the discussion of this theme of high sensitivity, the main limitation found 

are related with the short data about the situation in Portugal. 

It is intended that this work will serve as a basis for future research in this area. 

 

Keywords: Tax evasion; tax avoidance; Portugal; major causes for tax evasion and 

avoidance; recommendations from EU and OECD; measures taken by Portuguese 

government; underground economy. 

JEL classification: H26 
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1. Introduction 

The purpose of the present work is to identify what are the major causes for tax 

evasion and tax avoidance, to analyze how they are rooted in Portugal and report what 

has been done in Portugal, facing EU (European Union) and OECD (Organisation for 

Economic Co-operation and Development) main recommendations, to counter this 

illegal activity. 

It is important to note that there are three ways to reduce tax burden, namely: tax 

planning, tax evasion and tax avoidance. 

Tax planning
1
 can be defined as the attempt to plan, from a fiscal point, the 

actions taken, in order to achieve several pre-established goals.   

Tax evasion and tax avoidance are a major concern not only for governments, but 

also for several entities like EU and OECD. One of the biggest problems with 

eradication of this activity is the lack of consensus about a definition of tax avoidance 

and tax evasion, and the boundaries between them, as referred by Hanlon and Heitzman 

(2010). Nevertheless, we can define tax avoidance as the “legal exploitation of the tax 

regime to one's own advantage, to attempt to reduce the amount of tax that is payable 

by means that are within the law whilst making a full disclosure of the material 

information to the tax authorities2". Evasion can be described as "the effort that one 

makes to evade the payment of taxes by illegal means
1
". 

In this work we first present the major causes for tax evasion and tax avoidance, 

as well as the main determinants of each one. As it can be seen further, the four major 

causes for tax evasion are four: 

1)  degree of taxpayers risk aversion;  

2) probability of detection;  

3) penalty rates applied when someone is detected doing evasion; 

4) the possible return of a successful evasion situation. 

Secondly, we present recommendations of two international entities (EU and 

OECD) to tackle tax evasion increase. 

                                                           
1 
http://www.investopedia.com/terms/t/tax-planning.asp#axzz27iNAnhi7 

2
 To see more details about those aspects access to http://albinet.com/articles/offshore-company/taxes 
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Thirdly, in Portuguese Case, it will be presented how the four major causes for tax 

evasion and avoidance evolved in Portugal and the main actions that are been taken to 

counter it. 

In the end it will be performed a summary, doing the match between procedures 

recommended by international entities and procedures implemented in Portugal. 

As it can be seen further, of the four major causes referred above, in Portugal, 

only the penalty rates and the probability of detection are determinants for tax evasion 

and avoidance. 

The present work can be seen as having two main objectives. First is to build a 

better and bigger basis about factors that can influence tax evasion and avoidance. 

Second is to analyze the position of Portugal facing each one of the four major 

causes for tax evasion and avoidance and make a comparison of practices applied in 

Portugal with some best practices proposed by EU and OECD. 

It is intended that this work be regarded as a basis for future work in this area, 

identifying key factors that influence tax evasion. 

Another contribution of this work will be to obtain a better understanding of the 

existing situation in Portugal, as well as developments in tackling tax evasion. 
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2. Literature Review 

2.1. Introduction 

In the earlier literature, authors like Cowell (1990), Andreoni, Erard and Feinstein 

(1998) or Slemrod and Yitzhaki (2002) presented several theories and different 

conclusions about tax evasion and what leads a person to be more or less prone to 

commit evasion (Sandmo, 2004). As Klepper and Nagin (1989) argue “three things are 

certain in life: death, taxes, and mankind’s unrelenting effort to evade both”. This will 

be something to take into consideration in future, because, according to these authors, 

the current level of evasion will not show a reduction, based only in good will of 

taxpayers. 

In this chapter we present the main theories and constraints about motivations for 

committing evasion. 

First, it is important to make a distinction between tax evasion and tax avoidance, 

because, as Slemrod (2007) referred, the line that separates tax avoidance from tax 

evasion is tenuous. Thus, citing Sandmo (2004) “ Tax evasion is a violation of the law: 

When the taxpayer refrains from reporting income from labour or capital which is in 

principle taxable, he engages in an illegal activity that makes him liable to 

administrative or legal action from the authorities. In evading taxes, he worries about 

the possibility of his actions being detected. Tax avoidance, on the other hand, is within 

the legal framework of the tax law. It consists in exploiting loopholes in the tax law in 

order to reduce one’s tax liability; converting labour income into capital income that is 

taxed at a lower rate provides one class of examples of tax avoidance. In engaging in 

tax avoidance, the taxpayer has no reason to worry about possible detection; on the 

contrary, it is often imperative that he makes a detailed statement about his transactions 

in order to ensure that he gets the tax reduction that he desires”. 

But what are the major causes for tax evasion and tax avoidance?  

Considering authors like Allingham and Sandmo (1972), Andreoni et al. (1998), 

Sandmo (2004) or Slemrod (2007), among others, and in view of their theories, which 

are explained below, we can identify four major causes related to the tendency of 

taxpayers to commit evasion and avoidance in taxes: 
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● the degree of taxpayers risk aversion;  

● the probability of detection;  

● the penalty rates applied when someone is detected doing evasion; 

● the possible return of a successful evasion situation. 

 

 

2.2. Tax evasion and tax avoidance variants 

2.2.1. Risk Aversion 

When the issue of tax evasion began to have prominence a series of studies was 

developed being evasion seen as a result of taxpayer choice, i.e., on one hand, he could 

choose to declare his real income but on the other hand he could choose to evade, being 

his payoff dependent on an investigation by authority (Allingham & Sandmo, 1972).  

The taxpayer will be more or less prone to evade taxes according to his risk 

aversion (Allingham & Sandmo, 1972).  

Based on theory proposed by Allingham and Sandmo (1972), referred above, one 

conclusion that can be made is that evasion depends on tax rate. This means that 

taxpayer will be tempted to evade taxes as long as the payment due for the undeclared 

amount is less than the payment due if one person declares his total income. 

The findings of Feinstein (1991) have strengthened this theory, but he also refers 

another important issue: taxpayer income. According to his study, people with higher 

income, are the most prone to commit evasion. 

But, if on one hand the increase of tax rates makes taxpayers more prone to evade 

their income, on the other hand if probability of detection increases, willingness to 

evade taxes will be reduced greatly (Allingham & Sandmo, 1972). 

There are, also, moral and social aspects influencing potential risk aversion, 

however, they are not easy to measure. According to Torgler (2008) and Grasmick and 

Bursick Jr. (1990), cited by Andreoni et al. (1998), shame and guilt can make one 

person compliant, because she can be ashamed of being detected in evasion and, also, 

feel guilty if evasion is not detected. 

 According to Desai and Dharmapala (2006), cited by Hanlon and Heitzman 

(2010), it is possible to observe that family-owned firms usually do not use tax benefits, 

afraid of being seen as a fraudulent firm, that uses them only to avoid taxes. 
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2.2.2. Probability of Detection 

The probability of detection is another factor that can make taxpayers unwilling to 

commit evasion and, as such, the authority should be aware of the chosen path, i.e., the 

possibility or not to commit to an audit rule (Andreoni et al., 1998). 

If authority can commit to an audit rule, they should use a “cut-off” rule, 

consisting in setting a fixed value, auditing all values below that and choosing a 

probability of being audited so large that all taxpayers, in the auditing interval, report 

their true income (Andreoni et al., 1998). 

When tax authority cannot commit to an audit rule, it is called “sequential move 

game” and here, all taxpayers can be audited, as long as the revenue obtained due to 

audit is, at least, the same as the cost of auditing that person (Andreoni et al., 1998). 

However, the first case (principal-agent model) is not realistic, because it is 

assumed that government knows the income of every person and we know that it is not 

true, being, indeed, very difficult to figure out (Andreoni et al., 1998). 

According to Sandmo (2004), people usually consider the probability of detection 

being higher than what truly is, making them less willing to try evasion than it should be 

verified. 

Detection is not perfect, as such, it should be given careful attention to taxpayer 

characteristics, because detection will depend on the knowledge of those characteristics 

(Feinstein, 1991). 

Social context can have a great contribution to evasion, because the knowledge of 

successful evasion situations among acquaintances will decrease subjective probability 

of detection and increase the temptation to evade taxes (Sandmo, 2004).   

In some cases, probability of being audited is almost the same as penalty, so in 

those cases, the level of evasion should be higher than actually is (Slemrod & Yitzhaki, 

2000). As identified by Eide (2000), this situation is due to intrinsic factors like social 

norms, stigma of being caught or moral feelings. 

However, in other cases, is due to extrinsic motivations, like threats of being 

audited and punished. But this can take to believe that taxpayers are paying taxes 

because it must be and not because want to, according to Frey (1997), cited by Slemrod 

(2007). That situation is not seen as being the better approach, indeed, taxpayers can 
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become less compliant and unwilling to pay taxes, as mentioned by Scholz and Lubell 

(2001), cited by Slemrod (2007). 

Frey and Feld (2002), also refer to this situation. For them, external interventions 

can take taxpayers to be less likely to pay taxes and if not, it is not sure that taxpayers 

become more compliant, because intrinsic motivation is something depending only of 

person. 

 

 

2.2.3. Penalty rates 

Penalty rates are another subject that requires consideration in matter of tax 

evasion. Indeed, we can say that temptation to evade taxes will vary according to the 

penalty rates, i.e., if penalty rate for evasion remains stable evasion will increase, but, in 

contrary, if those penalties are “proportional to the amount of tax evaded” the 

willingness to evade will be reduced, regardless the increase or not of tax, as referred by 

Yitzhaki (1974), cited by Andreoni et al. (1998). 

These assumptions uncovered by Yitzhaki (1974), have a great value in 

improvement of the model presented by Allingham and Sandmo (1972), because this 

means that tax rate does not necessarily affect evasion, i.e., if tax rate increases, one 

person may be willing to evade taxes because the expected payoff is higher, however if 

penalty rate is proportional to the amount of taxes evaded, taxpayers will think twice 

before evading taxes (Slemrod & Yitzhaki, 2000). 

Nevertheless, Schneider and Enste (1999) refer that the higher income tax rate is, 

the greater is the use of underground labor and underground goods supply. 

It is important to refer, yet, that a taxpayer only tries evasion if potential gains are 

greater than potential penalty of being detected in illegality (Polinsky & Shavell, 2000). 

As referred by Frey and Feld (2002), tax authority must be careful about whom is 

sanctioned, because if they punish someone that simply made a mistake in the filling of 

his statement, he will feel wronged and his tax morale will be reduced. 
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2.2.4. Return of a successful evasion situation 

At this point, it is possible to understand that tax rates increase can make persons 

prone to evade taxes, but if probability of detection increases, the willingness to evade 

will be reduced drastically (Allingham & Sandmo, 1972) and for that reason these 

instruments need to be revised constantly, in order to reduce evasion.   

However, there are more aspects than probability of detection influencing tax 

evasion. Sandmo (2004) brings to light other issue that can influence directly evasion: 

the back economy or the black market work (also named as shadow economy). 

Schneider and Enste (1990), refer the concerns of governments about the 

increasingly bigger size that black market has gained recently. 

It should be noted that taxpayers, when intend to evade, have always that in mind, 

allocating their resources to obtain the desired result. Even though there are some risks, 

because the utilization of this economy is not as safe as the legal way, and being this 

illegal, can bring some sanctions (Sandmo, 2004). 

Not only black market labor requires attention, also labor supply can be 

dangerous, because if governments are focused in make taxpayers more compliant and 

neglects aspects like taxes on wages, this may lead to an increase in amount of taxes 

evaded (Andreoni et al., 1998).  

To exemplify the situation referred above we present a simple exercise: in a given 

country tax authority has fixed a tax rate of 20%, and average salary is about one 

thousand monetary units. With this scenario, there is a given rate of evasion and 

avoidance. Now imagine that tax authority increases the tax rate to 30%, but wages 

remain at the same value as before, one thousand monetary units. Considering that, 

there will be higher probability for people incurring in tax evasion than in initial 

situation, because taxpayers would be losing his purchasing power. 

Also the perceptions of taxpayers about fairness of his tax burden can influence 

tax compliance, i.e., if a taxpayer believes that his actual tax burden is not 

corresponding to what he should pay, then he may be more willing to evade (Andreoni, 

et al., 1998). 

Finally, another subject that can influence taxpayers choices and behaviors is the 

taxpayer satisfaction degree with government, thereby if taxpayer is pleased about the 
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utilization of his taxes he will be compliant, otherwise he may refuse to pay his fully tax 

liabilities (Spicer & Becker, 1980). 

 

 

2.3. Final Remarks on Literature 

In this chapter we will summarize the four major causes for tax evasion, and try to 

make a link between them. 

The first theory, taxpayers risk aversion, links evasion to personal behaviors. Risk 

aversion may vary according to each person, influencing the decision to commit evasion 

in spite of knowing probability of detection, penalty rate and even the success rate of 

that action. 

Another theory explains evasion based on the probability of detection in illegality, 

which is somehow linked with the penalty rate, because the willingness to evade taxes 

of one person is always related with "the price to pay" for being detected in illegality. 

The following theory analyzed appoints increasing penalty rates, as an effective 

anti-evasion measure, as long as the fine for being detected is higher than the potential 

gain if it succeeding. 

The last theory considers the return of a successful evasion attempt, which 

depends on tax rates, probability of detection and penalties, as one of the major causes 

for evasion. This means that according to tax rate applied the willingness to evade taxes 

can increase if potential return of being successful is attractive for taxpayers. Being 

attractive, taxpayers risk aversion will be reduced making them forget about probability 

of detection and penalty rate. 

Simplifying this last theory, imagine that a country has a tax rate of 20%, and then 

it increases, for example, to 40%, in this case the number of people that will try to evade 

his taxes will be greater than the number of people doing this with a tax rate of 20%. 

And if the increase of tax rate is to 60%, the number of people trying evasion will be 

even greater than in the previous situation. 

In Erro! A origem da referência não foi encontrada., the four major causes for 

tax evasion and its main issues are resumed.  
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Table I - Summary of four major causes for tax evasion 

Major cause Main Issues Author 

Risk Aversion 

● Evasion depends on tax rate; ● Allingham & Sandmo (1972) 

● Taxpayer income affects tax evasion (the 

higher the income, the higher the evasion) 

● Feinstein (1991) 

● Intrinsic aspects, like shame and guilt, 

influence willingness to commit evasion; 

● Grasmick & Bursick Jr. 

(1990) 

Probability of 

Detection 

● The increase of probability of detection 

reduces willingness to evade taxes; 

●  Allingham & Sandmo (1972) 

● In some cases evasion is not higher as it 

might be because people always have an 

higher subjective probability of detection; 

● Sandmo (2004) 

● The knowledge of successful situations 

among acquaintances will increase 

temptation to commit evasion; 

● Sandmo (2004) 

● Threats and punishments can control 

willingness to commit evasion, but they 

cannot be exaggerated or taxpayers can 

fell treated unfairly 

● Frey (1997) 

   Scholz and Lubell (2001) 

Penalty Rates 

● If penalty rate remains unchanged for 

every amount of income evaded it can 

influence tax evasion 

● Yitzhaki (1974) 

● Taxpayer only tries evasion if the potential 

gain is higher than penalty if detected; 

● Polinsky e Shavell (2000) 

● The existence of a simple tax system 

understandable by everyone will reduce 

the willingness to commit evasion 

● Frey & Feld (2002) 

Return of a 

sucessfull 

evasion 

situation 

● In last years black labour has increased, 

being nowadays a major concern among 

countries government; 

● Schneider & Enste (1990) 

● When trying to evade taxes, taxpayer 

focus their effort, allocating their resources 

in order to achieve his objectives; 

● Sandmo (2004) 

● If tax rate increases and the salary remain 

unchanged taxpayers will be tempted to 

evade taxes because they will be losing 

their purchasing power. 

● Andreoni et al. (1998) 

● The government use of taxes paid can also 

influence tax evasion 

● Andreoni et al. (1998) 

Source: Author, based on text 
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3. Main Actions against Tax Evasion and Tax Avoidance 

After knowing the main causes for the existence of tax evasion and avoidance, in 

this point it will be presented and listed some of the best practices proposed by 

international institutions (EU and OECD) to reduce the harmful effects, for 

governments, of these illegal activities. 

 

 

3.1. Procedures from EU 

Given the great development of tax evasion, EU recommendations focused on two 

main points: the increase of communication between member countries to share 

common experiences and practices, and considerations on a change of current VAT 

(Value Added Tax) system, especially to tackle “Carousel Fraud” which carries huge 

losses for countries.  

Indeed, some measures3 have been developed and should be applied at different 

levels to increase communication, namely: administrative cooperation between member 

countries, cooperation with third-party countries and redefinition of some systems that 

can be exploited. 

In terms of administrative cooperation between member states the main objective 

is to eliminate the barrier of language and differences in procedures. A political 

commitment among all countries should also be implemented, to, as EU advises, 

“strengthen not merely the legislation but also the practical measures employed 

regarding cooperation in the field of direct and indirect taxation and assistance in the 

recovery of taxes”. 

Still in this context, EU recommends the use of previous studies to "improve risk 

management so as to enable Member States to focus their inspection efforts on the 

sectors and companies considered as having a major fraud risk". 

It should be mentioned, also, that there is no European forum where issues related 

to evasion can be discussed. Thereby, the last measure proposed by EU is to “create a 

permanent Forum for administrative cooperation at Community level for all direct and 

indirect taxes”.  

                                                           
3
 http://europa.eu/legislation_summaries/taxation/l31046_en.htm 
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Referring the concerning issue of VAT, with especial regard to “Carousel Fraud”, 

it is argued that the current system is not effective in tax evasion fight and, as such, it 

should be redefined as well as other consumption taxes. 

Finally EU warns that there are some measures, more specific, that should be 

considered, namely: “increasing tax declaration obligations for companies considered 

to represent a risk; reducing these obligations for companies which obtain an 

authorization by entering into a partnership with the tax authorities; using 

standardized, high-performance IT tools for the rapid exchange of information”. 

 

 

3.2. Procedures from OECD 

OECD is also quite concerned about transparency and exchange of information 

about taxation, something that is understood as being essential in the fight against tax 

evasion4.  

For this international organization, one of the biggest contributors to harmful tax 

practices is the lack of exchange of information. To face this adversity has been 

developed a model about exchange of information on taxation matters, which was 

signed by all member countries and should be shared with more countries in order to 

increase the extent of information available and to restrain tax evasion. In fact, this 

agreement has already shown results in many countries, which have increased their 

revenues in matter of taxes5. 

With this agreement, OECD seeks to implement “an obligation to exchange 

information that is foreseeably relevant to the correct application of a tax convention as 

well as for purposes of the administration and enforcement of domestic tax laws of the 

contracting states”6.  

But, what is considered transparency in exchange of information? According to 

OECD, there are, at least, three principles required: availability of information, 

possibility for the authorities to have the right and opportune access to that information 

and existence of “effective arrangements to exchange information”.     

                                                           
4
 http://www.oecd.org/department/0,3355,en_2649_33767_1_1_1_1_1,00.html 

5
 http://www.oecd.org/document/51/0,3746,en_2649_37425_46391283_1_1_1_37425,00.html 

6
 http://www.oecd.org/document/53/0,3746,en_2649_37427_33614197_1_1_1_37427,00.html 
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Another issue that requires some consideration is the MAP (Mutual Agreement 

Procedures), being OECD an international entity, composed by several countries, with 

different languages, cultures and policies, the application of some procedures can be 

troublesome and, as such, to face this situation, a document, containing twenty five best 

practices, has been written7.  

Some examples of those best practices are related to misinterpretations of law, 

double taxation or rules about negotiation with other countries. 

OECD does not focus only on individual taxpayers, indeed, they argue that 

companies are a key element in society, not only to ensure employment for several 

workers, but also in fighting against fraudulent operations seeking for the increase of 

laws compliance. 

Thus, some best practices have been developed that companies should follow in 

order to avoid evasion and increase compliance. 

Considering the Code of Best Tax Practices, we can highlight the need for 

transparency, good faith and cooperation with tax administration in company tax 

practice, to reduce the risk of evasion and suspicious behavior. Should be emphasized, 

also, the transparency and legal certainty in application and interpretation of tax 

regulations by tax administration, reduction of lawsuits and conflict avoidance. 

 

 

 

 

 

 

                                                           
7
 http://www.oecd.org/about/0,3347,en_2649_33767_1_1_1_1_1,00.html 
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4. The Case of Portugal 

4.1. Introduction to the Portuguese Case 

In this chapter, after reaching the first objective, to identify the major causes for 

tax evasion and avoidance (risk aversion, probability of detection, penalty rates and 

return of a successful evasion situation), we will analyze the current situation in 

Portugal around these factors. Additionally tax procedures that authority uses to prevent 

and fight his increase will be analyzed. 

By the way, before anything else, we need to define what is considered evasion, in 

Portugal. According to article 103 of RGIT8 evasion is defined as “all the actions that 

are taken in order to refrain the liquidation, delivery or payment of taxes, as well as  

obtaining inappropriate fiscal benefits, rebates or other economical benefits that can 

lead to a reduction of the tax revenues”. 

According to this article, evasion is practiced mainly with three methods:  

1) concealment or changing of values presented in accounting and reported to 

tax authority;  

2) concealment of values not reported, but that should be reported; 

3) celebration of simulated business. 

In a Deloitte9 study, which is included in Table VI (annexes), the anti-evasion 

measures surveyed companies felt as more effective are resumed. According to this 

study, surveyed entities seen as more effective the measures related to action of tax 

administration, like the relationship between them and taxpayers or the increase of 

cross-checking and penalties. Nevertheless, the most effective measure, according to 

them, is the extension of deductibility of some costs because that will increase the 

requirement of invoices and thus, contribute to the reduction of evasion.  

Another important issue in Portugal (as in most of the countries) is the shadow 

economy. As evasion and avoidance, there is not a wider accepted definition (Fleming, 

Roman & Farrell, 2000). However, a frequently used definition, presented by Schneider 

                                                           
8
 http://info.portaldasfinancas.gov.pt/pt/informacao_fiscal/codigos_tributarios/rgit/ra/rgitra103_1205.htm 

9
 http://www.deloitte.com/assets/Dcom-

Portugal/Local%20Assets/Documents/(pt)pt_OE%202011_Observatorio_Competitividade_Fiscal_2010_

20101206.pdf 
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and Enste (1998), is "all currently unregistered economic activity which contributes to 

the officially calculated (or observed) Gross National Product". 

Authors like Dell’Anno (2007), Fleming et al. (2000) or Schneider and Enste 

(1998) had identified some aspects that can leverage shadow economy. Some of them 

are the increase of tax burden and regulation or the decrease of tax moral. 

Portugal, in 2010, has a total tax burden of 36,6%. As in Table IX, Portugal, until 

2007, has an average shadow economy, of 23%. Considering these values, it is possible 

to understand that tax authority, in 2010, has lost a revenue of 15.506,78 (23% x 36,6% 

x GDP) million euros. 

In Graphic 1, that represents the relation between shadow economy and total 

taxation it is possible to verify that as total taxes rate increases, the shadow economy 

drops.  

 

 

Source: Schneider & Enste (1998). Increasing Shadow Economies all over the world - Fiction 

or Reality? and European Commission (2011). Taxation trends in the European Union - Data for 

EU Member States, Iceland and Norway 

 

Graphic 1 - Total Taxes and Shadow Economy, data from 1999 to 2007 

 

 

y = -0,6159x + 44,439 

R
2
 = 0,2915 
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With this scenario it is possible to see that almost all the countries are away from 

the line that defines the approximate location where they should be (relating total 

taxation to shadow economy). For example, Portugal is under the line which means that 

for the taxation level verified the shadow economy is below what was expected. 

Another conclusion made by analyzing the graphic, in contrast to what might be 

thought, is that countries with higher taxation are the ones with lower shadow economy. 

This situations means that risk aversion, as well as the other three factors referred below 

have most influence in tax evasion and avoidance are most relevant than total taxation. 

In the next sections we will analyze in which manner each of the four major 

causes (degree of risk aversion; probability of detection; return of a successful evasion 

situation and penalties for those who are caught in illegality) influence tax evasion and 

avoidance in Portugal. 

The next points are in accordance with a logical sequence. Whenever one is 

tempted to commit evasion, that decision will always be affected by an intrinsic aspect: 

the risk aversion that, despite not being in taxpayers mind, is present in every action that 

he makes. Although risk aversion be an important aspect in decision of commit evasion, 

the first thought that taxpayers have is: can I be successful in committing evasion or will 

I get caught? 

Given the probability of detection, the next step in decision of doing evasion (if 

taxpayer defines a low probability of being caught), shall be analyzing the possible 

return, is it worth or is too small for the risk? However, this topic is related to another 

decision in act of evasion, the penalty to pay if he is detected. Before choosing to evade, 

taxpayer will evaluate the possible penalty related to this illegality. 

As presented, when thinking about committing evasion, taxpayer will always 

consider the probability of detection and, if it is acceptable, the trade-off between 

evasion and penalty. 
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4.2. Risk Aversion 

Considering a study based on Hofstede’s Cultural Dimensions
10

, presented in 

Table VII (annexes), it is possible verify that, in a range of 48 countries, Portugal has 

the second highest uncertainty avoidance index, being surpassed only by Greece. 

The study includes data from 48 countries and tries to describe their culture based 

on several indicators, like long-term orientation, individualism or power distance index, 

but for this work it will be analyzed only uncertainty avoidance. 

Uncertainty avoidance refers to "society's tolerance for uncertainty and 

ambiguity
9
", i.e., the reaction of people to certain non usual situation. To mediate those 

situations, government applies laws and rules that reduce those situations. 

 In Graphic 2 is shown data for EU countries and it is possible to note, as referred 

above, the situation of Portugal. In a range of twenty European countries, Portugal is 

among the firsts in matters of uncertainty avoidance. Denmark and Sweden are the 

countries with the lowest uncertainty avoidance index.  

 

 

Source: http://www.clearlycultural.com/geert-hofstede-cultural-dimensions/uncertainty-

avoidance-index/ 

 

Graphic 2 - Uncertainty Avoidance in EU Countries 

  

                                                           
10

 http://www.clearlycultural.com/geert-hofstede-cultural-dimensions/uncertainty-avoidance-index/ 
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Considering everything stated before, it is possible to conclude that despite 

Portugal be a country highly risk averse, the taxes not collected every year is increasing, 

as presented in Table X (annexes). As such, risk aversion is not a determinant for tax 

evasion, in Portugal.  

 

 

4.3. Probability of Detection 

To fight tax evasion and avoidance Portuguese tax administration has been 

increasing controls, especially in matter of taxation management (to approximate the 

moment of detection to the moment when infraction is committed) and has driven tax 

inspection to more complex activities, with particular focus on black economy, meeting 

one of the measures recommended for EU: the increase of risk management. 

Tax administration demonstrated a big effort in the detailed review of tax 

declaration items, maximizing errors and illegalities found.  

Another important issue is the mobilization of resources in accomplishment of 

Agreements on Information Exchange on Tax Matters proposed by OECD, following 

recommendations of international entities (change of some systems that can be 

explored, through increase and greater oversight of statements). 

To improve detection of fraudulent operations and seeking for one of EU and 

OECD recommendations (exchange of information), Portugal, since 2000, has, more 

intensely, established several cooperation agreements, as we can see in Graphic 3.  

Based on this graphic, it is possible that Portugal has begun to be aware about the 

importance of these conventions and has increased its portfolio of agreements, having in 

just 10 years, established 35 agreements and having 9 more, awaiting implementation. 
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             Source: Tax administration
11

 
 

Graphic 3 - Double Taxation Agreements 

 

Government has also implemented some measures in matter of VAT, especially 

the “Carousel Fraud”. According to Santos and Sarmento (2011), citing Tomaz (2007), 

Portugal is a member of a European organization, the Eurocanet, which has as main 

objective the exchange of information about intra-community transactions. Other 

measure to restrain this activity is already included in Portuguese legislation, through 

solidarity responsibility, which will make who helps these practices as prosecutable as 

those who practice them. 

According to the same authors, another measure that should be implemented until 

the end of 2012, is the centralization and harmonization of VAT procedures. 

Summarizing, in this area Portugal has made a considerable development, being 

more careful in detection of fraudulent operations and, as such, probability of detection 

should, in theory, be high enough to make taxpayers less willing to try evasion.  

Despite the improvement made in this area, it is possible that probability of 

detection is one of the reasons for evasion in Portugal. 

 

 

                                                           
11

http://info.portaldasfinancas.gov.pt/pt/informacao_fiscal/convencoes_evitar_dupla_tributacao/convenco

es_tabelas_doclib/ 
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4.4. Return of a successful evasion situation 

Other major cause for tax evasion and avoidance is the return of a successful 

evasion situation, which can be verified by the total tax revenue of countries.  

Having that in consideration, in Graphic 4, we can see that Portugal have 

increased his tax burden and now is almost at the same level of EU average.           

   

 

Source: Eurostat, “Taxation trends in the European Union”, 2010 (data until 2010) and 

OE 2012 (data for 2011 and 2012) 
 

Graphic 4 - Total Tax Revenue, as % of GDP 

 

This situation is, possibly, due to a major effort of tax administration that makes 

taxpayers more compliant, i.e., they realize that the possible return of being successful 

in tax evasion will not compensate the penalty (Table VIII, in annexes) if they are 

detected, as referred in Anti-Evasion Report of 2009.  

Nevertheless, another conclusion appears to be more agreed, the increase of tax 

rates, especially after 2010, has a great influence for these results, because if tax rates 

increase, the revenue from there will be higher, increasing the total tax revenue. 

In Graphic 5 and Table XI (annexes) it is possible to see the evolution of main 

taxes in Portugal. According to them, the tax rate that most influences total tax revenue 
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is the VAT, but also the IRS has quite increased, not only in the rates applied but also in 

amount considered in each level, and also reduction or extinction of some deductions. 

 

 

        Source: Author, own calculations 
 

Graphic 5 - Evolution of VAT and IRC taxes, years 2000 to 2011 

 

To ensure that all measures are effective, tax administration has a key role, 

because is the entity in charge of doing the management of taxation and tax inspection, 

i.e., this entity is responsible for all audits to taxpayers, in Portugal. 

Regarding Graphic 4 and given the average shadow economy of 23%, one 

conclusion that can be made is that the possible return of being successful in evasion is 

not a reason to sustain tax evasion in Portugal, because despite shadow economy is 

above average (Table IX), the overall tax burden index (Graphic 4) has growing in last 

years, being currently in values near the EU average. 

Considering Graphic 1, as stated before, shadow economy is not affected by total 

taxation, in fact, countries with higher taxation index are the ones with lower shadow 

economy. This strengthens the theory that this subject does not influence tax evasion 

and avoidance. 
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4.5. Penalty rates 

Considering the aspects referred above, Portuguese government has developed a 

wide range of measures, like the penalization of those detected committing evasion. 

As referred in literature review the higher the penalty, the lower will be the 

propensity to evade taxes. Being the issue of penalties one of the four major causes for 

tax evasion and avoidance and having regard for penalties in annexes, it is possible to 

identify that in Portugal, whom is detected in illegality has to pay a fine and can also go 

to prison. 

Some fines are applied to delays in delivery of income statement or lack of 

documentation proving the veracity of taxpayer financial situation. Also for VAT there 

are some penalties, for example, if a taxpayer do not issue invoices or do not request 

them, will be penalized. 

Based on Report Anti-Evasion, is presented, in Table II statistics of judgments for 

tax criminal cases, types of penalty applied in last years and, also, number of taxpayers 

that have been sanctioned. 

 

Table II - Penalties applied in detected fraudulent schemes 

 
2004 2005  2006  2007  2008  2009  

Condemned 1.501 1.737 15,72% 1.805 3,91% 2.084 15,46% 1.770 -15,07% 1.488 -15,93% 

Fine 1.014 1.246 22,88% 1.332 6,90% 1.510 13,36% 1.260 -16,56% 1.035 -17,86% 

Suspended 

sentence 
322 377 17,08% 386 2,39% 407 5,44% 279 -31,45% 269 -3,58% 

Exemption from 

punishment 
143 103 -27,97% 115 11,65% 154 33,91% 95 -38,31% 48 -49,47% 

Prision 21 9 -57,14% 15 66,67% 10 -33,33% 7 -30,00% 14 100,00% 

Other 
         

122 
 

Total 3.001 3.472 15,69% 3.653 5,21% 4.165 14,02% 3.411 -18,10% 2.976 -12,75% 

Source: Anti-Evasion Report for years 2005-2009 

 

Considering this table it is possible to observe that, since 2007, the number of 

taxpayers detected in illegality is decreasing. 

However, according to Activity Report of 2010 of tax administration, it is possible 

to see that were audited 143.234 people and, for that number, the cases identified are 

very small, only 2,08% (2.976/143.234).  
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But, if we have in consideration Table X (annexes), the amount of taxes missing 

every year is increasing. That is an important fact, and is verified possibly due to a 

lower effort in finding fraudulent taxpayers. 

For penalties that are due to delays and non delivery of statements or relevant 

documentation, taxpayers have also to pay compensatory interests, which can go until 

4% per year, as presented in legislation, but only if taxpayer delays the liquidation of 

tax intentionally. Interest on late payments of 6,351 % per year, are also applied, when a 

taxpayer do not delivered, voluntarily, the payment of a tax, but only if taxpayers act 

intentionally.  

Concluding, it is possible that penalty rates are one of the factors that influence 

tax evasion in Portugal, because due to the reduction in all penalties, except fines, 

taxpayers can feel tempted to try evasion.  

 

 

4.6. Final Remarks 

After describing how these four aspects are presented in Portugal, it is possible 

conclude that for risk aversion, evidence does not allow us to say that it is a determinant 

of tax evasion in Portugal.  

The probability of detection, is the area that Portugal has developed the most, 

improving it to a level where it should be high enough to make taxpayers less willing to 

try evasion, in other words, we can say that probability of detection is not one of tax 

evasion determinants in Portugal. 

 However, it should be noted that in this case, it is important that tax inspectors 

develop an exhausting work, or else, the probability of detection can become a 

determinant of tax evasion. 

Other issue that affects tax evasion is the possible return of being successful in 

evasion and, as seen before, Portugal has approximated his total tax revenue, to values 

near the average of EU. It seems that tax administration is doing a bigger effort in 

recovering taxes, and taxpayers are aware of that. So, this issue does not justify, also, 

tax evasion in Portugal. 
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Finally, the last subject of tax evasion are the penalty rates, and due to the 

decrease of penalties, as referred above, this can be one of the factors that influence tax 

evasion in Portugal. 

Having in consideration how these four subjects are related to tax evasion, in 

Exhibit 3 (annexes) is presented a synthesis of measures adopted by tax authority to 

counter this activity.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



31 
 

5. Conclusions, Future Research and Limitations 

The main purpose of this work is to identify the major causes for tax evasion and 

avoidance and analyze the position of Portugal for each one. 

Therefore, have been identified four major causes for tax evasion and avoidance, 

namely: 

1) Risk Aversion; 

2) Probability of Detection; 

3) Return of a Successful evasion situation; 

4) Penalty Rates. 

In matters of risk aversion, Portugal is a highly risk averse country, however, the 

amount of taxes evaded increases each year. As such, risk aversion is not a determinant 

for tax evasion, in Portugal.  

Considering the probability of detection it is possible to verify that tax 

administration has increased the controls over taxpayer statements and also established 

several cooperation agreements. Despite the improvement made in this area, it is 

possible that probability of detection is one of the reasons for evasion in Portugal. 

In respect to the return of a successful evasion situation, Portugal has made a 

considerable improvement, being currently in values of taxation near to the EU average 

and therefore, the possible return of being successful in evasion is not a reason to 

sustain tax evasion in Portugal. 

Finally, regarding penalty rates, it is possible to notice that although several 

measures have been applied, the penalties and fines have been reduced which may lead 

this issue to be one of the reasons for tax evasion and avoidance in Portugal. 

In Table III is presented a brief summary about position of Portugal relatively to 

the four major causes of tax evasion and avoidance as well as the main conclusions. 
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Table III - Portugal position and main conclusions facing the four major causes for tax evasion and avoidance 

Major Cause Portugal Position Main Conclusions 
Determinant?  

(Y/N) 

Risk Aversion 
 Portugal is a high risk averse country 

 Has a increasing amount of taxes evaded 

 Risk aversion is not a determinant for tax 

evasion in Portugal. 

No 

 

Probability of 

Detection 

 Increasing of controls by tax administration 

 Major effort in the filling of statements 

 Establishment of several cooperation 

agreements, regarding VAT system 

 Harmonization of VAT procedures 

 It is possible that probability of detection is 

one of the reasons for evasion in Portugal. 
Yes 

Return of 

successful evasion 

situation 

 Increasing of taxation levels to near de UE 

average 

 The possible return of being successful in 

evasion is not a reason to sustain tax evasion 

in Portugal. 

No 

Penalty Rates 
 Development of several measures 

 Reduction of penalties and fines 

 It is possible that penalty rates are one of 

the factors that influence tax evasion in 

Portugal, due to the reduction of penalties. 

Yes 

Source: Author, based on text 
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Another objective of this work is to make a comparison between Portuguese 

practices and some best practices proposed by EU and OECD best practices. 

The main best practices identified are presented in Exhibit 1 and Exhibit 2 that 

can be seen in annexes. 

Regarding those conclusions, in Table IV and Table V we present the comparison 

between those best practices and the position adopted by Portugal according to them. 

 

Table IV - Position of Portugal considering procedures of OECD 

Entity Measures Portugal 

O
E

C
D

 

Increase of transparency in matters of exchange of 

information 
  

          Develop of a  model agreement on exchange of 

information on tax matters 

Portugal has established several agreements (with 

member countries and also third countries) in order 

to counter evasion in tax 

          Information available 
Portugal is acting in partnership with member 

states, to counter tax evasion, as such, there is a 

wide availability of information to these countries 

          The authorities have the right access to that 

information 

Code of Best practices on  Mutual Agreement Procedures Not Applicable 

Best practices to companies   

          Transparency, good faith and cooperation with the 

tax agency With the PEC for 2011-2014, Portugal is doing a 

big effort in the cross of information between them 

and the companies to reduce the possibility of 

evasion in those areas 

          Transparency and legal certainty in the application 

and interpretation  

          Reduction of lawsuits and conflict avoidance 

Source: Author, based on text 

 

According to this and the next tables it is possible to observe that Portugal has 

followed, in general, recommendations of EU and OECD. 

A future research in this area might be to analyze the reasons why, despite 

measures of OECD and EU, presented in Table IV and Table V, are being followed, 

they do not show effective results. 
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Table V - Position of Portugal considering procedures of EU 

Entity Measures Portugal 

E
U

  
 

Administrative Measures   

          Cooperation between member countries  
Portugal has established several agreements (with member 

countries and also third countries) in order to counter evasion 

in tax           Cooperation with third-party countries 

          Change in VAT 

The VAT has the major concern of Portugal and the tax 

administration has implemented several measures to counter 

it, especially the "Carousel Fraud". 

           Change in  some systems that can be exploited 

The tax administration has made a big effort, especially in 

filling of income statements in order to identify potential 

errors and thus taxpayers fraudulent 

Strengthen of legislation, cooperation practices and country 

assistance 

Legislation has suffered some changes, because there are 

increasingly more complex avoidance schemes and, as such, 

it is necessary to improve it constantly. Highlight the 

solidarity responsibility which is particularly important for 

the VAT. 

 Increase of Risk Management 
The tax administration has increased the control over income 

statement in order to anticipate the time of detection 

Creation of a international forum of cooperation Not Applicable 

 Increase the delivery of income statements for enterprises 

with higher risk 
Not Applicable 

Ease the delivery of income statement for those who 

condone with tax administration 
Not Applicable 

Source: Author, based on text 

 

Other research can be examine what leads people to commit tax evasion and how 

they see the anti-evasion measures implemented by Portugal, this way would be 

possible to get a sense of what impact these measures have in combat of tax evasion. 

 However, this last suggestion has a great complexity, because to achieve this 

study is necessary to question people with very sensitive issues and is not sure that 

people respond truly. 

Should be noted that this theme has a great limitation and that has been verified in 

development of work: the lack of information available. Whenever anyone pretends to 

start a work in this area should take this into consideration. 

This was undoubtedly one of the major difficulties encountered in preparation of 

this work making even harder to prove the situation of tax evasion and avoidance in 

Portugal. 
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7. Annexes 

Exhibit 1 - Synthesis of procedures anti-evasion for EU 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Author, based on tax measures described in text 

 

 

 

 

 

 

 

 

 

 

 Administrative Measures 

 

- Cooperation between member countries (human resources, 

knowledge and language) 

- Cooperation with third countries 

- Change in some systems that can be exploited 

- Change in VAT  

 

 Strengthen of legislation, cooperation practices and country assistance 

 

 Increase of risk management 

 

 Creation of an international cooperation forum 

 

 Increase the delivery of income statements for enterprises with higher risk 

 

 Ease the delivery of income statement for those who condone with tax 

administration 



40 
 

Exhibit 2 - Synthesis of procedures anti-evasion for OECD 

 

 

 

 

 

 

 

 

 

Source: Author, based on tax measures described in text 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Increase of transparency in matters of exchange of information 

 

- Develop of a  model agreement on exchange of information 

on tax matters 

- Information available 

- The authorities have the right access to that information 

 

 Code of Best Practices on Mutual Agreement Procedures 

 

 Best practices to companies 

 

- transparency, good faith and cooperation with the tax agency 

- transparency and legal certainty in the application and 

interpretation of tax regulations 

- reduction of lawsuits and conflict avoidance 
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Exhibit 3 - Synthesis of procedures anti-evasion in Portugal 

 

 

 

 

 

 

 

 

 

 

 

Source: Author, based on tax measures described in text 

 

 

 

 

 

 

 

 

 

 

 

 

 Penalties for those caught in illegalities 

 

 Establishment of several (63) cooperation agreements 

 

 cross-checking to detect, more and better, false invoices 

 

 Strengthened mechanisms to combat "carousel fraud" 

 

 Several legislative measures, with main focus in Solidarity responsibility 

 

 Harmonization of VAT procedures 

 

 Tax administration 

               - increase control, anticipating the detection time 

               - increase the number of inspections 

               - increased focus on the analysis of statements 
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Table VI - Relevance of measures to combat tax evasion and avoidance 

Source: Deloitte, Observatory of Fiscal Competitiveness 2010 

 

 

 

 

 

 

 

Procedure 

Weighted 

average 

2010 

Extension of the deductibility of certain costs as a way to encourage the 

requirement of invoices for goods / services purchased 
3,37 

Effective policies to improve the taxpayers and tax administration 

perceptions and relationship of each other 
3,21 

Increase of cross-checking by the tax services 3,19 

Increase of penalties for tax offenses 3,18 

Flexibility in the withdrawal of banking secrecy 3,04 

Reversal of the burden of proof 2,98 

Effective policies to create social sanction to defaulting taxpayer 2,94 

Extension of taxation by indirect methods 2,90 

Criminal liability of directors and board members 2,89 

Mandatory reporting of aggressive tax planning operations 2,68 

Definition of rules restricting the use of bank accounts 2,58 

Extension of withholding taxes on income paid 2,56 

Criminal liability of TOC 2,37 

Requirement for prior approval of the tax administration for operations 

with special fiscal impact 
2,32 

Other 2,88 
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Table VII - Uncertainty Avoidance Index 

Country 

Uncertainty 

Avoidance 

Index 

  Country 

Uncertainty 

Avoidance 

Index 

Greece 112   Saudi Arabia 68 

Portugal 104   United Arab Emirates 68 

Guatemala 101   Ecuador 67 

Uruguay 100   Germany 65 

Belgium 94   Thailand 64 

El Salvador 94   Finland 59 

Poland 93   Iran 59 

Japan 92   Switzerland 58 

Peru 87   Ghana 54 

Argentina 86   Nigeria 54 

Chile 86   Sierra Leone 54 

Costa Rica 86   Netherlands 53 

France 86   Ethiopia 52 

Panama 86   Kenya 52 

Spain 86   Tanzania 52 

South Korea 85   Zambia 52 

Turkey 85   Australia 51 

Hungary 82   Norway 50 

Mexico 82   New Zealand 49 

Israel 81   South Africa 49 

Colombia 80   Indonesia 48 

Brazil 76   United States 46 

Venezuela 76   Philippines 44 

Italy 75   China 40 

Czech Republic 74   India 40 

Austria 70   Malaysia 36 

Pakistan 70   Ireland 35 

Taiwan 69   United Kingdom 35 

Egypt 68   Hong Kong 29 

Iraq 68   Sweden 29 

Kuwait 68   Denmark 23 

Lebanon 68   Jamaica 13 

Libya 68   Singapore 8 

Source: Author, based on a study presented by Hofstede  
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Table VIII - Penalties applied in Portugal 

 

Irregularity Fine * Comments 
Compensatory 

interest 

Interest on late 

payments 

Tax Crimes (Individuals) 

Prison sentence or a fine 

of 10 to 600 days + 

additional penalties ** 

The daily fine will have a 

minimum value of  1€ and 

a maximum of 500€ 
  

Tax Crimes (Legal persons) 
Fine of 20 to 1920 days 

+ additional penalties ** 

The daily fine will have a 

minimum of 5€ and a 

maximum of 5.000€ 
  

Simple Administrative Offences 30€ to 3.750€ 
   

Serious  Administrative Offences 

3.750€ to 110.000€ 

(intent) or 3.750€ to 

30.000€ ( negligence) 

If an individual the 

maximum amount is 

halved. 
  

Refusal of delivery, display or presentation of 

documents relevant for tax purposes 
250€ to 50.000€ 

   

Non-delivery of tax installment 

 

 

Since the value of the 

missing amount up to 

twice that amount 

In case of negligence, the 

fine will be between 10% 

to 15% of the amount due 

4% per year 6,351% per year 

Non-delivery or late delivery of statements 100€ to 2.500€ 
statements that are 

delivered to statistics 
4% per year 6,351% per year 
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Irregularity Fine * Comments 
Compensatory 

interest 

Interest on 

late 

payments 

Lack of documentation 100€ to 2.500€ 
In 2008, the value was 50€ 

to 2.500€   

Non-submission of declaration of start, 

amendment or termination of activity 
200€ to 5.000€ 

   

No public display of signs that prove tax 

payment 
25€ to 500€ 

   

Failure to submit a declaration of registration 

or update the taxpayer's tax number 
50€ to 250€ 

   

Forgery, vitiation or alteration of relevant tax 

documents, intentionally and without being tax 

evasion 

From 500€ to 3 times the 

amount due, with a limit 

of 25.000€ 

If there is no tax at fault, 

the fine will be reduced by 

half 
  

Omissions or inaccuracies in some statements 250€ to 15.000€ 
Introduced in 2008, with a  

value of 50€ to 3.750€   

Lack of relevant accounting or tax books 150€ to 15.000€ Introduced in 2008 
  

Accounting not agree with the rules of 

accounting standard 
50€ to 1.750€ 
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Irregularity Fine * Comments 
Compensatory 

interest 

Interest on 

late 

payments 

Failure to issue invoices or receipts 100€ to 2.500€ 
   

Failure to request invoices or receipts 50€ to 1.250€ 
   

Lack of legal representative of the companies 

that are not based on Portuguese soil 
50€ to 5.000€ 

   

Income paid or made available without proof 

prior to the competent authorities 

 

250€ to 25.000€ 
   

Lack of proof of submission of the acquisition 

of shares or securities. Or if these actions are 

not mediated by competent authorities 

250€ to 25.000€ 
   

Transfer of income to foreign countries 

without proof that they were paid 
250€ to 25.000€ 
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Irregularity Fine * Comments 
Compensatory 

interest 

Interest on 

late 

payments 

Relevant documents that are printed by entities 

who are not competent to do so 
500€ to 25.000€ 

   

Printing documents by the authorities, but 

without having followed the rules established 

by law 

500€ to 25.000€ 
   

Creation or transfer of programs to simulate a 

more advantageous financial position for the 

taxpayer 

500€ to 25.000€ 
   

Use of programs to simulate a more 

advantageous financial position for the 

taxpayer 

250€ to 12.500€ 
   

Lack of bank account 180€ to 18.000€ Introduced in 2007 
  

Do not move the bank account 120€ to 3.000€ Introduced in 2007 
  

Making payments through sources other than 

those established by law 
120€ to 3.000€ Introduced in 2007 

  

* Values established since the formation of LGT and CPPT in 1999/2000, unless changes in the comments 

** Additional penalties as ban of activity, deprivation of receiving subsidies or even closing of business premises 

Source: Author, based on Portuguese Tax Legislation  
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Table IX - Shadow Economy in EU Countries 

Year 

 

Country 

1999 2000 2001 2002 2003 2004 2005 2006 2007 
Average 

1999-2007 

Bulgaria 37,3 36,9 36,6 36,1 35,6 34,9 34,1 33,5 32,7 35,3 

Lithuania 33,8 33,7 33,3 32,8 32 31,7 31 30,4 29,7 32,0 

Romania 34,3 34,4 3,7 33,5 32,8 32 31,7 30,7 30,2 29,3 

Latvia 30,8 30,5 30,1 29,8 29,4 29 28,4 27,7 27,2 29,2 

Cyprus 29,2 28,7 28,2 27,8 28,2 28,1 27,7 27,3 26,5 28,0 

Estonia - 32,7 32,4 32 31,4 31,1 30,5 29,8 29,5 27,7 

Greece 28,5 28,7 28,2 28 27,4 27,1 26,9 26,4 26,5 27,5 

Malta 27,4 27,1 27,3 27,3 27,5 27,6 27,3 27 26,5 27,2 

Poland 27,7 27,6 27,7 27,7 27,5 27,3 26,9 26,4 26 27,2 

Italy 27,8 27,1 26,7 26,8 27 27 27,1 26,9 26,8 27,0 

Slovenia 27,3 27,1 26,7 26,6 26,4 26,2 25,8 25,3 24,7 26,2 

Hungary 25,4 25,1 24,8 24,5 24,4 24,1 24 23,7 23,7 24,4 

Portugal 23 22,7 22,6 22,7 23 23,1 23,3 23,2 23 23,0 

Spain 23 22,7 22,4 22,4 22,4 22,5 22,4 22,4 22,2 22,5 

Belgium 22,7 22,2 22,1 22 22 21,8 21,8 21,4 21,3 21,9 

Sweden 19,6 19,2 19,1 19 18,7 18,5 18,6 18,2 17,9 18,8 

Czech 

Republic 
19,3 19,1 18,9 18,8 18,7 18,4 17,8 17,3 17 18,4 

Slovakia 18,9 18,9 18,8 18,6 18,3 18,1 17,6 17,2 16,8 18,1 

Denmark 18,4 18 18 18 18 17,8 17,6 17 16,9 17,7 

Finland 18,4 18,1 17,9 17,8 17,7 17,6 17,4 17,1 17 17,7 

Germany 16,4 16 15,9 16,1 16,3 16,1 16 15,6 15,3 16,0 

Ireland 16,1 15,9 15,9 15,9 16 15,8 15,6 15,5 15,4 15,8 

France 15,7 15,2 15 15,1 15 14,9 14,8 14,8 14,7 15,0 

Netherlands 13,3 13,1 13,1 13,2 13,3 13,2 13,2 13,2 13 13,2 

United 

Kingdom 
12,8 12,7 12,6 12,6 12,5 12,4 12,4 12,3 12,2 12,5 

Austria 10 9,8 9,7 9,8 9,8 9,8 9,8 9,6 9,5 9,8 

Luxembourg 10 9,8 9,8 9,8 9,8 9,8 9,7 9,6 9,4 9,7 

           
EU Average 21,7 22,7 21,4 22,4 22,3 22,1 21,8 21,5 21,2 21,9 

Source: Friedrich Schneider (2012), The Shadow Economy and Work in the Shadow: What Do 

We (Not) Know?, IZA Discussion Paper Nº 6423 
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Table X - Total Tax Missing 

Source: Eurostat and Report anti-evasion 2005-2009 

 

Table XI - Evolution of IRS rates 2009-2011 

IRS rates in 2009 IRS rates in 2010 

 

IRS rates in 2011 

 Taxable Income 

Portugal excluding 

Madeira and 

Açores 

Taxable Income 
Portugal excluding 

Madeira and Azores 
Taxable Income 

Portugal excluding 

Madeira and 

Azores 

Euros Rate Euros Rate Euros Rate 

Until 4.755 10,50% Until 4.793 11,08% 5,52% Until 4.898 11,50% 3,79% 

+ 4.755 to 7.192 13,00% + 4.793 to 7.250 13,58% 4,46% + 4.898 to 7.410 14,00% 3,09% 

+ 7.192 to 17.836 23,50% + 7.250 to 17.979 24,08% 2,47% + 7.410 to 18.375 24,50% 1,74% 

+ 17.836 to 41.021 34,00% + 17.979 to 41.349 34,88% 2,59% + 18.375 to 42.259 35,50% 1,78% 

+ 41.021 to 59.450 36,50% + 41.349 to 59.926 37,38% 2,41% + 42.259 to 61.244 38,00% 1,66% 

+ 59.450 to 64.110 40,00% + 59.926 to 64.623 40,88% 2,20% + 61.244 to 66.045 41,50% 1,52% 

+64110 42,00% + 64.623 to 150.000 42,88% 2,10% + 66.045 to 153.300 43,50% 1,45% 

    150.000 45,88% 100,00% 153.300 46,50% 1,35% 

Source: Author, based on Pwc Tax Guide for years 2009-2011

Year 
GDP 

(Million €) 

Nominal 

Variation 

Total Tax 

Missing  

(Million €) 

Nominal 

Variation 

Total Tax 

Missing-to-GDP 

Ratio 

Nominal 

Variation 

VAT 

(€) 

Nominal 

Variation 

IRC 

(€) 

Nominal 

Variation 

IRS 

(€) 

Nominal 

Variation 

Other 

(€) 

Nominal 

Variation 

2005 154.268,7 - 716,00 - 0,46%     -   -   -   - 

2006 160.855,4 4,27% 842,00 17,60% 0,52% 12,78% 595,00   143,00   94,00   10,00   

2007 169.319,2 5,26% 975,00 15,80% 0,58% 10,01% 769,00 29,24% 123,00 -13,99% 60,00 -36,17% 23,00 130,00% 

2008 171.983,1 1,57% 851,00 -12,72% 0,49% -14,07% 723,00 -5,98% 102,00 -17,07% 9,00 -85,00% 17,00 -26,09% 

2009 168.503,6 -2,02% 1.243,00 46,06% 0,74% 49,08% 1.106,00 52,97% 87,00 -14,71% 13,00 44,44% 13,00 -23,53% 
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Table XII - Total Taxes (including SSC) as % of GDP, for years 1999-2007 

  1999 2000 2001 2002 2003 2004 2005 2006 2007 Average 

Belgium 45,5 45,2 45,2 45,3 44,8 44,9 44,9 44,5 44,0 44,9 

Bulgaria 30,8 31,5 30,8 28,5 31,0 32,5 31,3 30,7 33,3 31,2 

Czech Republic 34,0 33,8 34,0 34,8 35,7 37,4 37,1 36,7 37,2 35,6 

Denmark 50,1 49,4 48,5 47,9 48,0 49,0 50,8 49,6 48,9 49,1 

Germany 41,7 41,9 40,0 39,5 39,6 38,7 38,8 39,1 39,3 39,9 

Estonia 32,5 31,0 30,2 31,0 30,8 30,6 30,6 30,7 31,9 31,0 

Ireland 31,9 31,5 29,7 28,4 28,9 30,2 30,7 32,2 31,4 30,6 

Greece 33,4 34,6 33,2 33,7 32,1 31,3 31,9 31,5 32,1 32,6 

Spain 33,6 33,9 33,5 33,9 33,9 34,5 35,6 36,4 37,1 34,7 

France 44,9 44,1 43,8 43,1 42,9 43,2 43,6 43,9 43,2 43,6 

Italy 42,5 41,8 41,5 40,9 41,3 40,6 40,4 42,0 43,0 41,6 

Cyprus 28,0 30,0 30,9 31,2 33,0 33,4 35,5 36,5 40,9 33,3 

Latvia 32,0 29,5 28,5 28,3 28,5 28,5 29,0 30,4 30,5 29,5 

Lithuania 31,7 30,1 28,6 28,4 28,1 28,3 28,5 29,4 29,7 29,2 

Luxembourg 38,3 39,1 39,8 39,3 38,1 37,3 37,6 35,9 35,7 37,9 

Hungary 38,3 39,0 38,2 37,8 37,8 37,4 37,5 37,3 39,9 38,1 

Malta 27,3 28,2 30,4 31,5 31,4 32,9 33,7 33,4 34,3 31,5 

Netherlands 40,4 39,9 38,3 37,7 37,4 37,5 37,6 39,0 38,7 38,5 

Austria 44,0 43,2 45,3 43,9 43,8 43,4 42,3 41,8 42,0 43,3 

Poland 34,9 32,6 32,2 32,7 32,2 31,5 32,8 33,8 34,8 33,0 

Portugal 31,0 31,1 30,9 31,5 31,7 30,6 31,5 32,3 32,9 31,5 

Romania 31,0 30,2 28,6 28,1 27,7 27,2 27,8 28,5 29,0 28,7 

Slovenia 38,2 37,5 37,7 38,0 38,2 38,3 38,6 38,3 37,8 38,1 

Slovakia 35,4 34,1 33,1 33,0 32,9 31,5 31,3 29,2 29,3 32,2 

Finland 45,9 47,2 44,8 44,7 44,1 43,5 43,9 43,8 43,0 44,6 

Sweden 51,5 51,5 49,5 47,5 47,8 48,1 48,9 48,3 47,3 48,9 

United Kingdom 36,2 36,7 36,4 34,9 34,7 35,1 36,0 36,7 36,3 35,9 

EU Average 37,2 37,0 36,4 36,1 36,2 36,2 36,6 36,7 37,2 36,6 

Source: European Commission (2011). Taxation trends in the European Union - Data for EU 

Member States, Iceland and Norway 


