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INTRODUCTION:

WHY UNDERSTANDING
PORTUGESE LABOR
LAWS MATTERS

Portugal is an attractive destination for business expansion due to
its strategic location in the EU, competitive labor costs, and highly
skilled workforce. However, navigating Portugal’'s labor laws,
payroll regulations, and compliance requirements can be complex
for foreign businesses.

Employers must comply with the Portuguese Labour Code (Cédigo
do Trabalho), which regulates employment contracts, benefits, tax
obligations, and dismissal procedures. Failure to comply can result
in legal disputes and financial penalties.

This white paper provides a comprehensive guide for employers,
outlining the essential employment regulations, mandatory
benefits, payroll obligations, and best practices for compliance in
Portugal.
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OVERVIEW OF PORTUGAL'S
EMPLOYMENT REGULATIONS

® Key Legal Framework

Portugal’s labor market is regulated by the Portuguese Labour Code
(cédigo do Trabalho), which governs:

e Employment contracts and working conditions

o Employee rights and benefits

o Dismissal and redundancy rules

o Payroll, taxation, and social security contributions

e Portuguese labor laws are aligned with EU employment directives,
ensuring high levels of employee protection

Portuguese labor laws are aligned with EU employment directives,
ensuring high levels of employee protection

#Types of Employment Contracts in Portugal

® Permanent (Indefinite-term) Contracts — The most common
contract type, providing full employment rights and job security.

@ Fixed-term Contracts — Maximum duration of 2 years, with a
maximum of three renewals.

@ Part-time Contracts — Must specify working hours and entitlements,
with proportional benefits.

@ Temporary Contracts — Used for short-term employment, with strict
renewal conditions.

@& Probation Periods -
e 90 days for most employees
o 180 days for technical/management roles
e 240 days for senior executives

All employment contracts must be in writing and comply with
Portuguese labor law.
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MANDATORY EMPLOYEE
BENEFITS & ENTITLEMENTS

Employers in Portugal must provide statutory benefits to employees,
ensuring their well-being and legal protection.

# Paid Leave and Public Holidays
(®) Annual Leave — Minimum 22 working days per year.

(e) Public Holidays - 13 national holidays, plus up to 2 additional
municipal holidays.
(e Sick Leave

» Paid by Social Security from day 4 onwards.

e Compensation ranges from 55% to 75% of salary, depending on the
duration

® Maternity, Paternity and Parental Leave

(o) Maternity Leave — 120 to 150 days, with benefits paid by social security
at 80%-100% of salary

(e) Paternity Leave — 28 consecutive days, fully paid

(e) Parental Leave — Up to 3 years, unpaid, with job protection

#® Other Employee Benefits

(®) Health and Social Security Contributions — Employees are covered by
Portugal’s National Health System (SNS) through social security
contributions

(e) Christmas and Holiday Allowances — Employees are entitled to two
extra months of salary per year, paid as:

 Christmas bonus (13th month salary)

e Holiday allowance (14th month salary)

Additional benefits such as meal vouchers, transportation allowances,
and private health insurance are often provided by employers to
enhance employee retention.
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PAYROLL AND TAXATION
IN PORTUGAL

# Payroll Contributions (2024)

Employers in Portugal must withhold and pay payroll taxes on behalf of
employees.

(¢ Employee Contributions

e Income Tax (IRS): 14.5% - 48% (progressive tax system)
e Social Security Contributions: 11% of gross salary

(¢ Employer Contributions

¢ Social Security Contributions: 23.75% of gross salary
e Work Compensation Fund: 1% (for severance pay in case of dismissal)

Employers must submit monthly payroll reports to Autoridade Tributaria
e Aduaneira (Portuguese Tax Authority) and comply with Real-Time
Payroll Reporting (RTPR) requirements.
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BEST PRACTICES FOR
COMPLIANCE WITH LOCAL
LABOR LAWS

To maintain compliance and avoid legal risks, businesses should adopt
the following strategies:

@ Ensure Employment Contracts Are Legally Compliant — Use contracts
aligned with the Portuguese Labour Code and register employees with
Social Security (Seguranca Social)

@ Monitor Working Hours & Overtime — Overtime must be compensated:
e 125% for the first hour
e 137.5% for subsequent hours
e 150% for work on public holidays

@ Automate Payroll Processing — To ensure accurate tax deductions
and social security contributions

@ Follow Strict Termination Procedures — Employers must provide clear
grounds for dismissal and comply with notice periods:

o 15 days (less than 1year of service)

e 30-75 days (for 1+ years of service)

@ Stay Updated on Legal Changes = Portugal’s employment laws are
regularly updated, requiring HR teams to stay informed.

Employers who implement these best practices can mitigate
compliance risks and enhance workforce management.
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CHALLENGES OF EXPANDING
INTO PORTUGAL

() Complex Bureaucracy — Employers face lengthy administrative
processes for business registration, work permits, and payroll
compliance.

(® High Employer Social Contributions — 23.75% of gross salary,
increasing overall labor costs.

(@) Strict Employee Protections — Difficult termination procedures,
requiring clear justification and severance pay.

(®) Talent Shortages in Certain Sectors — High demand for skilled
workers in IT, engineering, and healthcare.

(®) Remote Work & Compliance — Employers must ensure
homeworking policies comply with labor and tax laws.

Partnering with a trusted HR outsourcing provider can help
businesses overcome these challenges efficiently.
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CASE STUDIES: SUCCESSFUL
HR STRATEGIES IN PORTUGAL

#® Case Study 1: A Tech Company Scaling Operations in Portugal

Challenge: Managing payroll and labor law compliance while hiring a
local team.

Solution: Partnered with an Employer of Record (EOR) to handle payroll,
benefits, and tax compliance.

Result: Successfully expanded operations without setting up a local
entity.

# Case Study 2: A Manufacturing Firm Facing Complex Workforce
Regulations

Challenge: Understanding termination rules and severance obligations.
Solution: Consulted an HR advisory firm to ensure legally compliant
dismissals and HR policies.

Result: Avoided legal disputes and ensured compliance with Portuguese
labor laws.

These case studies highlight how expert HR support can streamline
business operations in Portugal.
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CONCLUSION & NEXT STEPS
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Navigating Portugal’'s labor laws requires a deep
understanding of employment regulations, payroll
obligations, and HR best practices. Employers must prioritize
compliance, adopt efficient HR systems, and consider
outsourcing HR functions for smoother business operations.

¥ Looking for expert HR support in Portugal?

Europe HR Solutions (EHRS) specializes in payroll, compliance,
recruitment, and HR outsourcing, helping businesses stay
compliant while streamlining operations.

Contact us today to discuss how we can simplify HR for your
business in Portugal!

Need HR support in Portugal?

euro-hr-solutions.com
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