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The COVID-19 crisis tanked the stock market in 2020, and you might be considering making good news 

out of bad by claiming tax losses.  

Tax-loss harvesting is the act of selling losing investments to offset capital gains (either current or 

future). And there have certainly been losses of late — the Dow Jones Industrial Average (DJIA) dropped 

about 37% from its high in mid-February to its March lows. Indices have recovered somewhat since 

then, but many investors still have a sea of red in their portfolios.  

“For close to a decade, tax loss harvesting hasn’t been on people’s minds, because they haven’t 

experienced a lot of losses for the most part,” says Bruce Colin, a certified financial planner in Rancho 

Palos Verdes, CA. For Colin, tax loss harvesting is one more tool investors have available when needed. 

“Some tools you use more frequently than others,” he said. 

Keep in mind, tax loss harvesting is only useful for people who have a taxable brokerage account. If your 

investment portfolio is solely in tax-advantaged retirement accounts, such as 401(k)s and IRAs, tax-loss 

harvesting isn’t for you. 

The advantages of tax-loss harvesting 

There are several scenarios where tax-loss harvesting may be useful. If you’ve seen capital gains in your 

portfolio, you can use investment losses to offset those gains. If you have more losses than capital gains, 

you can carry forward excess losses to future tax years.  
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Even if your portfolio hasn’t seen any capital gains, you can claim up to $3,000 in investment losses 

against your ordinary income (such as your salary or withdrawals from a pre-tax retirement account) on 

your federal taxes. If you have more than $3,000 in losses, you can carry the balance forward and take 

$3,000 each year against ordinary income until you’ve exhausted  the full amount of losses. 

“If I took a long-term loss of $10,000 and I don’t have any gains that I’ve realized in my portfolio this 

year, I can use $3,000 of that $10,000 against ordinary income this year,” Colin says. “The remaining 

$7,000 can be carried forward into the next year and the year after. Those losses don’t have to be used 

in the year they’re taken.”  

When it comes to capital gains, it’s worth noting that tax law qualifies gains and losses as short-term and 

long-term. Gains and losses realized on investments you’ve held for less than one year are short-term, 

and those realized on investments you’ve held for more than one year are long-term. 

Tax law requires that you must first offset short-term losses against short-term gains, and long-term 

losses against long-term gains. That said, once losses of one type exceed the gains of that type, you can 

apply them to the other gains you have in your portfolio.  

When should you use tax-loss harvesting? 

Now could be the right time to think about making use of a tax-loss harvesting strategy, while the 

market is in flux. 

“This is a time to examine current conditions and understand how the COVID-19 situation will change 

the world,” says Ian Weinberg, a certified financial planner in Woodbury, NY. “Some companies will 

survive, while others won’t. Look at this period as the time to upgrade the quality of your portfolio 

holdings.”  

In other words, this is not the time to immediately sell off all your losers for the sake of harvesting tax 

losses. This is the right time to examine what’s in your portfolio and see if your money could be put to 

better use elsewhere.  



For instance, say you have a stock in your portfolio that was doing poorly even before the coronavirus 

pandemic. “Here’s a company that has been in trouble to begin with, and this situation is just going to 

exacerbate their problems,” says Allan Katz, a certified financial planner in Staten Island, NY. “Let’s take 

a loss there, because I don’t think it’s going to be the best idea to hang onto it forever, and I think we 

can probably do better with something else.”  

Additionally, if you have capital gains in your investments this year or you anticipate a capital gains event 

— like selling an investment property or realizing a gain in a business interest — it’s a good time to look 

at the advisability of selling where you have losses to gain the tax advantage.  

Scott Bishop, a certified financial planner and CPA in Houston, points out that with trading fees at $0 at 

most brokerages now, if you have a firm plan for your replacement investment, it’s a great time to do 

this. “If it costs you zero to trade and you have the time to trade, why not sell X and buy Y?” Bishop says. 

Weinberg even takes the unconventional position that now is a good time to trade out your foreign 

stocks for domestic choices. “Many people have international and emerging market allocations,” he 

says. “There is a very real risk that those economies may not have the capacity to recover like the U.S. 

There’s not good evidence of international stocks, in particular, being worth the risk that they present.”  

Who should avoid tax-loss harvesting? 

Tax-loss harvesting is about getting rid of your non-performers and putting those losses to work. But if 

your only motivation is the tax write-off, it’s not the best move. 

“If an investment is down because there are fundamental changes, then sell,” Katz says. “If it can 

potentially get back to even or to the price you originally anticipated, then no. You can’t isolate taxes as 

a reason to sell something down.”  

In other words, you need a rationale for the sale. “If you came in and said, ‘I want to do some tax-loss 

harvesting,’ okay, why?” Katz says. “If you look at me like a deer in headlights and have no answer, 

we’ve got to talk about it. If you said, ‘Well, here are the things that are going on, here’s why, and that 

reasoning made sense, then let’s put together a plan to do that.”  



There are also some logical tax reasons why you shouldn’t tax-loss harvest: 

• If you might trigger a wash sale: You can’t sell an investment to capture a loss and purchase the same or 

a nearly identical investment within 30 days. This is called a wash sale and you’ll lose your tax deduction. 

“If you’re going to harvest losses, you’d better have something you’re going to invest in immediately 

that’s of equal quality,” Weinberg says. “Could you go from an S&P 500 allocation to a total stock 

market allocation? Yes, that would be a reasonable substitute.”  

Do you need professional help? 

Can you DIY your tax-loss harvesting plan? It really depends on your level of expertise and comfort with 

the topic. Tax-loss harvesting has serious tax ramifications, and you definitely want to make sure you 

stay on the right side of the law. If you have a financial advisor or tax professional, this is probably worth 

a consultation. If you don’t, you might be able to find someone who’d charge an hourly rate to analyze 

what you have and give you an opinion.  

“I’m having discussions with a couple of clients right now, and I’m including their CPAs on this for that 

added measure of confirmation,” Colin says.  

You’re also making buy-sell investment decisions in a stressful market situation, and many advisors think 

this is exactly the sort of time that calls for an objective perspective. “A doctor never works on his own 

family,” Katz says. “My job is to stay logical and say to you, ‘This is what we do.’ You can’t do that for 

yourself because you’re emotionally tied to that.”  

To do this on your own, you’d need to be savvy about taxes and working on a small scale. “If it’s 

anything that feels substantial or somebody has questions, they should be talking to someone,” Colin 

says. “Do you know what a Schedule D is?” Colin says. “If you don’t, you shouldn’t do this yourself.”  

 


