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Tax-Loss Harvesting: Turn Market Volatility 
into Potential Opportunity 
Market volatility produces financial and emotional stress in investor portfolios. Although periods of volatility 
often lead to investor uncertainty, they may also present effective planning opportunities for those interested 
in taking advantage of the current environment. One opportunistic strategy is tax loss harvesting.

Many investors find themselves holding assets that are worth less than they initially paid for them. These 
unrealized losses may provide some value – the ability to reduce a tax liability.

WHAT IS TAX-LOSS HARVESTING?

Simply put, tax-loss harvesting is the 
process of selling securities that have 
declined from the original cost basis  
and using the realized losses to offset 
capital gains tax due on other investments 
in a portfolio.

Many investors are keenly aware of the tax 
liabilities that accrue as they realize capital 
gains on their investments. The resulting 
tax bill can be substantial when assets 
have significant embedded unrealized 
capital gains.

The practice of tax loss harvesting allows 
investors to potentially reduce or eliminate 
accrued tax liabilities by selling securities 
that have depreciated in value and then using the losses to offset capital gains from appreciating assets  in their portfolio.

As a reminder, a tax loss occurs when an asset is sold for less than what was originally paid. For example, selling a stock at a loss 
generates a capital loss for tax purposes.

Realized losses can offset realized gains, reducing an investor’s tax burden. In addition, realized losses in excess of gains can offset up to 
$3,000 of other annual taxable income and further losses can be carried forward for future use.
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A “wash sale” in context
A wash sale occurs when an investor sells or trades a security at a loss and, within 30 days before or after the sale, buys 
a “substantially identical” security, or acquires a contract or option to do so. The wash sale rule is an IRS regulation that 
prevents a taxpayer from taking a tax deduction for a security sold in a wash sale.

Consider strategies that allow investors to remain invested and benefit from a realized loss without violating the wash 
sale rule: 

•  Purchase additional shares of an investment (essentially doubling the initial position) and liquidate the original 
position 30 days later. This approach creates additional risk during that period but maintains exposure to the position. 

•  Sell individual stocks and buy a correlated stock in another company in the same industry. For example, selling one 
airline stock and purchasing a different one can avoid a wash sale, but still maintain industry exposure. 

•  Sell an individual stock and replace it with a mutual fund or ETF holding that stock or others in the same industry. 
This approach may also provide greater diversification than investing in a single stock. 

It’s important to note that tax benefits from a realized loss may be delayed, and in some cases eliminated by 
violating the wash sale rule.

PIMCO does not provide legal or tax advice. Please consult your tax and/or legal counsel for specific tax or legal questions and concerns. The discussion herein is general in nature 
and is provided for informational purposes only. There is no guarantee as to its accuracy or completeness. Any tax statements contained herein are not intended or written to be 
used, and cannot be relied upon or used for the purpose of avoiding penalties imposed by the Internal Revenue Service or state and local tax authorities. Individuals should consult 
their own legal and tax counsel as to matters discussed herein and before entering into any estate planning, trust, investment, retirement, or insurance arrangement. 
All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The 
value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than 
those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond counterparty capacity may 
contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost when redeemed. Equities may decline in 
value due to both real and perceived general market, economic and industry conditions. Diversification does not ensure against loss. 
The information provided herein is intended to be used solely by the recipient in considering the products or services described herein and may not be used for any other reason, 
personal or otherwise. 
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own financial 
professional to determine the most appropriate investment options for their financial situation. This material contains the current opinions of the manager and such opinions are 
subject to change without notice. This material has been distributed for informational purposes only and should not be considered as investment advice or a recommendation 
of any particular security, strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. No part of 
this material may be reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset Management of 
America LLC in the United States and throughout the world. ©2023, PIMCO 
Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 | 800.387.4626 

THE BENEFITS OF TAX-LOSS HARVESTING

Investing is often not about what you earn, but what you keep, and taxes can take a sizable chunk out of your investment returns. 
Investors looking to reduce their tax burden can take advantage of the practice of tax loss harvesting to help offset capital gains.

Seeing losses in an investment portfolio never feels good emotionally. But it’s important to keep in mind that losses can have a silver lining. 
In a  nutshell, investors can take advantage of the following benefits:

1. Reduced tax burden, as realized losses can offset realized gains

2. Potentially offset up to $3,000 of other annual taxable income

3. Further investment losses potentially carried forward for future tax-loss harvesting opportunities 
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