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Since US President Joe Biden unveiled his proposal for a broad tax overhaul, investors have been asking whether it 

makes sense to recognize investment gains before a potential rise in the capital gains tax. The answer? We think it 

depends on three key variables: expected future tax rate, expected returns, and investment horizon 

Let’s start with a look at the current tax policy and what might change. Investment gains on equity positions owned for 

more than one year are known as long-term capital gains (LTCG), and these are currently taxed at a rate that’s 

significantly lower than the rate applied to positions held less than one year, which are known as short-term capital 

gains (STCG). Under the proposed tax policy changes, tax rates on LTCG and Qualified Dividend Income (QDI), 

which also receives preferential tax treatment, would nearly double for investors in the highest income bracket, 

bringing them in line with the current STCG rate (Exhibit 1). 

Exhibit 1: Proposed Changes in Biden Plan 

 

Source: Goldman Sachs Asset Management. 

In addition to changes in the LTCG and QDI tax rates, the president’s plan includes changes to the tax treatment of 

assets transferred at death. As it stands now, the tax code “steps up” a portfolio’s cost basis to current market value 

when assets are transferred upon death and does not tax the unrealized gains. In the Biden plan, taxes on unrealized 

gains in a portfolio would be owed when the owner dies.  

The combination of a higher LTCG tax rate and the removal of the “step up in basis” provision suggests it may 

potentially benefit investors to take action now to reduce the tax impact of portfolio liquidation or death. Still, it’s 

important to remember that tax rates are variable and can change when presidential administrations change. That’s 
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why the primary consideration for this gain recognition exercise is to determine in which scenarios it is most beneficial 

to realize gains and pay taxes now instead of deferring until later. If these proposed changes were to come into 

effect, an investor who realizes gains now would pay taxes at current rates, while one who waits would pay a higher 

tax rates later (Exhibit 2).  

Exhibit 2: Realizing Gains vs Taking No Action 

 

Source: Goldman Sachs Asset Management. 
 

In Option 1, realizing gains now would reset the cost basis in the portfolio, resulting in fewer unrealized gains in the 

future. Put another way: taxes would be paid now at a lower rate to reduce the amount of capital gains on which the 

higher rate would be applied. But realizing gains now also means paying taxes now, so the reinvested portfolio would 

be smaller than it would have been if the investor had opted to stay invested.  

Compare that to the scenario highlighted in Option 2. By deciding not to realize gains now and defer paying the taxes 

until later, the portfolio stays invested and experiences more growth. But that means more unrealized gains that 

would eventually be taxed at a higher rate, leaving the investor with a larger tax bill.  
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Finding the Breakeven Point 

The trade-off between these two options depends on expected market returns, future tax rates, and time until 

liquidation. We think determining one’s breakeven year—the year in which the portfolio’s ending after-tax value is the 

same for both option 1 and option 2—may help investors decide on the best course of action.  

Exhibit 3: The Trade-Off, Recognize Gains Now or Later? 

Breakeven for Accelerating Realized Gains

 
Source: Goldman Sachs Asset Manatement. 

The breakeven point is the number of years until liquidation or death at which the value of accelerating gains (paying 

taxes now at the lower rate) is equal to the value of deferring gains (allowing more capital to stay invested and grow 

and compound with the market). In Exhibit 3, we reach this point around year 12. For the purposes of our analysis we 

are assuming1 maximum federal tax rates, no additional state or local taxes and an 8% annual market return. Future 

tax rate is assumed to be the proposed tax rate in the year of death or liquidation as discussed above.  

Exhibit 4: Time Horizon Matters 

Breakeven for Accelerating Realized Gains 

 
Source: Goldman Sachs Asset Manatement. 

 

1 These examples are for illustrative purposes only and are not actual results.  If any assumptions used do not prove to be true, 
results may vary substantially. 
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Holding all else equal, a higher tax rate would require a longer investment horizon to reach the breakeven year.  

This would suggest it may benefit investors to accelerate gain realization and pay taxes now at the lower rate. See 

exhibit 4. 

From interpreting the graph, we can see that because the current tax rate (dotted gray line) is below the green line, it 

is not attractive to accelerate gains.  At the proposed tax rate (dotted blue line), the intersection with the green line is 

the same breakeven (year 12) from the prior graph.  

However, a higher expected market return would make it more valuable to keep more of a portfolio invested to give 

assets the chance to grow from a higher starting point. If the expected market return is high enough, it may be more 

valuable to defer realizing gains, provided portfolio liquidation or death is not expected to occur soon. For example, in 

exhibit 5 we show that under a 10% annual market return scenario the breakeven year is pulled forward to year 8, 

after which point the investor is better off not having recognized any gains before liquidation. Under a 4% annual 

market return scenario, the breakeven point is extended to year 23. 

Exhibit 5: Market Returns Effect Timing 

Breakeven for Accelerating Realized Gains 

 

Source: Goldman Sachs Asset Management. 

The Power of Compounding Returns 

Lastly, we think an investor’s time horizon is a crucial variable to be considered before deciding between gain 

acceleration and deferral. In general, a longer time horizon requires a higher expected tax rate to justify accelerated 

gain realization. For example, if an investor does not expect to liquidate until year 25, the expected future tax rate 

would need to be nearly 70% before accelerating gains makes sense (Exhibit 4 – 8% market return scenario). We 

can chalk this up to the potential benefit of compounding returns on a larger capital base. The longer a portfolio stays 

invested, the more time it has for growth to compound.  

None of us has a crystal ball. Fortunately, we don’t believe that determining a suitable tax management strategy 

requires one. In our view, investors who take into account their expectations for tax rates, market returns and 

investment horizon can identify the approach that best suits their portfolio. 
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Disclosures  

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.  

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control 
regulations in the countries of their citizenship, residence or domicile which might be relevant. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or 
hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should not 
be construed as investment advice 

There is no guarantee that objectives will be met. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or 
hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should not 
be construed as investment advice. 

United Kingdom: In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset 
Management International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority.  

European Economic Area (EEA): This financial promotion is provided by Goldman Sachs Bank Europe SE.  

This material is a financial promotion disseminated by Goldman Sachs Bank Europe SE, including through its authorised branches 
("GSBE"). GSBE is a credit institution incorporated in Germany and, within the Single Supervisory Mechanism established between 
those Member States of the European Union whose official currency is the Euro, subject to direct prudential supervision by the 
European Central Bank and in other respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufischt, BaFin) and Deutsche Bundesbank. 

Switzerland: For Qualified Investor use only – Not for distribution to general public. This is marketing material. This document is 
provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of 
Goldman Sachs Bank AG, which are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal 
and regulatory systems may not provide the same level of protection in relation to client confidentiality and data protection as offered 
to you by Swiss law. 

Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the 
Goldman Sachs Asset Management (GSAM) business maintain any licenses, authorizations or registrations in Asia (other than 
Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following jurisdictions: Hong 
Kong, Singapore and Malaysia.  This material has been issued for use in or from Hong Kong by Goldman Sachs Asset Management 
(Hong Kong) Limited, in or from Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 
201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad (880767W). 

Australia: This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 
41 006 099 681, AFSL 228948 (’GSAMA’) and is intended for viewing only by wholesale clients in Australia for the purposes of 
section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the categories of investors set out 
in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the 
Financial Service Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and 
fall within the definition of a wholesale investor under one of clause 37, clause 38, clause 39 or clause 40 of Schedule 1 of the 
Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale Investor”). GSAMA is not a registered 
financial service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this 
document, and any access to it, is intended only for a person who has first satisfied GSAMA that the person is a NZ Wholesale 
Investor.  This document is intended for viewing only by the intended recipient. This document may not be reproduced or distributed 
to any person in whole or in part without the prior written consent of GSAMA. This information discusses general market activity, 
industry or sector trends, or other broad based economic, market or political conditions and should not be construed as research or 
investment advice.  The material provided herein is for informational purposes only. This presentation does not constitute an offer or 
solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be 
unlawful to make such offer or solicitation. 

Canada: This presentation has been communicated in Canada by GSAM LP, which is registered as a portfolio manager under 
securities legislation in all provinces of Canada and as a commodity trading manager under the commodity futures legislation of 
Ontario and as a derivatives adviser under the derivatives legislation of Quebec. GSAM LP is not registered to provide investment 
advisory or portfolio management services in respect of exchange-traded futures or options contracts in Manitoba and is not offering 
to provide such investment advisory or portfolio management services in Manitoba by delivery of this material. 

Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) 
of the Financial Instruments and Exchange Law by Goldman Sachs Asset Management Co., Ltd. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political 
conditions and should not be construed as research or investment advice. This material has been prepared by GSAM and is not 
financial research nor a product of Goldman Sachs Global Investment Research (GIR).  It was not prepared in compliance with 
applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading 
following the distribution of financial research. The views and opinions expressed may differ from those of Goldman Sachs Global 
Investment Research or other departments or divisions of Goldman Sachs and its affiliates.  Investors are urged to consult with their 
financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to 
provide any updates or changes. 

 



 

TALKING TAXES: PORTFOLIO CONSIDERATIONS FOR BIDEN’S PLAN 

 

 

  

Separately Managed Account Goldman Sachs Asset Management 6 
 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation 
and are subject to change without notice.  These forecasts do not take into account the specific investment objectives, restrictions, 
tax and financial situation or other needs of any specific client.  Actual data will vary and may not be reflected here.  These forecasts 
are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as 
merely representative of a broad range of possible outcomes.  These forecasts are estimated, based on assumptions, and are 
subject to significant revision and may change materially as economic and market conditions change. Goldman Sachs has no 
obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation 
to buy or sell securities. 

Confidentiality 

No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any 
means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the recipient. 
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