
DANIEL GOLDIE, CFA, CFP®

dgoldie@buckinghamgroup.com
650.566.1121

DIRK GILLIARD
dgilliard@buckinghamgroup.com
650.566.1111

The Biden administration is pushing for several tax increases potentially affecting wealthy individuals and 
corporations as early as 2022. Of those, the reported proposal to raise capital gains taxes from a current 20% 
federal rate (plus 3.8% Medicare surtax) to 43.4% on taxpayers earning more than $1 million is especially 
concerning to investors. Under the Biden plan, investors with incomes over $1 million would be taxed at 
ordinary income rates at the highest bracket of 39.6% with the 3.9% Medicare surtax continuing to apply. Biden 
would use the proceeds to help pay for the care-focused part of his infrastructure package to benefit childcare 
and education.

There is a long way to go before this becomes law and there are a lot of gray areas, but you should pay 
special attention if your income is regularly above $1 million or you are planning to sell a large asset for a 
gain that would put you over the income limit. That said, there is no reason to panic if you think you might be 
affected: (1) it is unlikely anything will be done before 2022, so you have time to make changes later this year 
if necessary, and (2) the final tax rate will likely be much lower than Biden is proposing—probably somewhere 
around 28%-30%, rather than 43.4%. This is roughly equal to the capital gains rates we had in the U.S. from 
1970-1997 (sans the Reagan years of 1981-1986).

Votes in the Senate will surely be tight and comments of forecasters suggest that rates will come down as 
negotiations occur between Republicans and Democrats. For example, Louis Navellier of Navellier & Associates 
said in a recent Barron’s article, “Frankly, I suspect that these proposed tax increases will be knocked down 
at the hands of Senator Joe Manchin who remains the swing vote in the Senate.” Libby Cantrill of Pacific 
Investment Management said in response to Rep. Don Beyer’s (D., Va.) statement that increasing taxes would 
be difficult for some families, “This is an opening salvo which is likely to be revised and adjusted over time and 
watered down in its final form.” And analysts at Goldman Sachs suggest in a recent report that they think the 
capital gains rate will ultimately end up at 28% after all the haggling is complete.

While those of us with incomes below $1 million are not directly affected, we still might be wondering if this 
might cause a lot of selling and reduce the returns on stocks. The good news is that there is no historical 
evidence that increasing capital gains tax rates causes reduced stock market returns.

National Economic Council Director, Brian Deese, said in a brief recently, “Across a wide body of academic and 
empirical evidence, there is no evidence of a significant impact of capital gains rates on the level of long-term 
investment in the economy.” Similarly, Solita Marcelli of UBS Global Wealth Management wrote in a recent 
note, “History shows no relationship between capital gains tax rate changes and stock market performance.”

You can see the lack of correlation between capital gains taxes and stock market returns in Fig. 1 at the top of 
the next page. David Lefkowitz of UBS added, “In terms of the impact on the market overall, we really don’t 
think there’s going to be any long lasting impact.” Charles Schwab’s Liz Ann Sonders commented about this 
chart on Twitter saying, “Virtually no relationship between changes in capital gains tax rate & S&P 500 returns 
in year of change.”
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In case you were wondering if markets 
anticipate capital gains rate changes and 
perform poorly the year prior to a rate 
change, the chart below shows there is no 
evidence for that either.

So what should you do about this is if you 
think it is going to affect you? Right now, 
do nothing. This needs to make its way 
through the legislative process and nothing 
is certain currently. Once we know the final 
details, some possible actions include: (1) 
accelerating large capital gains like the sale 
of a business into 2021, (2) accelerating 
earned income into 2021, (3) deferring 2022 income into future years by implementing a retirement plan, 
recognizing business losses, expensing business assets, etc., (4) locating growth assets inside a retirement 
account, (5) harvesting losses in 2022 to offset capital gains, and (6) deferring gains by selling the highest-cost 
shares when liquidating investment holdings that have multiple purchase prices.

As always, thank you for you continued trust and confidence. 
Warm regards,

Daniel C. Goldie  Dirk G. Gilliard
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This material is presented solely for informational and educational purposes and does not constitute investment, 
legal, or tax advice, or a recommendation or solicitation to buy or sell a security. Information from sources deemed 
reliable, but its accuracy cannot be guaranteed. Performance is historical and does not guarantee future results. The 
investments and strategies discussed in this letter may not be suitable for all investors. An investor’s portfolio should 
be based upon the specific investor’s circumstances and goals. Information contained in this letter does not serve as 
the receipt of, or a substitute for, personalized investment advice from Buckingham Strategic Wealth. 

Historical performance results for investment indices and asset classes are provided for general comparison and 
educational purposes only and does not represent our performance or the fees and expenses associated with 
managing a portfolio. Individuals cannot invest directly in any index. All information contained herein is current as 
of the date of this letter and is subject to change without notice. 

A bond’s value may fluctuate based on interest rates, market conditions, credit quality and other factors. You may 
have a gain or a loss if you sell your bonds prior to maturity. Of course, bonds are subject to the credit risk of the 
issuer. Small-cap and value stocks are typically more vulnerable to financial and market risks and uncertainties than 
large-cap stocks and the market as a whole. Small-cap stocks may trade less frequently and in lower volume than 
large-cap stocks and may be more volatile and less liquid. Value stocks may have greater financial risk and leverage 
than other securities and are often distressed for one or more reasons. Investing in foreign securities involves 
greater risks than investing in U.S. securities. These additional risks may include currency fluctuations, potential 
political instability, tax and other restrictions on foreign investors, less regulation, and less liquidity. Diversification 
does not guarantee a profit or protect against loss. 
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