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Abstract

Advances in financial technology have made tax-loss harvesting more feasible for retail
investors than such strategies were in the past. We evaluated the magnitude of this
“tax alpha” with the use of historical data from the CRSP monthly database for the 500
securities with the largest market capitalizations from 1926 to 2018. Given long-term
and short-term capital gains tax rates of 15% and 35%, respectively, we found that a
tax-loss-harvesting strategy yielded a before-transaction-cost tax alpha of 1.08% per
year for our sample period. When the strategy was constrained by the “wash sale rule,”

the tax alpha decreased from 1.08% per year to 0.82% per year.
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Notes

1 A wash sale is a sale of a security at a loss and a repurchase of the same or a
substantially identical security shortly before or after. Losses from such sales are not
deductible in most cases in the United States.
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