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Four tax-saving strategies to 
consider when markets decline
A significant market decline can be unnerving. However,  there are strategies to reduce tax liabilities 
in both the short and long term. Of course, tax rules can be complicated and may change, so a tax 
advisor should be consulted.

1. Perform a Roth conversion
A market decline may be an opportune time to convert tax-deferred savings into tax-free Roth assets. A conversion  
could help lower required minimum distributions (RMDs) starting at age 72, allow for lower Medicare premiums for  
some higher-income recipients, improve tax-management in retirement and provide tax-free income for loved ones  
after the owner passes away. In addition to considering any savings in a traditional IRA, workers should check to see 
if their workplace 401(k), 403(b) or 457 plan offers a designated Roth account. If so, plan assets could be considered  
for a conversion.  Shifting assets to a tax-free Roth account now could mean considerable savings later.1 

 Tax must be paid on the converted funds — but the value is down, so taxes are less than they’d be if the Roth conversion 
had been done at market peak. The hope is that the money could be recovered and even grow in the Roth IRA. It would 
then be tax free at withdrawal (or become a tax-free inheritance).

2. Harvest long-term capital losses
Doing so can offset long-term capital gains from the same year. If an investment in a taxable account had been sold at a 
gain earlier in the year before the market declined, taking a strategic long-term loss could help offset the taxes on the gain. 

 Also, up to $3,000 of capital losses can be used to offset ordinary income each year. 

 Lastly, taxpayers can carry forward any capital loss into future tax years until all of it has been offset by future realized 
capital gains. 

 Note that short-term losses are subject to different rules; consider them carefully.

3. Exit or reduce a highly appreciated holding
Sometimes an investment might have grown considerably — which is what one hopes for, but it means that selling could 
lead to a large tax bill. In a down market, however, a taxpayer may be able to harvest a significant capital loss on other 
assets, creating an opportunity to offset a long-term capital gain on the highly appreciated one.

 Another possibility: If a taxpayer is in the 0% capital gains bracket,2 they can sell some or all of the shares and immediately 
rebuy them, effectively getting a free step-up in basis. Retired clients in the 15% capital gains bracket may find it more tax 
efficient to draw income from a stock sale rather than a source subject to ordinary income tax rates.

1 Qualified distributions from a Roth IRA can be withdrawn income tax free. To be a qualified distribution, the Roth IRA has to be more than five  
years old and the owner has to be over age 59.

2 Married clients filing jointly with total taxable income of  $89,250 or less (2023). The $89,250 is inclusive of the capital gain. 



4.  Purchase life insurance
For clients who want to ensure that their heirs receive a specific amount of inheritance, life insurance may be a suitable 
solution. In a market downturn, a retiree over age 591/2 could consider withdrawing from a traditional IRA and buying life 
insurance. Tax would be owed on the IRA withdrawal, but assuming that the value of that account were down at the time, 
the tax would be lower than at market peak. When the insured client dies, the goal of leaving a financial legacy  
would be achieved with an income tax-free death benefit.
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This material is not a recommendation to buy or sell a financial product or to adopt an investment strategy. Investors should discuss their specific situation 
with their financial professional.

Investing involves market risk, including possible loss of principal, and there is no guarantee that investment objectives will be achieved. 

Diversification, asset allocation and asset rebalancing do not guarantee to make a profit or protect against loss in a down market.

The content of this piece is provided for informational purposes only and should not be construed as investment, tax or legal advice or a solicitation to 
buy or sell any specific securities product. The information provided is based on current laws, which are subject to change at any time, and has not been 
endorsed by any government agency.

Federal income tax laws are complex and subject to change. The information in this brochure is based on current interpretations of the law and is  
not guaranteed. Nationwide and its representatives do not give legal or tax advice. An attorney or tax advisor should be consulted for answers to  
specific questions. 
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