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Educate me about the IRS short term capital gains and long term capital gains.
What is the history and the objective of the taxation of the short vs long term?
Which one is better to take a hit and when? In stock trading, do | really makes
money if I'm taxed or penalized when | make money?

Understanding Short-Term vs. Long-Term Capital Gains Taxes:
The Difference:

The Internal Revenue Service (IRS) differentiates between capital gains based on
the holding period of an asset before selling it. This distinction impacts the tax rate
you pay.

» Short-term capital gains: These arise from selling an asset held for one year

or less. They are taxed at your ordinary income tax rate, which can range
from 10% to 37% depending on your income bracket.

» Long-term capital gains: These result from selling an asset held for more
than one year. They are generally taxed at lower rates than short-term gains,
ranging from 0% to 20% depending on your income level.

History and Objective:

The concept of differentiating capital gains tax rates originated in the 1913
Revenue Act, the first federal income tax law in the US. The objective was to
encourage long-term investment and discourage frequent trading. By offering
lower tax rates for long-term gains, the government aimed to:

o Promote economic stability by fostering long-term investment in businesses
and infrastructure.

» Reward investors who contribute to long-term economic growth.

Taking a Hit:
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It's impossible to definitively say when taking a short-term or long-term capital
gains tax hit is "better." This depends on several factors, including:

« Your individual tax situation: Your overall income level significantly impacts
which tax rate applies.

e Investment goals: Consider your investment horizon and risk tolerance.
Short-term trading may incur higher taxes, but it might align with your goals.

» Market conditions: Taking a short-term loss to offset other gains or minimize
taxes in a down year could be strategic.

Making Money Despite Taxes:

Yes, you can still make money in stock trading even after considering capital
gains taxes. Here's why:

» *Focus on total return: This considers both the increase in the stock price and
any dividends received. Even with taxes, your total return could be positive.

e Invest for the long term: Historically, the stock market has trended upwards
over extended periods. Long-term investments benefit from potential capital
appreciation and potentially lower tax rates.

o Tax-advantaged accounts: Consider utilizing tax-advantaged accounts like
IRAs or 401(k)s where capital gains taxes are deferred or even eliminated.

Remember, consulting a financial advisor can help you make informed
investment decisions based on your specific circumstances and goals.
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