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As we begin the new year, you may receive various tax statements from your financial services provider — so it’s a good time to consider how your investments are taxed.
Ultimately, your investments can generate two types of taxes: capital gains and ordinary income.

You’ll pay capital gains taxes when you sell investments that have increased in value since you bought them. The long-term capital gains rate, which applies to investments held more than a year, is 0%, 15% or 20%, depending on your income. You also pay this capital gains rate on qualified dividends.
On the other hand, you’ll pay income taxes at your personal tax rate when you sell investments you’ve held one year or less.

Because the long-term capital gains rate may be lower than your individual tax rate, you are likely better off, from a tax standpoint, by purchasing quality investments and holding them for the long term. You can also take advantage of tax-deferred retirement accounts, such as your IRA and 401(k).

Ultimately, tax considerations probably shouldn’t be the key driver of your investment decisions. But knowing the tax implications involved can help you evaluate which investment choices are appropriate for your needs.  
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