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ACTUAL MILITARY 

SPENDING

T
he U.S. military budget just 
keeps going up, year after year, 
as a percentage of the U.S. 

economy, and the amount of sup-
port the U.S. is sending to Israel 
and Ukraine is driving it through 
the roof.  Right?

Interestingly, this common 
take that we read in the press is 
completely wrong.  As the chart 
shows, as a percentage of the U.S. 
economy, defense spending has 
been declining, off and on, since 
the 1980s, and that trend is pro-

jected to continue.  However we 
feel about the support for allies 
and Russian victims, the idea that 
the support is eroding the U.S. 
economy is plain wrong.  

That said, it is not wrong to say 
that U.S. defense spending might 
be somewhat out of proportion.  
Look at the next chart, which 
shows that America spends more 
on its defense than the next seven 
countries—combined.  Compare 
that with the so-called ‘general 
government function’—basically 

the costs of the branches of govern-
ment and the federal government 
staff as a whole: at $133 billion, it’s 
less than a fifth of what we spend 
on our military.   

Sources: 

https://www.advisorperspectives.com/arti-
cles/2023/12/29/the-new-economic-normal-
isnt-anything-well-recognize

https://www.itsuptous.org/blog/
breaking-down-us-federal-bud-
get-charts-and-graphs#:~:text=Federal%20
Budget%3A%20Mandatory%20spend-
ing&text=Only%20a%20portion%20of%20
the,%242.739%2Dtrillion%20mandatory%20
spending%20budget.

https://www.pgpf.org/budget-basics/top-10-
largest-budget-functions
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GOOD AND BAD

DEBT
Y

ou’ve probably read articles 
that talk about ‘good’ and 
‘bad’ debt, but what, exactly, 

is the difference?
The simple answer is that good 

debt is borrowing in order to en-
hance your future net worth or 
personal prospects.  You might 
put a home mortgage in this cat-
egory, since over time homes tend 
to appreciate in value, and in the 
meantime you have the roof over 
your head to keep off the rain. 

Borrowing to pay for higher 
education might also be consid-
ered good debt, but there’s a fine 
line there.  If the degree you’re fi-
nancing doesn’t lead to a job that 
will generate enough income to 
pay the interest on the student 
loan, then the debt moves into 
the ‘bad’ range.  

Small business loans, if the 
money is used wisely, can be con-
sidered good debt; the firm will 
add staff, or a marketing budget, 
or otherwise use the loan proceeds 
to raise the value of the company.  
Of course, if the money is not de-

ployed wisely, or if the projects 
invested in don’t bear fruit, then 
we can retroactively say it was bad 
debt.  Almost a third of small busi-
nesses fail to survive their first two 
years, so startup money is more 
likely than not to eventually fall 
into the bad debt category.

There are numerous examples 
of bad debt, but they tend to fall 
into a few categories.  Buying 
luxury items that you don’t need 
(think: an 80-inch TV to watch 
NFL games, or a very expensive 
automobile that also happens to be 
a gas guzzler) immediately fall into 
the bad debt category; if you real-
ly want or need those things, it’s 
better to save for them and avoid 
the interest rate charges.  Especial-
ly problematic are those second 
homes on the lakefront that not 
only put you in debt, but also incur 
annual maintenance costs.

How do you know when you 
have too much debt?  The Debt.
org website suggests that if your 
monthly debt payments come to 
more than 43% of your monthly 

income, then it becomes a red flag 
to potential lenders.  For instance, 
you probably won’t be able to get 
a mortgage if your ratio exceeds 
that amount.

There are a variety of debt con-
solidation options that can help 
people who fall into this ‘deeply in 
bad debt’ category, but they only 
work if the would-be consolida-
tor is disciplined about paying 
off the consolidated debt on time 
each month, and is able to con-
trol spending (i.e., not racking up 
more credit card interest) going 
forward.  It always helps to have a 
plan, even when the financial plan 
is focused on the debt side of the 
balance sheet.

Sources: 

https://www.debt.org/advice/good-vs-bad/

https://www.debt.org/advice/good-vs-bad/
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L
ast year, stocks were buffeted by 
the Federal Reserve Board’s ag-
gressive rate hikes (the fastest 

since the 1980s stagflation era) and 
the reverse of the QE policies which, 
for a decade or more, flooded the 
markets with liquidity.  There were 
persistent fears of a recession and 
market economists were comparing 
this perfect storm of headwinds to the 
declines triggered by the 2008 finan-
cial crisis.  In one poll taken at this 
time last year, 85% of distinguished 
economists predicted a recession.

What happened?  In a word, the 
pundits were wrong.  Throughout 
2023, particularly in the final quarter, 
the markets blew through the head-
winds and posted unusually high 
gains nearly across the board.

A breakdown shows that just 
about every U.S. investment catego-
ry was showing double-digit gains.  
The Wilshire 5000 Total Market In-
dex—the broadest measure of U.S. 
stocks—gained 12.10% in the 4th 
quarter, and ended the year with a 
26.10% gain.  The comparable Rus-
sell 3000 index gained 7.73% in the 
month of December, and finished the 
year up 17.23%.  

Looking at large cap stocks, the 
Wilshire U.S. 2500 Large Cap index 

was up 12.08% in the fourth quarter, 
and posted a 26.38% gain for 2023.  
The Russell 1000 large-cap index fin-
ished the year with a 26.53% gain, 
while the widely-quoted S&P 500 in-
dex of large company stocks gained 
11.24% during the year’s final quarter 
and overall finished up 24.23% in cal-
endar 2023.   

Meanwhile, the Russell Midcap 
Index finished the 2023 calendar year 
up 17.23%.

As measured by the Wilshire U.S. 
Small-Cap index, investors in smaller 
companies received a 13.54% gain for 
the last quarter, for a gain of 19.50% 
for the year.  The comparable Rus-
sell 2000 Small-Cap Index posted a 
16.93% gain in the past 12 months.  
The technology-heavy Nasdaq Com-
posite Index was the biggest gainer 
in 2023; after dropping 28.27% of its 
value in 2022, it rebounded to gain 
43.14% in 2023. 

The foreign markets moved 
generally in lockstep with the U.S. 
gains. The broad-based EAFE index 
of companies in developed foreign 
economies gained 10.09% in the fi-
nal quarter of 2023, to finish the year 
with a 15.03% gain in dollar terms.   
In aggregate, European stocks were 
up 16.68% in 2023, while EAFE’s Far 
East Index was up 12.77%.  Emerging 

market stocks of less developed coun-
tries, as represented by the EAFE EM 
index, gained 7.04% in dollar terms 
on the year.  

Real estate securities surprised on 
the upside, given widely-publicized 
woes in the world of office buildings.  
The Wilshire U.S. REIT index posted 
a 16.10% gain in 2023, all of it com-
ing from the 16.30% gain in the final 
three months of the year.  On the oth-
er side of the ledger, the S&P GSCI 
index, which measures commodities 
returns, posted an alarming 12.14% 
loss in the 4th quarter, ending the 
year down 12.20%.  Utility stocks lost 
10.20% in 2023.

The dramatic interest rate move-
ments in 2022, which led to unusu-
ally steep losses in bond portfolios, 
thankfully didn’t carry over to 2023.  
Yields on 10-year Treasury bonds 
rose from 3.87% to 4.76% currently.  
30-year government bond yields rose 
incrementally from 3.96% at this time 
last year to 4.03% as of the start of the 
new year.  Five-year municipal bonds 
have dropped from a 2.56% annual 
rate down to 2.22% in aggregate, 
while 30-year munis moved from 
3.63% at the beginning of the year to 
roughly 3.40% today.  

2023 was undeniably an eventful 
market year.  While the Fed was rais-

continued to the next page
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ing interest rates, three regional 
banks failed, and analysts cited the 
headwinds of interest rates and de-
positors making unusual runs on 
their lending institutions.  Rising 
mortgage rates cooled the housing 
market, and Congress flirted with de-
faulting on the U.S. debt through 
headline-grabbing brinkmanship 
over the debt ceiling.  Gasoline prices 
fell and a decline in manufacturing 
and industrial production flew under 
the radar.

The inflation rate was constant-
ly in the headlines, as it steadily 
dropped from the near-10% range in 

the middle of 2022.  Prices are still 
rising at a 3% annual rate, which is 
higher than the Federal Reserve tar-
get.  The U.S. Central Bank is still 
engaged in quantitative tightening, 
shrinking its $9 trillion balance sheet 
by roughly $100 billion a month. 

Perhaps the most under-noticed 
market story was how a very small 
number of stocks have come to dom-
inate the robust returns of the U.S. 
indices.  Seven stocks--Apple, Mic-
rosoft, Amazon, Nvidia, Alphabet, 
Meta Platforms and Tesla--account-
ed for 65% of the returns of the S&P 
500, and because the index is cap-
italization-weighted (larger stocks 
count more than smaller ones), they 
now make up 28% of its weighting.  
The other 493 stocks in the large cap 
index, in aggregate, were actually 
underperforming. 

For people with very long mem-
ories, this performance by the so-
called ‘magnificent seven’ brings back 
echoes the ‘Nifty Fifty’ bubble in the 
1960s and 1970s, when a small num-
ber of stocks (Xerox, IBM, Polaroid, 
Coca Cola, etc.) rose for decades, and 
seemed poised to rise to the moon.  
The shorthand version of the ending 
is that investor expectations of more 
of the same cause them to become 

overpriced, and they crashed in the 
1973-74 bear market. 

Will the future bring a similar re-
sult?  Of course, we don’t know, but 
perhaps we can take comfort in the 
fact that we’re not alone.  Most of the 
predictions made a year ago at this 
time turned out to be wrong, and 
they were offered by economists and 
others with fancy degrees and a lot of 
social media facetime.  It’s becoming 
increasingly possible that the Fed-
-viewed as reckless for most of last 
year, will finally get inflation under 
control and achieve that mythical 
‘soft landing’ for the economy.  It’s 
possible that artificial intelligence 
and a higher-tech economy will drive 
those seven stocks higher in the fore-
seeable future.

But whenever you see compla-
cency, it’s time to be wary.  A reces-
sion is still possible, and the markets 
are priced as if there is a certainty of 
good economic and company profit 
news in the year ahead.  The unem-
ployment rate has managed to stay at 
near-record lows for a surprisingly 
long time, and consumer spending 
continues to surprise on the upside.  
There is no guarantee that will contin-
ue.  It’s worth noting that the S&P 500 
index is currently sporting a 25.35% 
price-earnings ratio, which means 

The Inflation Rate is Declining--but the momentum has stopped.
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www.LivingLegacyLLC.com


Live for Today and Plan for Tomorrow

5280 Carroll Canyon Road,
Suite 103, San Diego, CA 92121

p. 619.684.6239

JANUARY

5

Material discussed is meant for general informational purposes only and is not to be construed as tax, legal, or 
investment advice. Although the information has been gathered from sources believed to be reliable, please note that 
individual situations can vary. Therefore, the information should be relied upon only when coordinated with individual professional 
advice. This article was written by an independent third party. It is provided for informational and educational purposes only. The views 
and opinions expressed herein may not be those of Guardian Life Insurance Company of America (Guardian) or any of its subsidiaries or 
affiliates. Guardian does not verify and does not guarantee the accuracy or completeness of the information or opinions presented herein. Registered 
Representative and Financial Advisor of Park Avenue Securities LLC (PAS). OSJ: 5280 CARROLL CANYON ROAD, SUITE 300, SAN DIEGO CA, 92121, 619-6846400. 
Securities products and advisory services offered through PAS, member FINRA, SIPC. Financial Representative of The Guardian Life Insurance Company of America® 
(Guardian), New York, NY. PAS is a wholly owned subsidiary of Guardian. LIVING LEGACY FINANCIAL INSURANCE SERVICES LLC is not an affiliate or subsidiary of PAS or 
Guardian. Insurance products offered through WestPac Wealth Partners and Insurance Services, LLC, a DBA of WestPac Wealth Partners, LLC. CA Insurance License #0F64319, 
AR Insurance License #9233390 | 2024-167375 Exp. 1/26 | This material is intended for general use. By providing this content Park Avenue Securities LLC and your financial 
representative are not undertaking to provide investment advice or make a recommendation for a specific individual or situation, or to otherwise act in a fiduciary capacity. Guardian, its 
subsidiaries, agents and employees do not provide tax, legal, or accounting advice. Consult your tax, legal, or accounting professional regarding your situation.

2023  
INVESTMENT
REPORT

that investors are paying between 
71% and 129% more for a dollar of 
earnings today than they have over 
the long-term history of the markets.

These tea leaves aren’t telling us 
much, but in general, when markets 
are pricey and everybody seems to be 
expecting good news, it’s often a good 

time to stay cautious and control our 
expectations.  Economists predicted 
a recession, which would have trig-
gered a stock market decline.  In-
stead, the economy remained steady 
and stock prices recovered from the 
down year of 2022.  Today, a recent 
poll of economists showed that half 

of them now predict a soft landing, 
with more positive market returns 
going forward.  Will the analysts and 
pundits be wrong again?

International indices: https://www.msci.com/end-
of-day-data-search

Commodities index data: 

https://www.spglobal.com/spdji/en/index-family/
commodities/broad/#overview 

Utilities index:

https://www.spglobal.com/spdji/en/indices/equi-
ty/sp-500-utilities-sector/#overview

Treasury market rates: http://www.bloomberg.
com/markets/rates-bonds/government-bonds/us/

Bond rates: 

http://www.bloomberg.com/markets/rates-bonds/
corporate-bonds/

https://www.npr.org/2024/01/01/1222380459/the-
u-s-economy-performed-better-than-expected-
in-2023-a-2024-preview

https://www.advisorperspectives.com/dshort/up-
dates/2023/12/04/market-valuation-is-the-mar-
ket-still-overvalued

https://www.nerdwallet.com/article/investing/
inflation#

https://www.advisorperspectives.com/arti-
cles/2023/12/26/how-were-so-many-economists-
so-wrong-about-the-recession

https://www.statista.com/statistics/273418/unad-
justed-monthly-inflation-rate-in-the-us/

https://www.advisorperspectives.com/arti-
cles/2023/12/18/equity-market-ai-revolution

Sources: 

Wilshire index data: https://www.wilshireindexes.com/
products/ft-wilshire-index-series-index-returns-calcu-
lator 

Russell index data: http://www.ftse.com/products/indi-
ces/russell-us  

S&P index data: https://www.spglobal.com/spdji/en/
indices/equity/sp-500/#overview 

https://www.marketwatch.com/investing/index/spx   

Nasdaq index data:

http://quotes.morningstar.com/indexquote/quote.
html?t=COMP

http://www.nasdaq.com/markets/indices/nasdaq-to-
tal-returns.aspx

Past performance is not a guarantee of future results. Indices are unmanaged and one cannot invest directly in an index. All investments contain risk and may lose 
value. Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit and inflation risk. Equities may decline in value due to 
both real and perceived general market, economic and industry conditions. Investing in securities of smaller companies tends to be more volatile and less liquid than 
securities of larger companies. Investing in foreign securities may involve heightened risk including currency fluctuations, less liquid trading markets, greater price 
volatility, political and economic instability, less publicly available information and changes in tax or currency laws. Such risks are enhanced in emerging markets.
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