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“One if by land, and two if by sea;
And I on the opposite shore will be,

Ready to ride and spread the alarm
Through every Middlesex village and farm,
For the country folk to be up and to arm.”

—Henry Wadsworth Longfellow

Patrick Henry was born in 1736 in Hanover 
County, Virginia.  By all accounts he was an 
idler, and by most, a complete derelict.  By the 
age of 10, it was evident that he would not be 
successful at farming.  At 16, it was evident that 

he would not be successful at academia. At 21, 
when he bankrupted a business his father had 
given him, it became evident that he would 
not be successful at business.  Under pressure 
from his wife and parents, he studied law for six 
weeks, passed the bar exam, and began to 
work as a lawyer.  In 1763, Henry picked up a 
little case concerning, on the surface at least, 
the salaries of clergy. At its heart, however, it 
was really about the rights and authority of 
Virginia versus the Crown.  In his arguments, 
Henry declared the king, who vetoed the 
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Virginia Two Penny Act, a tyrant who “forfeits all 
right to his subject’s obedience.”  His words, though 
not meant to be, resonated with his fellow colonists 
and became a rallying cry for independence.  
And with that unexpected turn, our fiery and 
impassioned Founding Father was born.

Life comes at us in unexpected ways every 
single day.  Sometimes these unexpected events 
are wonderful, maybe even beneficial to us.  
Sometimes they are not.  But one thing we know  
for sure is that life will bring us both.  

None of us knows what the next change is going 
to be, what unexpected opportunity is just around 
the corner, waiting a few months or a few years to 

change all the tenor of our lives.
—Kathleen Norris, Poet

The trick is to be ready.  To be prepared.

There’s a story about a farmer who lived on the 
Eastern seaboard.  He had a very hard time finding 
and keeping farm hands because of the severe 
storms that frequently rolled in, wiping out crops 
and damaging the farm.  The farmer finally came 
across a short, thin man who was willing to work.  
The farmer asked him if he was any good at the 
work and the man replied, “Well, I can sleep when 
the wind blows.”  This made no sense to the farmer, 
but he was desperate and hired the man.

Soon enough a nor’easter rolled in.  The farmer, in 
a panic, ran to the hired man’s sleeping quarters 
and yelled for him to get up and start securing the 
farm against the storm.  The man barely turned 
over as he said, “No sir. I told you, I can sleep when 
the wind blows.”  The farmer was infuriated but 
had no time to address the issue, so he ran out  
to start preparing.

He was amazed to find the work already done:  
haystacks covered, animals in the barn, and doors 

and windows secured.  He finally understood; and 
he returned to his bed and he too slept while the 
wind blew.

So how do you sleep when the wind blows?  When 
unexpected things happen with your family, your 
job, your health, your finances?

Obviously we can’t be prepared for every 
eventuality life can and will throw at us.  But 
we can know who we are.  We can know our 
goals, our beliefs, our values.  We can know 
what we are, or are not, willing to give, to take, 
or to compromise.  We can know what anchors 
us so that when the unexpected lands at our 
doorstep, we are ready—mentally, physically, 
and spiritually. 

Our founding fathers understood this.  And even 
though many of them struggled with the idea of 
breaking ties with England, they were prepared 
to face the challenges, make the decisions, and 
carry through to the end.  As George Washington 
said in the first annual address to Congress, “To 
be prepared for war is one of the most effectual 
means of preserving peace.”

It is that peace through preparation that we want 
for you.  Peace to allow you to live confidently, 
fully, and purposefully.
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The developments in Europe over the last three 
weeks are troubling and have caused us to begin 
taking some action in client portfolios. We have 
reduced equity allocations and risk via sales of U.S., 
international, and commodity-based investments. 
A portion of these holdings were added to hedged 
exposures and some amounts were tactically 
added to cash.

The actions in European markets over recent weeks 
have, in our opinion, escalated the European 

debt crisis to a point of no return. Similar to the 
crossing of the Rubicon River by Caesar in 49 B.C., 
the action by bond investors over the last few 
weeks seems to have set in a motion a process 
that will ultimately end in a showdown between 
the Euro Zone politicians and technocrats and 
the markets.  The end result of this showdown 
and the consequences for the European and 
global economies and markets remain unclear. 
The quickening pace of the market volatility 
and the continuing lack of clarity and pursuit of 

Some investors have asked recently where the so-called 

bond vigilantes were hiding given the relatively low treasury 

interest rates in spite of the weakening fiscal situation in the 

U.S.  The term “bond vigilantes” was coined in the early 

1980’s and references the power of large bond investors to 

protest fiscal or monetary policy by selling bonds to push 

up interest rates.  Well, in recent weeks it is clear that they 

are now emerging in Europe and placing extraordinary 

pressures on sovereign markets in the southern periphery 

and increasingly on larger economies such as Italy, Spain, 

Belgium, and even France.  

maRkeT sense	
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confidence-boosting action by the policy makers 
has caused us to determine that the reward/risk 
equation in the market has deteriorated and this is 
what prompted our actions.

So what has changed in the last few weeks?  Italy 
is the short answer.  The spread of interest rates 
between the Italian and German sovereign debt 
issues have exploded higher. Since April, the 
spread has widened from 1.3% to nearly 3.0%, 
much of it in the last two weeks. Although Greek 
debt fears have been in the market since late 2009, 
the size of Italian debts is more than 10x those of 
Greece and the Italian economy is the third largest 
in Europe. The scale of Italy would make all of the 
previously discussed European solutions irrelevant, 
causing the European Central Bank (ECB) to start 
over in crafting new bailout plans.

This comes at a time when Italy is confronted with 
a significant rollover of debt.  Markets somewhat 
stabilized after a successful July 14th bond auction 
refinanced nearly $7 billion of long-term bonds. 
However, the rising interest costs are significant.  
The new 5 year bonds have a rate of 4.93%, which 
is more than 1% higher than similar bonds cost the 
government only a month ago.  In addition to rising 
sovereign rates, we have witnessed large declines 
in the stock prices of banks in Europe, especially 
in Italy. The two largest banks in Italy—UniCredit 
and Intesa Sanpaolo—have seen their equity 
market capitalizations drop by as much as 30% 
since April. Italy had remained relatively calm 
until early July, even as countries such as Greece, 
Ireland, and Portugal sought aid from the ECB.  A 
political riff between Prime Minister Silvio Burlusconi 
and the finance minister, Giulio Tremonti, caused 
the markets to focus on the potential for political 
change during a critical period with upcoming 
votes on budget package as well as the rollover of 
$1.3 trillion in debt over the next five years.  In some 
ways it is surprising that Italy avoided the publicity 
this long. With sovereign debts that are running 

approximately 120% of GDP (Second highest in 
Europe, behind only Greece) and an economy 
barely growing, the ability to service these debts 
should be called into question. But because Italy 
has been able to maintain these large debts for 
almost 20 years and the countries deficit, banking, 
and real estate markets didn’t suffer like those of 
other European countries or the U.S., they had 
been getting some leeway from the markets. The 
dangerous situation they now find themselves in, 
though, is a growing potential for a self-reinforcing 
sovereign debt crisis.  If rates were to begin 
spiraling higher, the costs to service that debt 
would rise and push the country’s deficit higher. This 
feedback loop would then cause deterioration in 
the economy, pushing down GDP and making the 
debt load even more unbearable.  During this time, 
capital would flee the country and the local banks, 
further reducing the potential investors willing to 
purchase the country’s debt.   This scenario is not 
yet a certainty, but the odds of this conclusion 
have risen in the last two weeks.

When taking a broader view, the U.S. direct 
exposure to the most troubled countries (Greece, 
Ireland, Portugal, Spain, and Italy) is modest 
with bank holdings at the end of last year of 
approximately $150 billion and southern Europe 
accounting for only 2.6% of our total exports.  That 
said, the real problem we are concerned with is 
indirect exposure and global financial confidence.  

market sense

	 2nd Qtr. 52 Wks.

S&P 500 0.1% 30.7%

Dow Jones Industrials 1.4% 30.4%

Russell 2000 (U.S. Small Company) -1.6% 37.4%

MSCI EAFE (International) 1.6% 30.4%

Dow Jones - UBS Commodity Index -6.7% 25.9%

BarCap U.S. Aggregate (Taxable Bond) 2.3% 3.9%

BarCap 5 Year Muni (Tax-Free Bonds) 2.7% 4.3%
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A situation where multiple countries default in quick 
succession could place substantial pressure on 
large European financial institutions, even those 
in France and Germany. This could then trigger 
a global banking crisis as inter-bank confidence 
once again is impacted in a fashion similar to 2008.

Should we be surprised by the recent concerns 
over sovereign debts in much of the developed 
world?  We have mentioned in the past the 
historical precedents of a sovereign debt crisis 
being followed, by a few years, with a serious 
banking crisis. Sovereign debt defaults often 
happen in groups.  Carmen Reinhart and Kenneth 
Rogoff wrote in Bloomberg Businessweek recently 
that , “[debt] burdens above 90% [of GDP] are 
associated with 1 percent lower median growth.”  
The dataset they use to arrive at this conclusion 
is extensive, covering 44 countries and 200 years 
of previous debt crisis.  In assessing the current 
situation, Reinhart and Rogoff anticipate that 
more than one country will end up restructuring or 
defaulting on their debt1.

The problems in Europe can really be traced to the 
creation of the Euro.   The system, as it was devised, 
created a common currency and central bank, 
yet each individual member country retained 
fiscal authority—budgets, treasury, and taxation. 
The countries included in the Euro Zone had wildly 
different economic structures, yet the creation 
of the Euro allowed the profligate countries of 
southern Europe to essentially use the countries of 
the North as ‘co-signors’ on these debts. Previously, 
countries such as Greece and Italy paid higher 
rates compared to Germany given their less 
favorable economic competitiveness.   With 
the creation of the Euro, these rates converged 
allowing the weaker countries to accumulate 
debts in excess of what free markets would have 
allowed under similar circumstances.  Now that 
the problems are visible, the search for a solution 
is actively underway. On this account though, the 
Euro Zone is also at a disadvantage.  The ECB is 
the body with the most power, but it is comprised 
of appointed officials and the constitution of the 
European Union is complex and does not overrule 
the sovereign freedom of member countries 
in most situations. As a result, negotiating and 
gaining approval for emergency action is drawn-

out and highly risky. Sean Egan, with the credit 
agency Egan-Jones Ratings, points out that the 

“[EU’s] decision-making requires huge amounts of 

diplomacy.  Hank Paulson, when he was Secretary 
of the Treasury, could work up a bailout in three 
phone calls. Trichet [Jean-Claude Trichet is the 
president of ECB] has to make 20, and still wouldn’t 
have a workable plan. The euro system is a 
monetary arrangement without a fiscal backbone.”  
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When considering the entire Euro Zone, the debt 
problems appear solvable. The combined debt of 
the 17 member countries is actually lower than that 
of the U.S. A solution that provided for complete 
fiscal union would more than likely address the 
concerns. However, based on time pressures and 
the political complexities detailed above, we 
don’t believe that this is a likely outcome.  George 
Friedman, founder and CEO at Stratfor points out 
that the problems in Europe are, in many ways, not 
economic but political. Moreover, the idea that the 
highly nationalistic and proud people of the various 
countries in Europe will be able to come together 
and form a union as a result of the economic crisis 
does not seem plausible.  Many other factors go 
into a decision to form a union—including social 
matters and national security—and on these issues, 
hope of a more complete union quickly fade due 
to lack of common interests.  In the end, the ECB 

and Euro Zone members have a few options, none 
of which are very attractive. The strong countries 
could either directly subsidize or back a Euro-wide 
bond offering that would absorb the bonds of the 
troubled countries.  Alternatively, the ECB could 
essentially print money and buy the bonds of 
troubled countries; however, this would come at 
the cost of higher inflation.  As these options could 
potentially avert or delay a near-term crisis, the 
markets may recover from recent losses.  However, 
we continue to believe that these options are 
fraught with political troubles and the markets may 
need to get significantly worse before the political 
will to take this action would exist.

In conclusion, we are taking action within portfolios 
out of a sense of prudence and recognition of 
the deteriorating reward/risk in recent weeks.  As 
Greek Prime Minister George Papandreou wrote 
to the Eurogroup Chairman Jean-Claude Juncker 
last week, “Crunch time has arrived and there is 
no room for indecisiveness and errors.”  Will this 
ominous message be heeded or will we look back 
at that statement and wonder why it wasn’t taken 
more seriously? We recognize that solutions exist 
that could cause the market to get past recent 
events without moving significantly lower. If this is 
the case, we will consider reversing course and 
add to our equity allocations. The chance also 
exists for the situation to continue to worsen which 
could push markets lower.  In that case, we believe 
that at least one more move of similar size could be 
completed in the next few months.  The bottom-
line is that the path forward remains uncertain. We 
have our reservations, but it is nearly impossible to 
assess what the markets have already discounted.  

1. Reinhart, Carmen M. and Rogoff, Kenneth S. “The 90% 
Rule” Bloomberg Businessweek July 18-July 24, 2011 pp. 78-81

2. Willoughby, Jack “Gloomy Forecast for Europe’s Banks” 

Barron’s July 16, 2011
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a Lifetime of Learning

Did you know that when we are born we have 
100 billion neurons that are primed and ready 
to start organizing themselves in response to our 
new environment?  While we are infants, these 
amazing cells came together into the extraordinary 
networks that are our nervous system.  And we are 
presented with a strange and exciting new world 
to discover.

From that time until our early teenage years, we 
have various windows of opportunity where, based 
on the development of those networks, we could 
most easily learn language, motor skills, writing, 
math, and music.  But, just because the time for 
easiest learning may have passed, you can, and 
should, continue to expand your knowledge and 
experiences at any age.

But did you know that by the time most people 
are in their mid-30’s, they’ve stopped acquiring 
any new skills or new attitudes.  In fact, according 
to the Jenkins Group, a service firm catering to 
publishing companies, 42% of college graduates 
never read another book after college.  

So when was the last time 
you adopted a new view 
on something?  When 
was the last time you 
approached a common 
problem with a new 
tactic?  When was the last 
time you did something for 
the first time?  Living—truly 
living—and learning go 
hand in hand. So give 
these a try:

Read – Reading not only 1. 
keeps your mind active 
and sharp, but it also 
exposes you to a world 

of different thoughts, experiences, and points of 
view.  So pick up a book, or three.  But don’t just 
go for those that entertain you.  Find something 
that challenges you, expands you, and enriches 
your life.

Travel – Travel exposes you to a wide variety of 2. 
people, places, and cultures.  Traveling to other 
countries is an amazing eye-opening experience, 
but don’t think that you have to embark on a 
cross-continental journey to be enlightened. 
Visit a national park; plan a trip to a state you’ve 
never visited; or on your next trip to the store, 
turn off on that road you’ve never been on but 
always wondered where it went.

Expand – See and do new things.  Go to an 3. 
exhibit at a museum; visit a botanical garden 
or a nature preserve or a historical site; explore 
a new part of town; think of something you 
always thought you’d enjoy, and do it; painting, 
gardening, cooking, photography, mountain 
climbing, woodworking.

Keep Up – So much 4. 
is happening around 
us.  The world is always 
changing, and so are 
the people in it.  Stay 
up to date with politics 
and technology, and 
keep up with the 
people you love and 
love you.  And if you 
combine the two, 
you may experience 
a phenomenon that 
the Wall Street Journal 
recently highlights in 
its article “OMG! My 
Grandparents R My 
BFF!”—Connection.
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signatureFD Brief

SignatureFD was recognized by Investment News magazine as 
one of the leading independent advisory firms in the Southeast 
based on assets under management, growth rates and the 
average size of our client relationships.  Thank you very much 
to our loyal and supportive clients for our continued success.

SignatureFD reaffirmed its commitment to its Social 
Responsibility program through continuing its efforts to 
highlight autism awareness by maintaining its Gold  
Sponsorship for the 2011 Walk Now for Autism Speaks. 
 
“Autism awareness, advocacy, and research is a cause 
that is very near and dear to our employees,” said Jeff 
Peller, founding partner. “It is staggering to think that current 
estimates show autism affects 1 in every 110 children. Because 
of this pervasive impact, we have continued to support this 
cause through our Social Responsibility program.”

Can We Help Your Family, 
Friends or associates?

When the markets become as volatile and confusing as  
they have over the past year, even the most patient investors 
may come to question the wisdom of the investment plan 
they have been following.  We can certainly empathize  
with people who find the current environment troublesome 
and disturbing.    

At SignatureFD, we hope we have provided our clients 
with clarity and confidence throughout this difficult period.  
Referrals are one of the greatest compliments that our clients 
can provide and we have been honored to receive a number 
of referrals over the past year.  We would like to take this 
opportunity to say “THANK YOU!” and also to say “Please  
keep those referrals coming”.   

If you know of anyone whom you think would be interested in 
an objective second opinion on their financial plan, please do 
not hesitate to pass their names along to us.  Thank you again 
for your confidence and support.

Walter	Chamblee
Systems Administrator

Walter is a graduate of Morehouse College 
and Georgia Institute of Technology where 
he earned degrees in Computer Science 
and Computer Engineering, respectively.  
From an early age he held an interest in the 
information technology field. This passion led 
him to complete internships for NASA and BP 
Amaco during his matriculation.  Prior to joining 
SignatureFD in April 2011, Walter spent time 
honing his IT skills at Bellsouth, Aaron Rents Inc., 
and Frazier and Deeter, LLC.  

In his role at SignatureFD, Walter is involved in 
everything related to the Firm’s technology:  
from overseeing set up and installation of 
personal computers and network infrastructure 
equipment,  performing system maintenance, 
to implementing internal training and technical 
support, and developing disaster recovery 
procedures. Walter regularly volunteers with the 
MS Society, YMCA Buckhead, High Museum, 
and The Georgia Aquarium. Walter is originally 
from Charlotte, NC and currently resides in  
Marietta, GA.

When I’m not working:  I enjoy spending time 
with family and friends, brushing up on my 
photography skills and reading up on the  
latest gadgets.
 
Favorite Movie: The Maltese Falcon

Favorite Book:  The Richest Man in Babylon

Executive I admire: Mark Cuban

Favorite quote: “Very rarely do you get what 
you pay for, but you never get what you don’t 
pay for [literally and figuratively].”

  600 Peachtree Street, ne  Suite 2700  Atlanta, GA 30308   404 253 7600  www.signaturefd.com
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