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While we don’t presently observe conditions to look for a ‘buying opportunity’ or a ‘bottom’ from a full-cycle standpoint, we
do observe conditions that are permissive of a scorching market rebound, even if it only turns out to be the ‘fast, furious,
prone to failure’ variety. We wouldn’t dream of removing our safety nets against a market decline that I continue to expect
to draw the S&P 500 toward the 1000 level by the completion of this cycle. Still, we’ve prepared for the possibility of
unusual volatility here, most likely including one or more daily moves in the range of 4-6%, potentially to the upside. Yes,
that means one or more daily moves on the order of 100-150 points on the S&P 500 and 900-1300 points on the Dow. You
think I’m kidding.”
– John P. Hussman, Ph.D., Interim comment, Pre-open, 12/26/18
In recent days, we’ve heard a number of analysts gushing that the S&P 500 is vastly cheaper than it was only a few months
ago. It’s worth noting that they’re actually referring to an index that is now less than 10% below the steepest speculative
extreme in history. The chart below puts current valuations into perspective, using our Margin-Adjusted P/E, which is better
correlated with actual subsequent 10-12 year market returns than the price/forward operating earnings ratio, the Shiller
CAPE, the Fed Model, and a wide range of alternative valuation measures that Wall Street uses to reassure investors that
valuations are anything less than obscene.
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As market conditions currently stand, valuations remain extreme and market internals remain negative. So aside from
the likelihood of a knee-jerk market spike on any variant of the word “deal,” we continue to be in a trap-door situation
with respect to market risk. Though we did take the edge off of our negative outlook to allow for a scorching relief
rally, my present view is that the overall function of that relief rally has been served.

Still, it’s important to be clear – and this point is central to the adaptation that we made to our approach back in 2017 – if
our measures of market internals were to improve, signaling a shift of investor psychology away from risk-aversion and
toward speculation, we would expect to adopt a constructive market outlook, though undoubtedly with a safety net given
present valuation extremes. There’s still too much divergence across individual securities, industries, sectors, and securitytypes to identify that sort of shift here, but we can’t rule it out. We’ll take that evidence as it comes.
What I can say, unequivocally, is that at points where our measures of market internals become favorable, we will not
adopt or amplify a negative market outlook, regardless of how extreme market valuations may be. We learned the hard way
in this half-cycle that we can no longer rely on any limit to the recklessness of Wall Street once speculators get the bit in
their teeth. Again, safety nets would be essential in any event, but if internals shift, so will our outlook.
As market conditions currently stand, valuations remain extreme and market internals remain negative. So aside from the
likelihood of a knee-jerk market spike on any variant of the word “deal,” we continue to be in a trap-door situation with
respect to market risk. Though we did take the edge off of our negative outlook to allow for a scorching relief rally, my
present view is that the overall function of that relief rally has been served.
As a side-note, I’ve renamed the measure above to the Margin-Adjusted P/E (MAPE) rather than the Margin-Adjusted
CAPE. The reason is that it seems to be confused for Robert Shiller’s cyclically-adjusted P/E (CAPE). So MAPE it is.
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Notably, the MAPE also avoids certain statistical artifacts, such as the fixed 10-year window that will bump Shiller’s CAPE
down by about 10% as depressed earnings from the 2008-2010 period roll off, making the CAPE look “cheaper.” This
seemingly cheaper Shiller CAPE will emerge only by virtue of restricting the denominator to earnings achieved purely
during an economic expansion that, at 114 months, is now only marginally shorter than the 120-month expansion that
peaked in March 2001.
On a related note, for those waiting for a recession as a signal to become more conservative about market risk, recall that
by the economic peak in March 2001, the S&P 500 was already a year into a bear market that had taken the index down by
-27%, and would, by October 2002, take the index down by another -30% from there.
Pricing stocks on peak earnings
The fact is that in market cycles across history, margin-adjusted measures are far better correlated with actual subsequent
market returns than unadjusted price/earnings measures. On that subject, it’s useful to remember the words of the
legendary Benjamin Graham, who warned about pricing stocks based on earnings figures at the peak of an economic
cycle: “The purchasers view the good current earnings as equivalent to ‘earning power’ and assume that prosperity is
equivalent to safety.”
Say what you like about using margin-adjusted measures as an improved “sufficient statistic” for the very long-term cash
flows that U.S. equities deliver over time. These measures are far better correlated with actual subsequent market returns
than alternative earnings-based measures like price/forward operating earnings. In over a century of data, these measures
are also far better correlated with the discounted sum of actual subsequent cash distributions that the S&P 500 has
delivered to investors over time.
Even when we see periodic divergences between actual S&P 500 total returns and those one would have projected 10-12
years earlier, those divergences are correlated with the level of consumer confidence at the end of the period, which is
another way of saying that while valuations drive long-term returns, temporary extremes in valuation are generally related
to cyclical extremes in investor psychology.
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One of the more cringe-worthy features of the behavior of investment professionals here is the spectacle of Wall Street
analysts touting the “reasonableness” of valuations on the basis of year-ahead earnings expectations that they themselves
are responsible for fabricating. Just as in 2000 and 2007, instead of the investment profession acting as a historicallyinformed buffer to defend investors against reckless speculation, extrapolative projections like these are actually endorsed
and encouraged by the very people who should know better. The chart below is thanks to TopDownCharts.
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So-called “long-term” earnings projections of this magnitude are particularly offensive given the fact that, measured from
the peak of the economic cycle in 2007 to the current peak, actual S&P 500 reported GAAP earnings have grown at an
average rate of just 3.8% annually, with revenues growing at just 2.7%.
Measuring from the economic cycle peak of 2000 to the present gets you an average peak-to-peak earnings growth rate of
just 5.1% annually, with revenue growth of 3.4%. Notably, those figures fully include the impact of stock repurchases
(which reduce the S&P 500 divisor), as well as the record profit margins of recent years.
If anything, future earnings growth is likely to fall short of even what we’ve observed over the past couple of decades. The
reason, as I’ve noted previously, is that the real structural growth rate of the U.S. economy – the sum of demographic labor
force growth and trend productivity growth – is now down to just 1.4%. The faster growth rate of real GDP in recent years
has been entirely the result of a decline in the rate of unemployment, which now stands at just 3.9%.
Barring a further persistent decline in unemployment, we’re likely to observe a slowing of real GDP growth toward 1.4%,
even if the economy avoids a recession. Add 2% inflation, and earnings growth is likely to slow to less than 4% annually
even if profit margins remain near recent highs. By contrast, an economic contraction of any magnitude at all is likely to
produce a “surprising” plunge in S&P 500 index earnings.
Though we constantly hear that recent reductions in corporate tax rates will justifypermanentlyhigher corporate profit
margins, the historical fact is that U.S. corporations have generally competed on the basis of after-tax profit margins.
Specifically, in data since 1947, reductions in nonfinancial corporate tax rates have been accompanied by similar
reductions in nonfinancial pre-tax profits, so that after-tax profit margins have increased by far less than one might have
expected as a result of those tax cuts.
On the subject of errors, it’s one thing to err because something happens that violates all evidence from history, but it’s
another to repeatedly make the same mistake as a result of ignoring history altogether. It seems to me that ignoring
extreme valuations – and pricing stocks based on earnings projections that have no link to the way earnings have behaved
across history – is an error of the second type.
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I regularly admit my own error in the recent advancing half-cycle, particularly because I hope it can be instructive. Despite
anticipating the 2000-2002 and 2007-2009 collapses, and admirably navigating decades of complete market cycles prior to
2009, I made a very specific error in the recent half-cycle that was detrimental. The error was my bearish response to
severe “overvalued, overbought, overbullish” syndromes that had regularly been followed by air-pockets, panics, and
crashes in market cycles across history, but failed to place any limit on speculation in the face of zero interest rate policies.
In late-2017, I finally threw up my hands and abandoned the idea that we could rely onanyhistorically-defined “limit” to
speculative recklessness. Instead, I resolved that whenever our measures of market internals are uniformly favorable
(which we use to gauge speculative pressures, because speculators tend to be indiscriminate), we would rule out adopting
or amplifying any bearish outlook in the future. No exceptions. Period. Sufficiently extreme conditions can push us to a flat,
neutral outlook, but never to a bearish one unless ragged and divergent internals indicate that investor psychology has
shifted from speculation to risk-aversion.
The role of history and evidence is to provide us with something we can learn, and apply in the future. There’s no question
that the world can change in ways that violate past experience and offer new learning. But my sense is that the best kind of
learning is coherent – you take the new evidence to shift your understanding in a way that makes it consistent with the
entirety of experience again. You don’t just abandon everything you know and shrug, “Well, it’s a brand new world.” For our
part, prioritizing market internals is sufficient to make things coherent again – the fact is that the entire total return of the
S&P 500 from the 2007 peak to today occurred during periods where our measures of market internals were favorable,
while nearly all of the 2007-2009 collapse (as well as the recent market weakness) occurred when they were not.
On the “competition” between stocks and bonds
Another danger for investors here is the willingness to accept offensively speculative valuations on the argument that bond
yields are low. The empirical fact is that bond yields are tightly correlated with nominal GDP growth. But as one can
demonstrate using any discounted cash flow model, if interest rates are low because growth rates are also low, no
valuation premium is “justified” by the low interest rates at all. Long-term returns will already be lower, commensurate with
the lower interest rates, by virtue of the lower growth rate itself. A valuation premium then just adds insult to injury.
To the extent that prospective returns on stocks are dismal, yet the yields on bonds barely provide a term premium
over-and-above Treasury bills, the appropriate response is not to argue in favor of stocks, but instead to argue in
favor of cash and alternatives like hedged-equity, particularly while market internals remain ragged and divergent.

Even when analysts recognize that rich market valuations will likely be associated with poor long-term returns for stocks,
the observation is often coupled with a phrase like “but these expected stock market returns remain competitive with
bonds.”
Two responses to that. First, no. Given the choice between stocks and Treasury bonds, even with their presently
depressed yields, we would still expect higher returns and smaller downside risks from bonds.
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Second, to the extent that prospective returns on stocks are dismal, yet the yields on bonds barely provide a term premium
over-and-above Treasury bills, the appropriate response is not to argue in favor of stocks, but instead to argue in favor of
cash and alternatives like hedged-equity, particularly while market internals remain ragged and divergent.
There are points in every market cycle when a material retreat in valuations is joined by an improvement in measures of
market action and internals. It’s at that point that one should make a vigorous case for stock market exposure. Doing so just
10% below the steepest valuation extreme in history, in a market where investors remain inclined toward risk-aversion
(which we read from the behavior of internals) is a measure of both 1) impatience with the market cycle and 2) a misguided
sense of entitlement with respect to market gains that occurred as a result of speculative pressures that are no longer
present.
The New Economy
While some analysts have argued that the current batch of glamour technology companies has boosted profit margins
permanently, they seem wholly unware of the regularity with which this argument has been made across history. The
argument is recurrently applied to a rotating group of companies that invariably become associated with the New Economy,
as opposed to the defunct Old Economy upon which traditional valuation measures have been defined.
Here’s the problem. As any new technology advances from a small base, new product adoption by consumers can create
astoundingly high growth rates and profit margins. But as market share approaches saturation, these “logistic growth”
curves begin to plateau, and growth predictably slows toward zero. We observed exactly the same profile from the leading
companies that dominated the 2000 market peak.
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As I observed back in August 2000, and as is likely to unfold in rather the same way this time, “One of the hard lessons that
investors will learn in the coming quarters is that technology stocks are actually cyclicals. Modest changes in economic
growth and overall corporate profitability have a highly leveraged impact on the revenue growth and profitability of
technology companies. Though economic growth is likely to slow only modestly, we are anticipating a plunge of 20% or
more in the earnings of S&P 500 technology stocks in the coming quarters.”
On recession risk
The next question, then, is whether the U.S. is nearing an economic recession. On that subject, we’re probably a bit less
committal than one might imagine, because we’re still monitoring a few components of our Recession Warning Composite.
Specifically, we’d be inclined to wait until we observe a decline in the ISM Purchasing Managers Index below 50, coupled
with an uptick to an unemployment rate of anything above 4%, and a slowdown in year-over-year job growth to 1.4% from
the current 1.8%.
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With regard to confirming measures, we’d also pay close attention to the “Consumer Confidence Spread,” as the Future
Expectations index has been falling much more sharply than the Present Situation index. This behavior typically precedes
recessions. Once the Present Situation index of consumer confidence drops by more than about 20 points below its 12month average, a recession has typically started. A decline in aggregate hours worked, compared with 3-4 months earlier,
is also a useful confirmation.
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While I was one of the few observers that correctly anticipated the recessions that accompanied the 2000-2002 and 20072009 market collapses, my reliance on data that was subsequently revised produced false signals earlier in this recovery.
So I’m inclined to be a bit conservative about identifying recession risk here. Moreover, given that valuations and market
action already encourage a defensive market outlook, there’s really nothing to gain from a recession signal, since it
wouldn’t really alter our investment stance.
Still, though we’re inclined to wait for more data, and to look for greater deterioration before identifying a recession, it’s
important to remember how quickly the data can shift. The amount of time between the peak in economic confidence and
the beginning of a recession is usually very short. In general, a uniform deterioration in financial, employment and
economic confidence measures, even compared with 6 months earlier, strongly amplifies the risk of a recession, and
there’s not much lead time at all. Put simply, we want to have a reliable set of confirming evidence, but it’s also important to
remember how quickly that evidence can emerge.
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Questions we hear a lot
Given the volatility of the financial markets in recent months, my sense is that the best comments to offer are those that
relate to these questions:
Bull market or bear market?
My impression is that the recent bull market peaked on September 20, 2018, which is also when we observed the largest
preponderance of historically useful top signals we’ve ever seen. As I noted at the time, the only other point that came
close was March 24, 2000, the date of the 2000 bubble peak. Still, the primary usefulness of a bull/bear label is to
emphasize the potential for steep market losses over the completion of the cycle. As long as one recognizes that risk,
there’s no need for labels.
It’s probably better to recognize that the market remains hypervalued and that market internals remain unfavorable. If
internals improve at high valuations, our outlook is likely to shift to something that might be described as “constructive with
a safety net.” If they improve at substantially lower valuations, we’re likely to move to an unhedged or aggressive stance.
For now, there’s so much downside risk that we’d view an improvement in internals as a “bear market rally,” but whatever
one might call it, we’d likely be constructive with a safety net. Even that, I suspect, is likely to emerge from lower levels.
Buy stocks or buy bonds?
My impression is that neither provides much prospect for meaningful returns, and 10% off the most obscene valuations in
U.S. history isn’t what I’d call a “bargain.” With the yield curve as flat as we currently observe, the main reason to own
bonds is based on the likelihood of a decline in yields in the event of economic weakness. There’s some potential for that,
but I’d lean toward a mix of Treasury bills, modest bond market durations, high credit-quality, and hedged equity. Our
estimated return/risk profile for precious metals shares is also fairly strong here, but given the volatility of those shares, I’d
characterize that as a constructive situation rather than an aggressive one. None of these is without risk.
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Recession or continued expansion?
We’re seeing a good deal of weakness in our leading measures, and a lot of the regional purchasing managers indices and
Fed surveys are deteriorating as well, but we don’t have a sufficient basis for an outright recession warning. This expansion
is very long in the tooth, unemployment is quite low, and the underlying structural growth factors are dismal. So my sense
is we’re far closer to a recession than to 4% real GDP growth “as far as the eye can see.” Given the other factors already in
place, be particularly watchful for an ISM Purchasing Managers Index below 50, a move above 4% in unemployment, and
a slowdown in employment growth below about 1.4% year-over-year. A decline in aggregate hours worked versus 3months earlier along with a steep drop in consumer confidence, particularly about 20 points below its 12-month average,
would all be strong confirming evidence of an economic downturn.
More rate hikes or a new round of QE?
On December 19, Fed Chair Jerome Powell observed “We’ve reached the bottom end of the range of what the Committee
believes might be neutral.” I think that is exactly right. As I observed in the December comment, the combination of low
structural economic growth and modest inflation pressure is fairly consistent with the current level of short-term interest
rates. Long-term rates would normally be higher in the context of current data, but given the deterioration in leading
economic measures (remember, payroll employment and the unemployment rate are two of the most lagging economic
measures available), there’s little compelling upward pressure.
Don’t take hope in Fed intervention to support the market, other than knee-jerk reactions. First, remember that the Fed
eased persistently throughout the 2000-2002 and 2007-2009 collapses with no effect. When investors are inclined toward
risk-aversion, safe liquidity is a desirable asset, not an inferior one. My view is that it’s essential to monitor market internals
directly. We don’t disclose the details of our own measures, but I’ve discussed uniformity, divergence, breadth, leadership,
price-volume sponsorship, credit spreads, and other factors often enough that the central concept should be clear: when
investors are inclined toward speculation, they tend to be indiscriminate about it.
If and when internals improve, virtually anything the Fed does will likely be associated with market gains. If internals
continue to indicate risk-aversion among investors, then those knee-jerk “clearing rallies” would best be used as
opportunities to sell marginal stock holdings and tighten up hedges.
My impression is that Jerome Powell is highly aware of how loose the cause-and-effect links are between monetary policy
and the real economy. But apart from noting that the Fed’s workhorse economic model estimates only a 0.2% change in
the unemployment rate after 3 years in response to each $500 billion in asset purchases, there’s nothing in his past
speeches that indicates an intellectual opposition to QE. It’s not at all clear that the Fed recognizes its role in creating
repeated cycles of bubble and collapse. So we have to allow for another round of QE in response to the next recession.
Again, the appropriate response on our part will be to align ourselves with market internals. A favorable shift would likely
encourage a constructive or aggressive investment outlook, particularly if valuations have retreated substantially at that
point.
Inflation or deflation?
One of the key features of the recent speculative episode has been yield-seeking speculation by investors starved for safe
yields. In response, Wall Street and corporate America provided more “product” in the form of low-grade covenant-lite debt.
Indeed, the median rating on U.S. corporate debt now stands just one notch above junk. In an economic decline, one
should expect a disruptive wave of defaults, with far lower recovery rates than in previous economic cycles.
Now, defaults tend to be deflationary, so what you tend to see is an upward spike in the yields on junk bonds and corporate
debt but a downward trend in the yields of securities viewed as being without credit risk, which has historically included
Treasury securities. The question is what happens when we begin to run trillion dollar deficits.
In the event of a deflationary economic decline, even one where defaults are higher as a result of all the yield-seeking and
low-grade debt issuance of recent years, another round of QE seems likely. Our response to that prospect is simple – we’ll
take our cue from market internals, particularly given that the entire net total return of the S&P 500 since 2007 occurred
when our measures of internals have been favorable, and most of the 2007-2009 collapse occurred when they were not.
As I’ve regularly noted, our problem during the recent half-cycle had nothing to do with valuations or market internals, but
with our bearish response to “overvalued, overbought, overbullish” syndromes.
Meanwhile, it’s also important to allow for an inflationary economic decline, which would result from a public loss of faith in
the ability of the government to run a stable debt/GDP relationship. In that event, all bets on QE are off, and the country will
just face a difficult situation, as it has periodically faced before.
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The best indicator of inflation is inflation. It’s difficult to forecast inflation with macroeconomic variables, because large
shifts in inflation are typically linked to discrete events that provoke a loss of confidence in price stability itself, like the
trifecta of Great Society deficits, Nixon closing the gold window, and an oil embargo, or the combination of money printing
and a supply shock, like using deficit finance to pay striking workers in the Ruhr. Not surprisingly, we’ll infer that shift in
confidence from uniformity in the behavior of inflation-sensitive asset prices.
There’s no economic factor that predicts the rate of inflation better than the rate of inflation itself (and related
uniformity in the behavior of inflation-sensitive securities including precious metals, exchange rates, bond prices,
commodities, TIPS, and related securities). Just like a shift in market internals, it may be difficult to predict, but it’s
fairly easy to align yourself with it.

I know that many observers are quietly repeating Milton Friedman’s phrase that “inflation is always and everywhere a
monetary phenomenon.” The problem is, you won’t reliably see that in the data. As a former economics professor, I get it.
The quiet job of the economics profession is to indoctrinate teenagers with purely theoretical models by showing them linedrawings. Nobody ever asks them to spend time staring at actual numbers.
So they become adults – and sometimes even Fed governors – who take theoretical diagrams as reality, for example, the
notion that the Phillips curve is a relationship between unemployment and general price inflation, when there’s utterly no
evidence for it. In fact, as I’ve regularly argued, when you actually look at A.W. Phillips’ data (a century of British
unemployment and wage data during a period of stable general prices under the gold standard), the Phillips Curve is
actually a relationship between unemployment and real wage inflation.
Of course, money creation and general price inflation are undoubtedly linked when money creation hits the pace of the
Weimar Republic or Zimbabwe. But for the U.S., there’s no economic factor that predicts the rate of inflation better than the
rate of inflation itself (and related uniformity in the behavior of inflation-sensitive securities including precious metals,
exchange rates, bond prices, commodities, TIPS, and related securities). Just like a shift in market internals, it may be
difficult to predict, but it’s fairly easy to align yourself with it.
Finally, I’ve been asked why my January comment didn’t come out earlier in the month. It’s because this last section is
important to me…
In Honor and Remembrance of Dr. Martin Luther King, Jr.
Dr. King noted that he tried to speak on the subject below at least once a year. Preserving that tradition has always seemed
an appropriate way to honor him. If you’ve never read Dr. King’s writings, this talk is a good place to start. I don’t think it’s
possible to read his words without coming away better for it.
Loving Your Enemies
November 17 1957
“I want to use as a subject from which to preach this morning a very familiar subject, and it is familiar to you because I have
preached from this subject twice before to my knowing in this pulpit. I try to make it a, something of a custom or tradition to
preach from this passage of Scripture at least once a year, adding new insights that I develop along the way out of new
experiences as I give these messages. Although the content is, the basic content is the same, new insights and new
experiences naturally make for new illustrations.
“So I want to turn your attention to this subject: “Loving Your Enemies.” It’s so basic to me because it is a part of my basic
philosophical and theological orientation – the whole idea of love, the whole philosophy of love. In the fifth chapter of the
gospel as recorded by Saint Matthew, we read these very arresting words flowing from the lips of our Lord and Master: “Ye
have heard that it has been said, ‘Thou shall love thy neighbor, and hate thine enemy.’ But I say unto you, Love your
enemies, bless them that curse you, do good to them that hate you, and pray for them that despitefully use you; that ye
may be the children of your Father which is in heaven.”
“Over the centuries, many persons have argued that this is an extremely difficult command. Many would go so far as to say
that it just isn’t possible to move out into the actual practice of this glorious command. But far from being an impractical
idealist, Jesus has become the practical realist. The words of this text glitter in our eyes with a new urgency. Far from being
the pious injunction of a utopian dreamer, this command is an absolute necessity for the survival of our civilization. Yes, it is
love that will save our world and our civilization, love even for enemies.
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“Now let me hasten to say that Jesus was very serious when he gave this command; he wasn’t playing. He realized that it’s
hard to love your enemies. He realized that it’s difficult to love those persons who seek to defeat you, those persons who
say evil things about you. He realized that it was painfully hard, pressingly hard. But he wasn’t playing. We have the
Christian and moral responsibility to seek to discover the meaning of these words, and to discover how we can live out this
command, and why we should live by this command.
So this morning, as I look into your eyes, and into the eyes of all of my brothers in Alabama and all over America and
over the world, I say to you, ‘I love you. I would rather die than hate you.’ And I’m foolish enough to believe that
through the power of this love somewhere, men of the most recalcitrant bent will be transformed.
– Reverend Dr. Martin Luther King, Jr.

“Now first let us deal with this question, which is the practical question: How do you go about loving your enemies? I think
the first thing is this: In order to love your enemies, you must begin by analyzing self. And I’m sure that seems strange to
you, that I start out telling you this morning that you love your enemies by beginning with a look at self. It seems to me that
that is the first and foremost way to come to an adequate discovery to the how of this situation.
“Now, I’m aware of the fact that some people will not like you, not because of something you have done to them, but they
just won’t like you. But after looking at these things and admitting these things, we must face the fact that an individual
might dislike us because of something that we’ve done deep down in the past, some personality attribute that we possess,
something that we’ve done deep down in the past and we’ve forgotten about it; but it was that something that aroused the
hate response within the individual. That is why I say, begin with yourself. There might be something within you that
arouses the tragic hate response in the other individual.
“This is true in our international struggle. Democracy is the greatest form of government to my mind that man has ever
conceived, but the weakness is that we have never touched it. We must face the fact that the rhythmic beat of the deep
rumblings of discontent from Asia and Africa is at bottom a revolt against the imperialism and colonialism perpetuated by
Western civilization all these many years.
“And this is what Jesus means when he said: “How is it that you can see the mote in your brother’s eye and not see the
beam in your own eye?” And this is one of the tragedies of human nature. So we begin to love our enemies and love those
persons that hate us whether in collective life or individual life by looking at ourselves.
“A second thing that an individual must do in seeking to love his enemy is to discover the element of good in his enemy,
and every time you begin to hate that person and think of hating that person, realize that there is some good there and look
at those good points which will over-balance the bad points.
“Somehow the “isness” of our present nature is out of harmony with the eternal “oughtness” that forever confronts us. And
this simply means this: That within the best of us, there is some evil, and within the worst of us, there is some good. When
we come to see this, we take a different attitude toward individuals. The person who hates you most has some good in him;
even the nation that hates you most has some good in it; even the race that hates you most has some good in it. And when
you come to the point that you look in the face of every man and see deep down within him what religion calls “the image
of God,” you begin to love him in spite of. No matter what he does, you see God’s image there. There is an element of
goodness that he can never slough off. Discover the element of good in your enemy. And as you seek to hate him, find the
center of goodness and place your attention there and you will take a new attitude.
“Another way that you love your enemy is this: When the opportunity presents itself for you to defeat your enemy, that is
the time which you must not do it. There will come a time, in many instances, when the person who hates you most, the
person who has misused you most, the person who has gossiped about you most, the person who has spread false rumors
about you most, there will come a time when you will have an opportunity to defeat that person. It might be in terms of a
recommendation for a job; it might be in terms of helping that person to make some move in life. That’s the time you must
do it. That is the meaning of love. In the final analysis, love is not this sentimental something that we talk about. It’s not
merely an emotional something. Love is creative, understanding goodwill for all men. It is the refusal to defeat any
individual. When you rise to the level of love, of its great beauty and power, you seek only to defeat evil systems.
Individuals who happen to be caught up in that system, you love, but you seek to defeat the system.
Within the best of us, there is some evil, and within the worst of us, there is some good. The person who hates you
most has some good in him; even the nation that hates you most has some good in it; even the race that hates you
most has some good in it… No matter what he does, you see God’s image there. There is an element of goodness
that he can never slough off.
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“The Greek language, as I’ve said so often before, is very powerful at this point. It comes to our aid beautifully in giving us
the real meaning and depth of the whole philosophy of love. And I think it is quite apropos at this point, for you see the
Greek language has three words for love, interestingly enough. It talks about love as eros. That’s one word for love. Eros is
a sort of, aesthetic love. Plato talks about it a great deal in his dialogues, a sort of yearning of the soul for the realm of the
gods. And it’s come to us to be a sort of romantic love, though it’s a beautiful love. Everybody has experienced eros in all of
its beauty when you find some individual that is attractive to you and that you pour out all of your like and your love on that
individual. That is eros, you see, and it’s a powerful, beautiful love that is given to us through all of the beauty of literature;
we read about it.
“Then the Greek language talks about philia, and that’s another type of love that’s also beautiful. It is a sort of intimate
affection between personal friends. And this is the type of love that you have for those persons that you’re friendly with,
your intimate friends, or people that you call on the telephone and you go by to have dinner with, and your roommate in
college and that type of thing. It’s a sort of reciprocal love. On this level, you like a person because that person likes you.
You love on this level, because you are loved. You love on this level, because there’s something about the person you love
that is likeable to you. This too is a beautiful love. You can communicate with a person; you have certain things in common;
you like to do things together. This is philia.
“The Greek language comes out with another word for love. It is the word agape. And agape is more than eros; agape is
more than philia; agape is something of the understanding, creative, redemptive goodwill for all men. It is a love that seeks
nothing in return. It is an overflowing love; it’s what theologians would call the love of God working in the lives of men. And
when you rise to love on this level, you begin to love men, not because they are likeable, but because God loves them.
You look at every man, and you love him because you know God loves him. And he might be the worst person you’ve ever
seen.
“And this is what Jesus means, I think, in this very passage when he says, “Love your enemy.” And it’s significant that he
does not say, “Like your enemy.” Like is a sentimental something, an affectionate something. There are a lot of people that
I find it difficult to like. I don’t like what they do to me. I don’t like what they say about me and other people. I don’t like their
attitudes. I don’t like some of the things they’re doing. I don’t like them. But Jesus says love them. And love is greater than
like. Love is understanding, redemptive goodwill for all men, so that you love everybody, because God loves them. You
refuse to do anything that will defeat an individual, because you have agape in your soul. And here you come to the point
that you love the individual who does the evil deed, while hating the deed that the person does. This is what Jesus means
when he says, “Love your enemy.” This is the way to do it. When the opportunity presents itself when you can defeat your
enemy, you must not do it.
“Now for the few moments left, let us move from the practical how to the theoretical why. It’s not only necessary to know
how to go about loving your enemies, but also to go down into the question of why we should love our enemies. I think the
first reason that we should love our enemies, and I think this was at the very center of Jesus’ thinking, is this: that hate for
hate only intensifies the existence of hate and evil in the universe. If I hit you and you hit me and I hit you back and you hit
me back and go on, you see, that goes on ad infinitum. It just never ends. Somewhere somebody must have a little sense,
and that’s the strong person. The strong person is the person who can cut off the chain of hate, the chain of evil. And that
is the tragedy of hate – that it doesn’t cut it off. It only intensifies the existence of hate and evil in the universe. Somebody
must have religion enough and morality enough to cut it off and inject within the very structure of the universe that strong
and powerful element of love.
“I think I mentioned before that sometime ago my brother and I were driving one evening to Chattanooga, Tennessee, from
Atlanta. He was driving the car. And for some reason the drivers were very discourteous that night. They didn’t dim their
lights; hardly any driver that passed by dimmed his lights. And I remember very vividly, my brother A. D. looked over and in
a tone of anger said: “I know what I’m going to do. The next car that comes along here and refuses to dim the lights, I’m
going to fail to dim mine and pour them on in all of their power.” And I looked at him right quick and said: “Oh no, don’t do
that. There’d be too much light on this highway, and it will end up in mutual destruction for all. Somebody got to have some
sense on this highway.”
“Somebody must have sense enough to dim the lights, and that is the trouble, isn’t it? That as all of the civilizations of the
world move up the highway of history, so many civilizations, having looked at other civilizations that refused to dim the
lights, and they decided to refuse to dim theirs. And Toynbee tells that out of the twenty-two civilizations that have risen up,
all but about seven have found themselves in the junk heap of destruction. It is because civilizations fail to have sense
enough to dim the lights. And if somebody doesn’t have sense enough to turn on the dim and beautiful and powerful lights
of love in this world, the whole of our civilization will be plunged into the abyss of destruction. And we will all end up
destroyed because nobody had any sense on the highway of history.
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The strong person is the person who can cut off the chain of hate, the chain of evil. And that is the tragedy of hate –
that it doesn’t cut it off. It only intensifies the existence of hate and evil in the universe. Somebody must have religion
enough and morality enough to cut it off and inject within the very structure of the universe that strong and powerful
element of love.

“Somewhere somebody must have some sense. Men must see that force begets force, hate begets hate, toughness
begets toughness. And it is all a descending spiral, ultimately ending in destruction for all and everybody. Somebody must
have sense enough and morality enough to cut off the chain of hate and the chain of evil in the universe. And you do that
by love.
“There’s another reason why you should love your enemies, and that is because hate distorts the personality of the hater.
We usually think of what hate does for the individual hated or the individuals hated or the groups hated. But it is even more
tragic, it is even more ruinous and injurious to the individual who hates. You just begin hating somebody, and you will begin
to do irrational things. You can’t see straight when you hate. You can’t walk straight when you hate. You can’t stand
upright. Your vision is distorted. There is nothing more tragic than to see an individual whose heart is filled with hate. He
comes to the point that he becomes a pathological case. For the person who hates, you can stand up and see a person
and that person can be beautiful, and you will call them ugly. For the person who hates, the beautiful becomes ugly and the
ugly becomes beautiful. For the person who hates, the good becomes bad and the bad becomes good. For the person who
hates, the true becomes false and the false becomes true. That’s what hate does. You can’t see right. The symbol of
objectivity is lost. Hate destroys the very structure of the personality of the hater.
“The way to be integrated with yourself is be sure that you meet every situation of life with an abounding love. Never hate,
because it ends up in tragic, neurotic responses. Psychologists and psychiatrists are telling us today that the more we hate,
the more we develop guilt feelings and we begin to subconsciously repress or consciously suppress certain emotions, and
they all stack up in our subconscious selves and make for tragic, neurotic responses. And may this not be the neuroses of
many individuals as they confront life that that is an element of hate there. And modern psychology is calling on us now to
love. But long before modern psychology came into being, the world’s greatest psychologist who walked around the hills of
Galilee told us to love. He looked at men and said: “Love your enemies; don’t hate anybody.” It’s not enough – to love your
friends – because when you start hating anybody, it destroys the very center of your creative response to life and the
universe; so love everybody. Hate at any point is a cancer that gnaws away at the very vital center of your life and your
existence. It is like eroding acid that eats away the best and the objective center of your life. So Jesus says love, because
hate destroys the hater as well as the hated.
“Now there is a final reason I think that Jesus says, “Love your enemies.” It is this: that love has within it a redemptive
power. And there is a power there that eventually transforms individuals. That’s why Jesus says, “Love your enemies.”
Because if you hate your enemies, you have no way to redeem and to transform your enemies. But if you love your
enemies, you will discover that at the very root of love is the power of redemption. You just keep loving people and keep
loving them, even though they’re mistreating you. Here’s the person who is a neighbor, and this person is doing something
wrong to you and all of that. Just keep being friendly to that person. Keep loving them. Don’t do anything to embarrass
them. Just keep loving them, and they can’t stand it too long. Oh, they react in many ways in the beginning. They react with
bitterness because they’re mad because you love them like that. They react with guilt feelings, and sometimes they’ll hate
you a little more at that transition period, but just keep loving them. And by the power of your love they will break down
under the load. That’s love, you see. It is redemptive, and this is why Jesus says love. There’s something about love that
builds up and is creative. There is something about hate that tears down and is destructive. So love your enemies.
“There is a power in love that our world has not discovered yet. Jesus discovered it centuries ago. Mahatma Gandhi of
India discovered it a few years ago, but most men and most women never discover it. For they believe in hitting for hitting;
they believe in an eye for an eye and a tooth for a tooth; they believe in hating for hating; but Jesus comes to us and says,
“This isn’t the way.”
“As we look out across the years and across the generations, let us develop and move right here. We must discover the
power of love, the power, the redemptive power of love. And when we discover that we will be able to make of this old
world a new world. We will be able to make men better. Love is the only way. Jesus discovered that.
“And our civilization must discover that. Individuals must discover that as they deal with other individuals. There is a little
tree planted on a little hill and on that tree hangs the most influential character that ever came in this world. But never feel
that that tree is a meaningless drama that took place on the stages of history. Oh no, it is a telescope through which we
look out into the long vista of eternity, and see the love of God breaking forth into time. It is an eternal reminder to a powerdrunk generation that love is the only way. It is an eternal reminder to a generation depending on nuclear and atomic
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energy, a generation depending on physical violence, that love is the only creative, redemptive, transforming power in the
universe.
“So this morning, as I look into your eyes, and into the eyes of all of my brothers in Alabama and all over America and over
the world, I say to you, “I love you. I would rather die than hate you.” And I’m foolish enough to believe that through the
power of this love somewhere, men of the most recalcitrant bent will be transformed. And then we will be in God’s
kingdom.
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