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ces for certain dependents; hence, the 
program is a compromise between an in­
surance program and a program based 
on the needs of the worker's family. 
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Income Maintenance Programs and Rural Poverty 
John H. Sanders, Graduate Assistant 

Department of Agricultural and Applied Economics 

H.ural poverty has been identified as a 
serious social and economic problem. In 
any attempt to design an effective attack 
on the problems of the rural poor, we 
must recognize that traditional farm pro­
grams have little impact on rural poverty. 
And we must recognize that current pro­
posals to expand and modify the Ameri­
can system of in.come maintenance pro­
grams are especially important in com­
bating rural poverty. 

Criticism of prevailing income main­
tenance programs has been mounting 
rapidly in recent years. An assessment of 
present programs led the President's 
Commission on Income l'vlaintenance Pro­
grams to conclude that: 

We have not developed a Na.tional pro­
gram which (1) provides economic secu­
rity to all those in need, not iust those 
in certain categories, (2) provides aid in 
an efficient, dignified, consistent fashion, 
and (3) p1"eserves the incentives that 
have provided much of our unique 
growth as a Nation and as individu.als.l 

In response to growing pressures for 
changes in the structure of current pro­
grams, President Nixon has advanced a 
series of proposals to alter many of the 
programs that together constitute the 
nation's welfare system. This article de­
scribes some of the major features of cur­
rmt income maintenance programs and 
examines the Nixon proposal to reform 
the structure of public assistance pro-
grams. 

CURRENT PROGRAMS 

The U.S. income maintenance system, 
which began in the mid-thirties, consists 
of two tiers. One is designed chiefly to 
help stabilize the income of families and 
individuals. The major programs in this 
group are social security and unemploy­
ment insurance. These programs seek to 
ptevent a complete collapse of income 
when an individual retires, is disabled, or 
is laid off. The other tier is the system of 

1 Prrsident's Commission on Income Maintenance 
Programs. Poverty Amid Plenty: An American Pa­
radox. Final report of the Commission. '~'ashing­
lon: U.S. Government Printing Office. 1969. p. 46. 

public assistance, which was set up to 
supplement the social insurance programs 
by providing income grants to certain 
categories of people in poverty. 

Social security payments of over $2 bil­
lion per month presently are being made 
to 25 million retired, disabled, and de­
pendent persons, with 60 percent of these 
payments going to those with poverty 
incomes before the payment.~ Social 
security is similar to private insurance 
programs since it is financed from trust 
funds created by a tax on future benefici­
aries. Contributions to the social securitv 
trust fund are based upon the assumptioi1 
that wages and benefit levels will not in­
crease in the future, hence present bene­
fit payments tend to exceed past contri­
butions plus accumulated interest. 

In 1968 the average benefit paid to a 
retired worker was $99 per month, $25 
above the average benefit paid in 1960. 
Over time, the social security program 
has been directed more toward needs ra­
ther than the past contributions of its 
clientele. 

In 1968, approximately 7 4 percent of 
the civilian labor force was covered by 
some type of unemployment insurance. 
Unemployment compensation is state ad­
ministered; consequently, there are sub­
stantial variations in benefits between 
states. :rviost states put maximum payment 
levels at less than one-half of weeklv 
earnings prior to the lay off. In 1968 the 
average benefit was $43 per week. Un­
employment insurance operates mainly 
from trust funds collected from employ­
ers.3 The program is of most benefit to 
those who usually have steady employ­
ment and who experience only brief 
periods of unemployment. This is be­
cause states limit the length of time over 
which benefits may be received and often 
tie payment amounts to length of previ­
ous employment. Most states now pay 
up to 26 weeks of benefits. In all states, 
benefits depend upon previous earnings. 

• C. L. Schultze. Setting National Priorities: tl1e 
1971 Budget. \Vashington: Brookings Institution. 
1970. p. 78. 

"As of Jannmy 1, 1968, three states, Alabama, 
Alaska, and New Jersey. also collected contribu­
tions front employees. 

Current public assistance programs 
cover only persons in certain categories. 
The major categories covered are the 
aged, the blind, the disabled, and moth­
ers with dependent children. Public as­
sistance programs are financed partly by 
the federal government under matching 
fund agreements, but are administered 
by the state governments. Most states 
also operate general assistance programs 
that cover some of the needy who are not 
eligible for other programs. General as­
sistance programs are financed solely 
from state and local revenues. 

Public assistance programs are funded 
from general revenue collections. There 
are wide differences in administrative 
practices and benefit levels between 
states. For example, in April 1968, bene­
fits in Mississippi for a family of four 
receiving Aid to Dependent Children 
were $55 per month, while benefits in 
New Jersey were $3.32 per month. 

The benefits paid under social insur­
ance and public assistance programs are 
shown in table I. Public assistance out­
lays amounted to around one-fifth of the 
benefits paid in 1968 and 1969. The pre­
dominant program in public assistance is 
Aid to Families with Dependent Children 
(AFDC). AFDC is the program that 
most frequently is the target for attacks 
on the public assistance system. In 1968, 
expenditures for AFDC were 54 percent 
of public assistance (excluding general 
assistance), but AFDC accounted for 
only 9 percent of total social insurance 
and public assistance benefits. 

IMPROVING THE SYSTEM 

The minimum income regarded by the 
American public as necessary for an 
adequate level of living has been rising. 
And the public has become more aware 
of the need for investment in the poor 
and their children to break the cvcles of 
poverty, ignorance, and poor health. This 
increasing awareness of poverty is partly 
responsible for the recent rapid increase 
in expenditures for public assistance pro­
grams. 

The present crisis in the public assis­
tance system has been generated by (1) 
the rapidly increasing number of re­
cipients of public assistance, primarily 
those vvith dependent children; (2) the 
inequity in present public assistance 
levels between states and the inequity 
resulting from dividing the poor into 
categories that receive assistance and 
those that do not, such as many of the 
working poor; (3) tremendous opposing 
pressures for changes in administratiYe 

Issued in furtherance of cooperative extension 
work in agriculture and home economics, acts of 
May 8 and June 30, 1914, in cooperation with 
the U.S. Department of Agriculture. Roland H. 
Abraham, Director of Agricultural Extension Ser­
vice, University of Minnesota, St. Paul, Minnesota 
55101. 
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Table 1. Benefits paid under income maintenance programs in 1968-70 and number of 
program beneficiaries in 1968 

Total program benefits 
Number of 

program 
(billion dollars) beneficiaries 

Estimate in 1968 
1968 1969 for 1970 (millions) 

Social msurance programs'~ ...... 27.1 30.1 33.8 
Old age, survivors and 
disability insurance . . . . . . . . . . . 24.9 27.3 30.4 24.3 
Unemployment insurance ...... 2.2 2.8 3.4 --:j: 

Public assistance programt ...... 5.2 6.4 7.4 11.3 
Old age assistance . . . . . . . . . . . 1.7 NA§ NA 2.3 
Aid to the blind .............. 0.1 NA NA .1 
Aid to the permanently and 

totally disabled . . . . . . . . . . . . 0.7 NA NA .9 
Aid to families with 

dependent children ......... 2.8 NA NA 8.0 

• There are other social insurance programs not included here: railroad retirement, workmen's and 
veterans' compensation, and state disability insurance, for example. 

t In most states there is a general assistance program to cover the poor not included in the 
categories listed. In many states, households with an employable member are ineligible. In other 
states, these payments are only made for short periods. Data generally are lacking on this com· 
ponent of the public assistance system. 

:j: In 1968, there was an average of 201,000 initial claims per week for unemployment compensation. 
§ NA - not available. 
Sources: President's Commission on Income Maintenance Programs, Poverty Amid Plenty: An Ameri· 
can Paradox; C. L. Schultze, Setting National Priorities: the 1971 Budget; and U.S. Bureau of the 
Budget, The Budget in Brief, Fiscal Year 1971. 

handling of public assistance from liberal 
reformers and conservative critics; and 
(4) the increasing self-assertiveness of the 
poor themselves. 

To evaluate proposed improvements 
in the system of income maintenance, 
the intended program objectives first 
must be specified. Then the efficiency of 
various programs in achieving those ob­
jectives can be evaluated. An important 
objective of income maintenance is to re­
duce and eliminate poverty. 

In 1968, there were approximately 
25.4 million individuals or 9. 7 million 
families in poverty. Approximately one­
third of the families in poverty are headed 
by a working male, so they are now ex­
cluded from public assistance. The differ­
ence between the poverty income defini­
tions and the present income of all the 
poor was $9.85 billion in 1968. 

If one objective of society is to reduce 
this poverty gap, then various programs 
can be evaluated in terms of their effi­
ciency in getting money to the poor. A 
program in which all benefits go to the 
poor would be more efficient in reducing 
poverty than one in which part of the 
benefits go to those who are not poor. 

One way to increase cash assistance to 
the poor is to raise social security bene­
fits. However, this would be less efficient 
than some other alternatives. Green and 
Lampman report that additional bene­
fits of $3.67 would be required to get $1 
to the poor by increasing social security 
benefits. Thus, raising the level of bene­
fits under the existing social security pro­
gram would be a very expensive method 
of closing the poverty gap. 

Improvements in present public assis­
tance programs would have less leakage 
to the nonpoor, but their inequitable 
treatment of the working poor as com­
pared with the categorical poor also 
would increase if program benefits were 

raised. For this reason, growing support 
has developed for programs commonly 
referred to as negative income taxes or 
guaranteed annual incomes. These pro­
grams are based upon the contention that 
the categorical approach to poverty 
should be eliminated. Broadly speaking, 
they would guarantee a minimum income 
level to all in poverty and attempt to in­
crease the incentive for recipients to seek 
employment by reducing program bene­
fits by less than $1 for every $1 earned. 
Proponents of this approach have been 
quick to point out that past programs 
have virtually eliminated work incentives 
by reducing the benefits of recipients by 
$1 for every $1 in additional income that 
thev earned. 

.Advocates of guaranteed income plans 
also contend that administrative costs 
would be reduced by making payments 
more automatic. Public assistance admin­
istrative costs are approximately 15 per­
cent of total program expenditures, while 
the Social Security Administration pays 
less than 3 percent of its budget for ad­
ministrative costs. 

Many of the proposals to improve cur­
rent public assistance programs include a 
negative income tax. Every negative in­
come tax plan has three components: (1) 
a basic income grant, (2) a negative tax 
rate, and (3) a breakeven income. The 
negative tax rate is the amount by which 
the basic income grant is reduced for 
each $1 of earnings. If the tax rate is .SO 
percent, then the grant is reduced by 
SO cents for each $1 of earnings. The 
breakeven income is the income level at 
which the basic income grant is exactly 
offset by the reduction in benefits that is 
made to account for income earned. 

To illustrate the three basic compo­
nents of a negative income tax, let's con­
sider the plan proposed by the President's 
Commission on Income Maintenance Pro-
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grams. The Commission plan proposes a 
basic income grant of $750 annually for 
each of the first two adults in a family 
and $450 for each additional family 
member. Thus, a family of four (two 
adults and two children) would be eligi­
ble for a grant of $2,400. The basic grant 
would be reduced by 50 cents for each 
$1 of earned income. Consequently, the 
breakeven income would be $4,800, the 
income level at which earned income 
($4,800) times the negative tax rate (50 
percent) is equal to the basic grant of 
$2,400. All families of four with earnings 
of less than $4,800 would receive bene­
fits under the plan (see figure 1) . 

Use of the negative income tax prin­
ciple in providing cash assistance to the 
needy offers the advantage of giving the 
poor an incentive to increase their in­
come through work. This incentive exists 
because additional earned income alwavs 
results in an increase in total family i;1-
come. Unavoidably, this method of pro­
viding a work incentive also leads to a 
difficult problem: The income of the 
poorest of the poor, after taking the 
amount of the government income pay­
ment into account, will still be less than 
the earned income of the not-so-poor 
who are eligible for income payments. 

The proposal of the President's Com­
mission on Income Maintenance Pro­
grams illustrates this problem. As shown 
in figure 1, the Commission plan would 
provide an income grant of $2,400 to a 
family of four with no earned income. 
This would leave such a family approxi­
mately $1,200 below the government­
established poverty threshold. At the 
same time, a family with an earned in­
come of $3,600, which is slightly above 
the 1968 poverty threshold, would be 
eligible to receive an income payment of 
$600, bringing the family's total income 
up to $4,200 . 

Total 
family 

income, 
dollars 

4,800 

4,200 

3,600 

3,000 

Breakeven income 

Earned income 

i 
I 

1,200 2,400 3,600 4,800 
Earned income, dollars 

*Earned income plus government income grant 
for a family ot two adults and two children. 

**In 1968 for a nonfarm family of four headed 
by a male ($3,555). 

Figure 1. Total income for a family of four un· 
der the proposal of the President's Commission 
on Income Maintenance Programs. 
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THE FAMILY ASSISTANCE PLAN 

On August 11, 1969, President Nixon 
proposed an income maintenance pro­
gram in a message to the Congress. The 
Administration's proposal, known as the 
Family Assistance Plan (F AP) woul_d 
broaden the coverage of current pubhc 
assistance to include the families of the 
working poor, provide na~ionwide min!­
mum levels of assistance with greater um­
formity in benefits between states, and 
increase federal participation in financing 
public assistance. The F AP proposal 
stops short of providing a guaranteed 
minimum income for all the poor by ex­
cluding individuals and childless couples. 

In most states, only families without a 
male head are given public assistance 
payments for their dependent children. 
In half of the states, payments also can 
be made if the male head has been un­
employed for a long time. The present 
svstem of public assistance has been ac­
c~Ised of breaking up families and dis­
couraging people from working. More­
over, the families of only 40 percent of 
the nation's poor children receive public 
assistance benefits. 

F AP would PI.J.Y benefits to all families 
in poverty who have children, so 100 
percent of the poor children would . be 
covered. By including a work reqmre­
ment and a negative tax rate of. 50 per­
cent after the first $720 of earnmgs, the 
plan also attempts to increase the incen­
tive to work for those now on assistance. 

The program would pay federal bene­
fits to 20 million of the estimated 25.4 
million poor. The basic grant is $500 per 
adult and $300 per child per year. 4 The 
household head is allowed to earn $720 
without any reduction in benefits. For 
earnings in excess of $720, benefits are 
reduced bv 50 cents of the basic grant 
for each additional $1 of earnings. Also, 
states now paying levels of public as­
sistance above the proposed federal 
guarantee are expected to maintain a cer­
tain percentage of their expenditures so 
the program will not significantly reduce 
benefits received under current programs. 

Although the F AP program was de­
signed to replace Aid to Dependent Chil­
dren, it \Viii benefit primarily the working 
poor with children. In only 10 states will 
the proposal increase the payment levels 
for families with dependent children who 
presently are receiving public assistance. 
It still is a categorical program, since eli­
gibilitv is limited to those who have chil­
dren ~mel earn a poverty income. But 
the program takes a large step toward a 
public assistance program based only 
upon need. 

The F AP proposal would increase cash 
assistance to poor people by an estimated 

1 Bc'sides cash grants, low income families also 
would be eligible for food stamps. The cost of 
food stamps Would vary directly with the amount 
of t'arned income received by the family. The Ad­
ministration"s initial proposal called for a net ad­
dition to family income in the fom1 of food stamps 
that would vary from $720 for a four pe-rson fami­
ly with no earned inc01ne to $80 for a four person 
family with an annual earned income of $3,920. 
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Table 2. Benefit schedule for a family of 
four (husband, wife, two children) under 
the proposed Family Assistance Plan 

Earned Total 
Income Benefit Income 

0 
720 

1,000 
1,500 
2,000 
2,500 
3,000 
3,500 
3,920 

dollars 
1,600 
1,600 
1,460 
1,210 

960 
710 
460 
210 

1,600 
2,320 
2,460 
2,710 
2,960 
3,210 
3,460 
3,710 
3,920 

Source: U.S. Bureau of the Budget. "Welfare Re· 
form Fact Sheet." Released August 8, 1969. 

$2 . .5 billion annually. It would help les­
sen the inequities in payment levels be­
tween states and between categories of 
the poor. The proposal would close only 
about 25 percent of the poverty income 
gap, but it would be very effici~nt at 
getting money to the poor. ApproXImate­
ly 99 percent of the cash assistance would 
go to the poor. The mechanics of the pro­
gram for a family of four are illusb·ated 
in table 2 and figure 2. 

F AP was passed by the House on April 
16, 1970. However, on May 1, after 
three davs of hearings, the Senate Fi­
nance Committee sent the House-passed 
bill back to the Health, Education, and 
\'V elf are Department for revision. The 
basic criticism bv the Senate committee 
was that the det~ils of how F AP would 
1'1t into the present system of transfer 
payments had not been sufficiently con­
sidered by the Administration. The Sen­
ate committee was especially concerned 
that fitting the F AP program into the 
present system of public assistance pl_us 
a liberalized Food Stamp Plan could m­
crease the negative tax rate from 50 
percent to 67 percent or higher and 
that this would substantially reduce the 
work incentive feature of the program. 
There also was concern that the cost of 
the program might be substantially 
above the Administration's estimate of 
$4.4 billion for the first year. 

Combined yearly 
earnings and 

family payments, 
dollars 

5,000 

4,000 
liD 
Family Earnings 

payments 

Yearly earnings, dollars 

Source: U.S. Bureau ot the Budget. "Welfare 
Reform Tax Sheet." Released August 8, 1969. 

Figure 2. Benefit schedule for a family of four 
(husband, wife, two children) under the proposed 
Family Assistance Plan. 
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The Nixon public assistance reform 
package also includes a national mini­
mum payment of .$90 per month and 
increased federal support for programs 
for the aged, blind, and disabled poor. 
The Administration also has proposed 
legislation to extend the coverage of 
unemployment insurance and lengthen 
the maximum period for receiving bene­
fits from 26 to 39 weeks. Moreover, the 
Administration has promised to expand 
the Food Stamp Program. 

REDUCING RURAL POVERTY 

The F AP program will be especially 
important in combating rural poverty. Of 
the estimated 20 million recipients, ap­
proximately 8.4 million would b_e from 
rural areas and they would receive ap­
proximately $1,060 per family. 

By residence, the rural recipients woul:J 
include approximately 500,000 farm fami­
lies and 1 million nonfarm families. Ac­
cording to their primary source of in­
come, 410,000 farm operator families and 
270 000 farm laborer families will be 
paid benefits under the proposed plan. 

The impact of $1.6 billion in addi­
tional income payments on rural eco­
nomic development should be substan­
tial. There also should be less pressure 
in the future on the budgets of state and 
local governments to meet growing pub­
lic assistance program costs. 

Higher incomes for the rural poor and 
increased spending in rural areas would 
likely encourage expansion of rural trade 
and service sectors. Increased local tax 
revenues also could lead to more public 
investments that could encourage indus­
tries to move into rural areas. 

The economic stimulus provided by 
the increased purchasing power of rural 
residents combined with the higher pro­
portion of poor families in rural than in 
urban areas would be expected to make 
rural areas the primary beneficiaries of 
an improved income maintenance sys­
tem. The President has committed him­
self in his State of the Union Message 
to making rural areas prosperous enough 
so that rural-to-urban migration flows 
will be reversed. While the Administra­
tion is unlikely to attain this objective, 
the FAP proposal, if adopted, would 
represent significant improvement in the 
economy of many rural areas. • 

r- ·. 
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IN PERSPECTIIIE k: 
Where Are The Poor? 

John H. Sanders 

The poor have been counted, surveyed, 
interviewed, televised, and studied. How­
ever, there have been few policy mea­
sures aimed directly at their primary 
problem: lack of money. Several recent 
proposals, including the Nixon Family 
Assistance Plan, the McGovern Food 
Stamp Plan, and the proposal of the 
President's Commission on Income Main­
tenance Programs, attempt to remedy this 
deficiency by improving and expanding 
public assistance programs. If one or 
more of these proposals is enacted, much 
of the impact will be felt outside the 
major metropolitan areas of the nation. 

To identify where the poor live, let us 
define poverty as any family income of 
less than $3,500 annually. The accom­
panying table indicates that nearly one­
half of the families in poverty live out­
side metropolitan areas. In 1968, 18.7 
percent of all families living in nonmetro­
politan areas had incomes of less than 
$3,500. The proportion of families in 
poverty outside the metropolitan areas is 
almost double the proportion in metro­
politan areas. Moreover, .the proporti.on 
of families on farms earmng poverty m-

comes is almost three times the propor­
tion of families in poverty in metropoli­
tan areas. 

There were approximately 1.6 million 
families in the North-Central Region with 
incomes of less than $3,500 in 1968. The 
proportion of families in poverty in the 
North-Central Region is slightly more 
than in either the Northeast or the 'Nest, 
but significantly less than in the South. 

There has been a prevalent belief in 
manv rural areas that poverty is a less 
significant problem in rural areas than in 
urban areas due to the lower costs of 
living in rural areas. Housing costs would 
be expected to be lower in rural areas, 
and many rural residents can produce 
some of their own food. Also, the higher 
population density in urban areas imposes 
more pollution, traffic congestion, noise, 
and other unpleasant aspects of urban life 
on the resident. 

However, the lower population density 
of rural areas often results in a lack of 
social services. The number and quality 
of health facilities and . personnel, the 
number of higher educational institu­
tions, and even the range of available 
consumer goods tend to be less in sparse­
ly populated areas. Hence, the cost of 
living may be lower in rural areas at 
least partly because rural inhabitants are 

Families earning less than $3,500 in 1968, by residence and region 

Residence Region 

Total number of 
families (1,000) 

Number of families 
earning less than 
$3,500 (1,000) 

Percentage of families 
earning less than 
$3,500 

United 
States 

50,510 

6,820 

13.5 

In 
metro­
politan 
areas 

32,600 

3,490 

10.7 

Outside 
metro­
politan 
areas Nonfarm 

17,910 47,880 

3,350 6,080 

18.7 12.7 

Farm 

2,630 

740 

28.2 

North­
east 

12,403 

1,315 

10.6 

North­
Central 

14,299 

1,616 

11.3 

Source: U.S. Bureau of the Census. "Income in 1968 of Families and Persons in the 
Current Population Reports. Series P-60. No. 66. December 23, 1969. pp. 25-71. 
Note: Details may not add to totals because of roundmg errors. 

South West 

15,258 8,549 

2,945 915 

19.3 10.7 

United States." 
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forced to do without many of the goods 
and services available to urban residents. 

Moreover, the cost of basic consumer 
goods is often higher in rural areas, since 
many retail establishments pay higher 
transportation costs and do not have the 
sales volume to offer prices as low as 
those in the discount stores of urban 
areas. When all goods and services, in­
cluding the quality components, are con­
sidered, living costs may even be higher 
in rural areas than in urban areas. More­
over, rural poverty has contributed to ur­
ban poverty as low income rural resi­
dents have migrated to cities. 

In comparing rural and urban poverty, 
persons of the same color or minority 
group must be compared. Discrimination 
in housing and job markets would be ex­
pected to lower the standard of living 
substantially for those with the dual dis­
advantages of receiving low incomes and 
being nonwhite. In 1968, the poverty rate 
among nonwhites was more than three 
times the rate among whites: 33.5 per­
cent compared to 10.0 percent." Also in 
1968, the average difference between the 
present income and the poverty income 
definition was $910 for poor white fami­
lies and $1,260 for poor nonwhite fami­
lies. 

Negroes accounted for 36 percent of 
all the poor living in metropolitan areas 
of 1 million or more in 1968, 30 percent 
of the poor in metropolitan areas under 
1 million, and 28 percent of the poor 
living in nonmetropolitan areas. At the 
same time, however, the rate of poverty 
among Negroes living in nonmetropolitan 
areas was twice as high as the rate among 
Negroes living in metropolitan areas: 5.5 
percent compared to 27 percent. 

While the incidence of poverty is much 
lower for white persons than for Negro 
Americans and other minority groups, the 
rate of poverty among whites also is ap­
proximately twice as high in nonmetro­
politan areas as in metropolitan areas. 
Consequently, any new programs that in­
crease the incomes of the poor will have 
a major impact upon rural communi­
~s. • 

'' U.S. Bureau of the Census. "Poverty in the 
United States: 1959 to 1968." Current Popula· 
tion Reports. Series P-60, No. 68. December 31, 
1969. Data for the numbers in poverty and the 
poverty deficit also were taken from this report. 
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