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COVID-19 Crisis Demonstrates Need for State Improvements to Unemployment

Insurance in Kentucky

By Dustin Pugel, Jason Bailey and Pam Thomas

Unemployment insurance (Ul) is one of the most effective programs available to help laid-off workers meet
their basic needs and allow economies to bounce back during downturns. As a partial wage replacement, Ul
supports families so they can better make ends meet during hard times and keeps businesses afloat by
preventing even steeper declines in consumer spending during recessions. A robust state Ul program can make
economic downturns shorter and shallower than they would otherwise be.

However, the COVID-19 economic crisis has made clear the serious inadequacies of Kentucky’s unemployment
insurance system. The news has been filled with heartbreaking stories of people whose benefits have been
delayed or denied, and Kentuckians stood in long lines outside unemployment offices to get answers on their
applications. Uniquely restrictive and outdated eligibility rules, antiquated computer systems and inadequate
agency staffing have kept many Kentucky workers from qualifying for benefits and resulted in severe delays for
others. The state’s modest benefit amounts had to be substantially supplemented by Congress to allow families
to pay their bills and avoid a severe depression.

The seeds of Kentucky’s unemployment system problems were planted through past state policy decisions and
a failure to make needed investments over decades. To prevent similar challenges in the future, the Kentucky
General Assembly must modernize the state’s system to improve access to benefits through measures that
have worked in other states. Legislators should also protect the system from attempts to further reduce
supports for laid-off Kentuckians - as have been proposed in recent sessions of the General Assembly. The
problems the state has faced in providing Ul were avoidable, and will recur in future recessions unless Kentucky
makes needed improvements and avoids harmful new cuts.

Unemployment insurance is a critical anti-recessionary tool and safety net program

Across the nation, state Ul programs and the federal government’s actions to boost aid and expand access to
the program have been critical during the economic downturn for both families and the economy. Beginning in
March 2020, more than 326,000 Kentucky nonfarm jobs were lost in just two months, and many self-employed
workers lost their livelihoods as well, resulting in a massive and unprecedented swell in unemployment claims.
Over the course of several months beginning in late March, hundreds of thousands of Kentuckians filed claims.
While new claims have only recently receded, real unemployment remains at or exceeding the highest level in
the Great Recession.!
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An Unprecedented Number of Kentuckians
Have Filed for Ul

Weekly initial unemployment insurance claims in Kentucky from the week ending Jan. 4 to

Nov. 7, 2020
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The Ul program is counter-cyclical, meaning claims rise during economic downturns, and payments made to
laid-off workers are an effective tool for propping up the economy and limiting further layoffs. The more
depressed consumer spending is, the greater the impact of Ul payments. During the Great Recession, for
example, one study showed that for every $100 in Ul benefits that claimants spent, an additional $90 in
economic activity was generated, and more generous benefit levels yielded higher rates of employment and
wage growth.? Another study showed that between 2008 and 2010, regular state Ul payments reduced the
decline of the national GDP by 10.5%, and extended federal Ul benefits helped reduce the decline of the
national GDP by an additional 8.5%. The same report showed states with fewer people who qualified for Ul
after losing their jobs (like Kentucky) experienced less of a stimulus effect.?

In Kentucky, the regular unemployment insurance program, not including additional recipients and benefits
provided by Congress, has paid out nearly $1.4 billion in 2020 through September.* The federal government has

also provided an additional $3.5 billion in emergency, extended and supplemental benefits.

In addition to protecting the state from more job losses with its counter-cyclical effect, Ul has been critical to
helping laid-off Kentuckians get by, including workers who are disproportionately low-wage. Those households

RESEARCH THAT WORKS FOR KENTUCKY
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have far less wealth to fall back on compared to workers with higher incomes.® And Black workers have less
household wealth on average, yet have also been disproportionately laid off on average in this crisis.” Ul is thus
an important tool to mitigate growing poverty and inequality in the COVID-19 recession.

Unemployment insurance is modest in Kentucky and most laid-off workers don’t qualify

Ul replaces only a portion of the lost wages that result from layoffs.® In 2019, Kentucky’s Ul program replaced a
little over half (50.8%) of lost wages on average.’ The average benefit currently is only $281 a week (or $1,204 a
month) and the minimum is only $39 a week (or $168 a month).”® These numbers are far below a basic standard
of living. For example, a two-parent, two-child household in Mercer County needs to earn an estimated $5,487
per month for a “modest but adequate standard of living” according to the Economic Policy Institute’s Family
Budget Calculator.” Inadequate state benefit levels are the reason the federal government has provided
supplemental benefits during the COVID-19 downturn.

Prior to temporary COVID-related expansions in eligibility for jobless benefits at the state level, and a new
program at the federal level - Pandemic Unemployment Assistance (PUA), which provides benefits for
nontraditional employees including the self-employed, independent contractors and others who do not qualify
for traditional benefits — most unemployed Kentucky workers did not receive Ul benefits at all. As of 2019,
fewer than 1in 5 (19.5%) unemployed Kentucky workers — as determined monthly by the Current Population
Survey — qualified for benefits, which was far lower than the national average (27.7%)." This statistic is referred
to as the “recipiency rate.” Kentucky has limited access to benefits for a few reasons, including:

e The way we determine eligibility based on earned income excludes many part-time, temporary and
low-wage workers, as well as recent entrants into the labor force. These exclusions fail to reflect the
modern economy. More employers are relying on temporary and part-time workers, and more workers
must patch together a variety of gigs to support themselves due to a lack of full-time employment
opportunities and because they are in school or have caregiving responsibilities.

e The way we determine eligibility based on the circumstances of a worker’s joblessness is very narrow.
Unlike a number of other states, Kentucky doesn’t allow benefits for separations due to reasons
outside the workplace such as the need to quit due to domestic abuse, compelling family reasons like
an illness or disability or the need to relocate with a spouse. Unlike many states, Kentucky also denies
benefits to people who are seeking part-time work and workers who need access to training.”

e Also unlike many states, Kentucky doesn’t allow benefits to be used by companies to reduce hours
across the workforce while keeping people employed and supplementing a portion of their lost wages
with unemployment benefits (a concept known as work sharing).

Restrictions in access to eligibility are especially likely to deny unemployment benefits to women and Black
workers, including because of family roles and care responsibilities as well as discriminatory barriers that lead to
sporadic work histories and employment patterns.™

In addition to difficulties in qualifying for benefits and inadequate benefit amounts, as part of cost-saving
measures in 2017, employees providing in-person assistance to workers filing claims were pulled from 31 centers
across Kentucky and concentrated in fewer regional hubs, limiting access to assistance and making it more
difficult for Kentuckians without dependable internet access to file a claim.” According to Census data, in 2019,
16.6% of Kentucky households did not have access to the internet at home."

Also making benefits more difficult to access - especially during the enormous crush of claims due to the
COVID-19 crisis — are the state’s antiquated computer systems. The online interface that Kentuckians use to
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file unemployment claims is approximately 20 years old, and the technology infrastructure used to collect
employer taxes, calculate eligibility and determine benefit amounts is nearly 50 years old, running on an
outdated and inflexible programming language called COBOL. Only in 2018 was a funding mechanism set up to
accumulate $60 million to update that part of the system with modern software. In March 2020, the state
began seeking vendors to replace the system.”

During the Great Recession, all states were eligible for incentive monies to modernize their unemployment
insurance systems if they agreed to commonsense improvements to eligibility like those mentioned above
(including expanding eligibility to part-time workers, recent entrants to the workforce and people who leave
work for compelling personal reasons). Kentucky could have received $90 million to update its Ul system.'
However, while 45 states (including DC) made improvements and 39 states made enough changes to eligibility
to receive the bonus dollars, Kentucky made no improvements and turned down the much-needed money.”

Kentucky workers have seen benefits reduced while employer taxes remain historically low

During the Great Recession, when the state had to borrow from the federal government to pay unemployment
benefits as it is doing now, the General Assembly made cuts to benefits and increases to unemployment taxes
to help shore up the unemployment system. Following submission of a report from a task force, the General
Assembly enacted legislation in a 2010 special session to generate the funds needed to pay the loan off sooner
than would happen under federal law.?° The legislation included the following changes:

e An 8.8% cut to the average weekly benefit amount calculation, moving the weekly benefit from
1.3078% of the total base-period wages to 1.1923%.”

e Theintroduction of a “waiting week,” essentially a week-long period without benefits for approved
claimants (although the benefits for that week are slowly paid to the claimant over the following
weeks).

e Slowed growth of the maximum benefit amount that a laid-off employee may receive, pegged to the
trust fund balance.

e A gradual increase in the taxable wage base (the portion of annual employee salaries for which
unemployment insurance taxes are paid) from $9,000 to $12,000 between 2012 and 2022 (this year
the taxable wage base is $10,800).

e Anincrease in the necessary trust fund balance amount at which employers are able to move to a
lower tax schedule.

Because of the cut in the average weekly benefit alone, Kentucky Ul claimants have been paid a cumulative
$400 million less in benefits since January 1, 2012, when the reduction took effect.? This estimate does not
include the benefits lost for those who were reemployed quickly after being approved for benefits and never
received their first week’s payment.

While employees have given up a meaningful share of their benefit for the past eight years, employers’ Ul taxes
remain historically low. As shown in the graph below, state Ul taxes were lower in 2019 than they have ever
been going back to 1938 when the program was created, despite the tax adjustments made in 2010. Even after
an increase that will automatically go into effect in January because of the impact of COVID-19, the state’s
average Ul tax rate will remain below where it has been approximately 82% of the time over those 82 years.? In
part, the continued restrictions on eligibility for benefits mentioned above are eroding benefits and therefore
lowering the taxes employers pay.
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Kentucky's Unemployment Taxes Are Lower
Than Ever

Average effective state tax rate as a share of total wages
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We need to shore up, not weaken, jobless benefits

Unemployment insurance is a powerful anti-recessionary tool and a critical safety net for Kentuckians who are
forced to leave their employment. Cutting this already inadequate benefit further through reductions in benefit
levels, as was done in 2010, or through shorter benefit timelines or more restrictive eligibility criteria, only
hinders the ability of the program to achieve its intended goals while exacerbating hardship for laid-off workers.
Recent legislative proposals in 2018 and 2019 proposed reducing the amount or duration of benefits and would
have left Kentucky in an even more perilous position in this crisis and families with less to get by on.?* Reducing
the amount of Ul payments would result in reduced economic activity which can lead to further layoffs — a
vicious cycle that is entirely avoidable.

As it stands, Kentucky provides Ul to too few unemployed and underemployed Kentuckians, and the benefit
amounts many of those workers receive are too small. In particular, we fall behind many other states in the
narrowness of eligibility for our program. In order to be better prepared for the next recession, there a number
of improvements the General Assembly should make.
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Currently, to determine if an unemployed worker has earned enough to qualify for Ul benefits, their earnings
from the first four of the previous five completed calendar quarters are used.? That means when looking at a
laid-off employee’s work history to determine eligibility and benefits, the most recent period of nearly six
months can be completely excluded. This method is a relic from a time when states relied on paper forms from
businesses and before computers were widely available (digital systems eliminate the necessity for lag time
between employment and eligibility). In states that use an ABP, if the claimant doesn’t qualify under the
traditional methodology, the most recently completed quarter is then used as well, which helps to ensure many
part-time, low-wage and seasonal workers are eligible.? By one estimate, having an ABP would allow 1in 5
workers currently disqualified to qualify, and adopting it only increases the overall Ul payouts by 4-6%.% 41
other states have adopted an ABP.?®

Broaden the “good cause” definition for leaving employment

Kentucky’s law on good cause reasons for separation is vague and only specifies “lack of work” as a concrete
example of good cause that could qualify someone for Ul benefits.?? As mentioned before, in practice, only a set
of reasons narrowly related to the job (such as lack of work, employment-based harassment, etc.) are
considered good cause. The state should broaden this definition to include other compelling reasons for
needing to leave a job, regardless of whether the reason is due to conditions specific to the job. For example,
good cause could include an individual voluntarily leaving a job to flee a domestic violence situation, following a
spouse who must relocate for work or because they must care for a sick loved one long-term or because they
have become sick themselves. The state’s narrow definition of good cause is part of why the state recently
attempted to claw back benefits from workers who stayed home to care for a loved one with COVID-19, or
because they were afraid of contracting COVID-19. After the Great Recession, when the federal government
provided incentives to states to modernize their unemployment insurance programs, 32 states adopted at least
one of these good causes for separation.®

Implement a work-sharing program

A work-sharing program could reduce layoffs by giving employers an avenue to reduce employee hours with
pro-rated Ul benefits helping to making up the difference for the lost hours, rather than laying employees off.
By keeping workers employed, work-sharing programs can also help businesses retain employees long-term and
ease costs on the unemployment system. Earlier this year, as part of a larger COVID-19 response package, the
Kentucky state legislature authorized a temporary work-sharing program as 28 other states and Washington
D.C. have done, and the state developed regulations for such a program.®’ But later, the state withdrew the
regulation after learning it would not be fully federally funded due to its temporary status, and the program was
never implemented.*

Develop an updated and improved Ul benefit application process, and reestablish in-person application
assistance when it is safe to do so

The state should move quickly on the March 6 request for proposals to hire a contractor to create and
implement a new eligibility determination computer system and a more user-friendly interface. Having a
modern program to make eligibility and benefit determinations will also allow the state to make changes rapidly
in the future, reducing the kinds of delays that left so many without benefits for months this year.® In addition,
as mentioned previously, the state closed 31 of its 51 offices for in-person help in 2017, leaving just 8 larger
“hub” offices and 12 regional offices.3* The General Assembly should fund the return of as many of the in-
person Ul claim assistance locations as can safely be done during the pandemic, and eventually ensure there is
in-person assistance within a reasonable distance for every part of the state.

Make inadequate benefits amounts more reasonable, especially at the bottom and for those with dependents
Kentucky should increase the minimum benefit amount from its current $39 per week. 32 states have a higher
minimum, many of which are substantially higher.3®> Kentucky should also join four other states and add a
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dependent allowance for laid-off workers with dependents, in recognition of the added costs of caring for

children or ailing parents. These benefits differ from state-to-state, but a reasonable amount should start at $15
extra per week .3

Allow part-time workers to receive benefits while seeking part-time work

For many people before the pandemic, part-time work was a necessity so that they could care for children,
parents or other loved ones and because full-time work can be difficult to find. Part-time work has become
even more necessary as the pandemic and downturn have led to closed child care centers and required
nontraditional instruction for school-aged children. The state should join at least 29 others in allowing
unemployed, part-time workers to receive benefits while seeking a new part-time position.” Doing so would
improve gender equity as national data shows women are more likely to work part-time jobs, and to seek out
part time work when unemployed.3®

Continue paying unemployment benefits to displaced workers in training

Nationally, permanent layoffs are on the rise as industries shed workers without knowing when, or if, they will
be able to begin hiring again.?* Many of these workers may need to get new training in order to obtain a new job
in the shifting economy. To support them with living expenses until they are able to get a job in a new field,
Kentucky should allow laid-off workers in training to receive unemployment benefits as 16 other states have
done.*

Prevent claw-backs of unemployment benefits that were mistakenly awarded

During the early days of the pandemic, many unemployed Kentuckians were encouraged to apply for benefits
because they were afraid of catching COVID-19 at work, and so they stayed home. After federal guidance came
out later contradicting earlier guidance, many Kentuckians were told they would have to pay back some
benefits.* Although the administration has asked for a waiver from the U.S. Department of Labor to not
enforce this claw-back, Kentucky should pass legislation banning the practice when Ul claimants were following
the rules in place at the time.*? Kentucky Senate Republicans have announced plans to introduce legislation to
do just that, and it should include future instances as well as the current mistaken overpayment debt.®

Kentucky needs solutions to address immediate issues, and should begin preparing for the next recession
now

Ul is among the most effective and efficient safety net programs we have because of its dual purpose of
supporting individuals and our economy. However, the program needs to be sufficient and effectively
administered for it to work as intended. Worker benefits have already been cut in Kentucky and have not been
modernized to reflect today’s workforce, even while the systems used to determine eligibility and provide
benefits are outdated and difficult to access for claimants and adapt for administrators. In addition to avoiding
any further weakening of state Ul benefits, Kentucky should learn the lessons of the COVID-19 crisis and make
improvements that allow Ul to provide the boost our economy needs in times when it needs it most.
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