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UMass / ICERES Study:

Two Parts

Qualitative

Extensive interviews 

with 60+ workers, 

labor brokers, 

contractors, 

organizers; focus 

on residential 

drywall.

Quantitative

Unprecedented 

access to state data 

via three agencies; 

also applied an 

indirect approach to 

measure extent and 

economic costs.



Qualitative Chapter:

Documenting the Industry

Section 1

Case Study: How 

“legit” contractors 

exploit workers & 

evade detection.

Section 2

Labor brokers, 

wage theft, cash 

payments, and the 

decline of a “good” 

employer.

Section 3

Injuries and lack of 

safety equipment by 

subcontractors & 

brokers.

Section 4

How developers 

and GCs embrace 

and compel these 

practices.



Quantitative Section:

A Focus on State Data

(A “smoking gun”)



Dept. of Unemployment Assistance: 

UI Audit Data, 2017-19



Extent of Misclassification:

UI Audits, 2017-19

% of 

Contractors 

Misclassifying

% of Industry 

Employees

All Construction

Random Audits Only
16.8% 6.6%

All Construction

Random  & Targeted Audits
17.9% 7.6%

All Industries

Random Audits Only
15.3% 6.2%

All Industries

Random  & Targeted Audits
16.5% 9.4%



DUA Audits in Construction:

A Lower-Bound for Misclassification

No Labor Brokers: DUA only 

audits employers in system.

Cash-Only Employment: Much 

harder to detect than 1099s.

Small Employers: Better able 

to evade auditors.



Extent of Misclassification:

UI Audits, 2017-19

Random Audits Only

% of 

Contractors 

Misclassifying

% of Industry 

Employees

All Construction 16.8% 6.6%

Residential Building

(Homebuilders)

(NAICS = 2361XX)

19.7% 14.3%

Structure & Exterior

(Concrete, Framing, Roofing)

(NAICS = 2381XX)

12.8% 3.4%

Building Equipment

(electrical, plumbing)

(NAICS = 2382XX)

12.2% 2.0%

Building Finishing

(drywall, painting, Flooring)

(NAICS = 2383XX)

26.6% 16.6%



Extent of Misclassification:

UI Audits, 2001-03 vs. 2017-19

Random Audits Only

% of 

Contractors 

Misclassifying

% of a 

Contractor’s 

Workforce

2001-03 14% 40%

2017-19 16.8% 17.9%

Our Hypothesis

The decline in # of 

workers reflects a 

move from 1099s to 

cash-only. 



Department of Revenue:

1099-MISC Filings, 2016-19

(only a fraction of all 1099-MISCs)



Construction Industry:

1099-MISC Data, 2016-19

# of 1099-MISCs issued by 

Massachusetts contractors to 

MA residents & filed with DOR

24,387

# issued to Social Security 

Numbers not found in Individual 

tax returns that year

7,867

% of 1099-MISCs not matched to 

tax-paying SSNs
32.2%



Q: Does This Prove Tax Fraud?

A: Yes and No.

% of 1099-MISCs not matched to 

tax-paying SSNs
32.2%

Issue #1: Workers earning less than 

$8,000 need not file.

Issue #2: Some businesses take on work 

using 1099-MISC with a SSN that doesn’t 

appear in individual returns.



Department of Revenue:

Sole Proprietor Data, 2016-19

(includes ALL sole proprietors)



Sole Proprietorships:

Schedule C Data, 2016-19

Goal

Compare contract 

labor expenses to 

wages by to gauge 

misclassification by 

subindustry.



Sole Proprietorships:

Schedule C Data, 2016-19
(in $ millions)



Sole Proprietorships:

Schedule C Data, 2016-19

Contract Labor: Higher in Residential

The seven specialty trades that 

are most active in residential 

(QCEW) are all in Group 1.

Ratio: CL-to-Wages
(Excludes Specialty Trades)

1.80 – Residential Builders

0.70 – Non-Residential Builders

0.28 – Heavy & Civil Engineering



Department of Industrial Accidents:

Workers’ Compensation 

Trust Fund Cases, 2016-20

(State provides benefits for workers with approved claims 

while working for uninsured employers) 



Workers’ Compensation Claims:

Massachusetts Construction

Construction 

as % of 

All Claims

Private-sector claims made via 

insurance policies, 2014-16
9.4%

Approved claims paid out by 

WCTF, 2016-20

47.3%

(220 of 465)

Conclusion

Widespread failure of construction 

employers to have legitimate workers’ 

compensation insurance policy.



Research Question:

What is the full extent of 

worker misclassification?



Full Extent of Misclassification:

Indirect Data Analyses, 2019

MASS., 2019

Estimated Number of Workers 

Misclassified

22,146 

to 36,719

Estimated Proportion of 

Workers Misclassified

9.5% 

to 15.8%

Employers’ Cost Savings
$140M 

to $280M

Hypothesis

These estimates are conservative 

(Methodology, surveys of job sites).



Full Extent of Misclassification:

Indirect Data Analyses, 2019



Payroll Fraud in Massachusetts:

Key Takeaways

All signs point to extensive payroll fraud 

(UI audits, tax data, workers’ comp, indirect).

DOR data offers a provable data point on 

SSN and tax fraud.

DOR data provides new insight on structure 

of different subindustries.

Misclassification is far more extensive in 

residential & unlicensed trades 

(carpenters, painters, roofers, laborers)


