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The Texas Federation of Teachers represents more than 51,000 teachers and other education
employees in public schools and higher education. We are deeply committed to improving
education.

Our local affiliates in major urban school districts, such as Dallas, San Antonio, and Corpus
Christi, currently are working with administrators in those districts on an array of programs to
improve the quality of instruction. A major current emphasis of these efforts is on meaningful
professional development to equip teachers with the knowledge and tools they need to be more
effective in the classroom. Many of our affiliates also are teaming up with their district
administrators to redesign schools in need of improvement.

These current efforts extend a commitment to education reform that TFT has upheld consistently
in support of a series of legislative initiatives that have had positive results for our students. We
supported the standards-based reforms of the 1980s such as HB 72. In the 1990s we supported
the standards-based revision of the Education Code, the governor’s reading initiative, and the
legislation also initiated by then-Gov. Bush to stop social promotion. TFT supported the
toughening of high-school graduation standards and the adoption of the Recommended
Curriculum, a more rigorous, college-preparatory curriculum, as the standard for all students.
TFT also has supported Gov. Perry’s initiatives to establish master-teacher programs. And we
have supported legislation by Sen. Shapiro to improve the financial accountability of school
districts.

We are always open to changes in policy if we are convinced that they are changes for the better.
However, not every idea labeled “reform” is worthy of support. And before you embark on a
new round of policy changes in the name of reform, you have unfinished business that must be
addressed. '

First Things First

In 2003, just as our school districts were reaching the limits of their local capacity

to raise revenue to meet state requirements, and just as a host of new requirements took effect, we
saw the state cut back on its commitments to public education. The Student Success

Initiative, master-teacher programs, kindergarten and prekindergarten grants, school




textbooks, school employees' health insurance, and school employees' pension benefits all
suffered cuts. The 2005 session did not reverse many of those cuts, and in fact further cuts in
employee benefits were enacted.

Again, this negative trend in compensation occurred as our schools face tremendous challenges
to meet new state requirements, such as the mandate that all students take the far more
demanding Recommended High School Curriculum and demonstrate proficiency in a full array
of subjects including higher-level English, social studies, math, and science courses, in order to
graduate. Just to give you a sense of the scale of this challenge, I would note that the Texas
Public Policy Foundation 2003 Briefing Book cited a need for a 60-percent increase in resources
at the high-school level just to meet the requirements of the Recommended High School
Curriculum.

Another measure of the challenge we face is the percentage of teachers assigned to teach outside
their field of preparation and expertise-according to a 2004 study by Dr. Ed Fuller, research
associate at UT-Austin, 62.7 percent of teachers at low-performing Texas schools were teaching
out of field, compared to 20 percent at high schools rated acceptable or better.

How to Improve Compensation

The legislature’s priority in the area of teacher compensation should be to reverse the erosion of
benefits and to start significantly increasing pay and benefits again, as we saw the state
legislature do with the $3,000 teacher pay raise of 1999, the increases in the retirement multiplier
in 1999 and 2001, and the allocation of state funding to school employees’ health care in 2001.

The first step should be to restore the full $1,000 health-care stipend for all school employees.
This step would go a long way toward restoring the credibility of the state’s commitment to
support Texas teachers and school employees.

In the longer run, filling our classrooms with appropriately trained and qualified teachers will
take a much larger increase in compensation. The Texas Higher Education Coordinating Board
in October 2002 found that more than 50,000 classroom slots were filled by teachers assigned to
teach out of field. The Coordinating Board said it would take an increase of 30 percent in teacher
pay, adjusted for inflation, in order to provide the estimated 360,000 teachers, teaching subjects
they know how to teach, who will be needed by 2015. Roughly speaking, that would require a
$12,000 increase in average teacher pay, in constant dollars.

In addition to a substantial, state-funded increase in compensation for Texas teachers across the
board, another large part of the solution will be to restore the capacity of school districts to
enhance compensation on their own initiative. We need increased per-pupil funding for Texas
school districts. Improving district capacity to increase compensation for all employees and
provide other resources to support student achievement is a key benchmark of success for any
proposed solution to our state’s school-finance system.




Differential Pay

TFT also suppoﬁs several forms of differential pay, on top of a foundation of competitive base
pay and benefits. We support:

—stipends for mentors;

—extra pay for teachers in shortage subjects;

—extra pay for demonstrating higher levels of teaching mastery such as National Board
Certification that clearly correlate with higher levels of student achievement;

—and extra pay to ensure that hard-to-staff schools can recruit teachers appropriately qualified to
teach their subject.

On the question of so-called “performance pay” tied to a “value-added” measure that links
students’ achievement test scores to individual teachers, we agree with analysts from the RAND
Corporation who reviewed the “value-added” research and concluded that: “The research base is
currently insufficient for us to recommend the use of VAM [value-added methodology] for high-
stakes decisions” regarding employee evaluation and compensation.

The Rand researchers concluded that no current value-added models account credibly for
variables, beyond the current-year teacher's performance, that influence student achievement:
e.g., controlling for student backgrounds, disentangling school and district effects from teacher
effects, disentangling the effects of earlier teachers and schools from estimated teacher effects,
effects of incomplete records, effects of missing records, and criteria for linking particular
students to particular teachers.

As Dr. Hanushek back in 2004 testified before a Texas House committee that existing
performance-pay models around the country “have failed.” Positive results of such experiments
should not be assumed just because they begin with good aims and good will.

The Texas experience with the career ladder illustrates further pitfalls of a program that begins
with fanfare and then is abandoned when too many teachers qualify for the extra pay. The
mistrust of state incentive pay caused by that experience is still strong in our schoolhouses.

Before you are tempted to embrace experimental models from other states, please pay heed to the
context of those models—such as the collective-bargaining agreements, negotiated between school
districts and their local teacher union, that assure teachers a compensation system will be a
legally enforceable deal in states like Colorado. The foundation for a plan like the one teachers
have supported in Denver is lacking in Texas.

It is worth taking a moment to consider the contrast between the Houston plan armounced last
month and the Denver plan. The Houston plan announced last month, for example, does nothing
to address Houston ISD teachers’ low base salaries, which are not competitive with pay in nearby
districts. The plan is confusing and not understood by teachers. The biggest bonuses are reserved
for administrators.




Teachers who spoke out against the plan last month noted that teachers of subjects not tested on
the exams will not be eligible for most of the bonus money, and they will not have much chance
to affect the student test performance that may trigger a school-wide reward. This Houston plan
reflects what happens when a mechanism is lacking for meaningful partnership and collaboration
with teachers in designing and implementing an incentive-pay plan.

In contrast, the Denver plan was carefully negotiated over years of formal, contractual bargaining
between the Denver teachers’ union and the school district. The teachers of Denver had to
approve it by majority vote in a referendum before it could take effect, and no teacher already on
the faculty could be compelled to participate in the plan. And whether they participate in the
plan or not, all teachers in Denver are entitled to ongoing cost-of-living increases. Under the
Denver plan, a teacher who earns a bonus has a legally enforceable right to that bonus.

Before the Denver plan could take effect, the citizens of Denver also had to vote for increased
school funding that will raise teacher salaries by 12.5 percent overall. The plan has a dedicated
funding source. And the use of test scores to gauge performance is just one small facet of the
overall Denver plan.

The Houston and Denver plans do have one thing in common, though. They are both
experiments, not programs of proven effectiveness. The same can be said of the Teacher
Advancement Program’s project in Richardson ISD and other local initiatives around the state.
Before committing the state to a full-scale, statewide implementation of any incentive-pay
program, wouldn’t it be wise to see how these pilot projects perform?
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The Promise and Peril of Using Value-Added

Modeling to Measure Teacher Effectiveness
Abstract

Value-added modeling offers the possibility of estimating the effects of teachers and schools
on student performance, a potentially important contribution in the current environment
of concern for accountability in education. These techniques, however, are susceptible to a
number of sources of bias, depending on decisions about how the modeling is executed and
on the quality of the data on which models are based. If teachers are to be held accountable
for the performance of their students, strategies for measuring the impact of their work
must be refined or, at least, the uncertainties of these measurements must be taken into
account in assessing the impact of teachers and schools on student performance.

Value-added modeling (VAM), a collection of statistical techniques that uses multiple years of
student test score data to estimate the effects of individual schools or teachers, has recently
garnered a great deal of attention among both policymakers and researchers. For example, several
states — including Tennessee, Pennsylvania and Ohio — are providing at least some of their
schools and school districts with feedback about their performance based on VAM, and, in some
statehouses, the idea of using VAM results to evaluate and reward administrators and teachers
has been discussed.

This interest on the part of policymakers reflects the promise of VAM, but many technical issues
must be considered in the execution and application of VAM to ensure that policy decisions are
based on sound information. Although there have been reviews of particular approaches, no
previous reviews carefully compared recent VAM efforts or systematically discussed the wide
variety of issues they raise. To address this problem, RAND researchers, funded by the Carnegie
Corporation of New York, undertook a systematic review and evaluation of leading approaches
to VAM. The goals of this investigation were to

delineate the technical issues raised by the use of VAM for measuring teacher performance

evaluate the practical impact of decisions regarding modeling techniques, variations in the
quality of the data used in modeling processes, choices of outcome measures, and
techniques for sampling student performance

identify gaps in the literature that could benefit from further research
inform the debate among both researchers and policymakers about the potential of VAM.

In addition, the research team estimated the effects of math teachers for students in Grades 3-5,
using math scores from a sample of schools in a large suburban district. This independent
analysis permitted examination of the effects of certain variations in modeling strategies.




Value-Added Modeling Has the Potential to Identify Effects of Teachers on Student
Performance

VAM attempts to determine the incremental effects of inputs into education, controlhng for the
prior achievement level of students. In practice, VAM is used to estimate the unique
contributions of the school or teacher on students’ progress over the course of a year rather than
the cumulative effects of education or student background factors.

Two factors have contributed to recent interest in VAM. First, in theory, VAM has the potential
to separate the effects of teachers and schools on student performance from the powerful effects
of noneducational factors such as family background. This isolation of the effects of educational
and noneducational factors is critical for accurate evaluation of schools and teachers. Second,
some recent VAM studies purport to show very large differences in effectiveness among
teachers. If these differences can be substantiated and can be causally linked to specific
characteristics of teachers, significant improvements in education could be made through the
selection of effective teachers or through training to improve teacher effectiveness.

Variations in Teachers Affect Student Performance, but Size of Effect Is Uncertain

The recent literature on VAM suggests that teacher effects on student learning are large,
accounting for a significant portion of the variability in growth, and that they persist for at least
three to four years into the future. RAND researchers critically evaluated the methods used in
these studies and the validity of the resulting claims. They concluded that teachers do, indeed,
have discernible effects on student achievement and that these teacher effects appear to persist
across years.

The shortcomings of existing studies, however, make it difficult to determine the size of teacher
effects. Nonetheless, it appears that the magnitude of some of the effects reported in these studies
is overstated. To determine the true size of teacher effects, several important statistical and
psychometric issues must be addressed.

We group these issues into four categories: basic issues of statistical modeling; issues involving
omitted variables, confounders, and missing data; issues arising from the use of achievement test
scores as dependent measures; and uncertainty about estimated effects.

Impact of Alternative Statistical Modeling Strategies on Estimates of Teacher Effects
Modeling choices could have a significant impact on estimates of teacher performance. The
problem of small classes is a case in point. When the number of students taught by a particular
teacher is small, estimates of teacher effects can be heavily influenced by the performance of
only a few students. One modeling approach to addressing this problem involves using data from
small classes without adjusting for class size. This approach, however, tends to classify too many
teachers of small classes as either highly effective or highly ineffective. An alternative approach,
used in many of the most prominent recent VAM studies, “shrinks” estimates for individual
teachers back toward the overall mean. That is, estimates of the effects of teachers who teach
small numbers of students are statistically adjusted so that they are similar to the average effect
of all teachers. This approach offsets the problem of distortions in the overall effects of teachers,
but it makes identifying particularly effective or ineffective teachers who teach small classes




considerably more difficult.

Impact of Omitted Variables, Confounders, and Missing Data on Estimates of Teacher
Effects

In VAM, analysts rely on observational, rather than experimental, data. Reliance on such data
can lead to inaccuracy in estimates of teacher effects due to (1) differences between schools or
classrooms that are not fully controlled in the analysis (such differences “confound” the results)
and (2) shortcomings of the data collected within schools.

Impact of Absence of Controlled Comparisons Across Schools. When differences between ‘
schools are not experimentally controlled, influences on student learning by factors other than S
teachers, such as other characteristics of the school in which the teacher works, may not be

properly accounted for. For instance, if students attending different schools differ in ways that are

likely to affect both achievement and growth in achievement and if the composition of the

school’s students (e.g., the proportion of students eligible for free and reduced-price lunches)

affects these outcomes, bias in estimates of teacher effects can occur.

Some recent work on this topic suggests that variations in individual student characteristics have
little influence on estimated teacher effects, but our own exploration suggests that the
composition of the school had a great impact on estimates of teachers’ effectiveness. We
conducted a limited investigation of performance in mathematics — three grades in one school
district were examined — and found that the composition of the school does affect growth in
some settings. Thus, if variations in the composition of the school are not taken into account,
these omitted variables may produce bias in applications of VAM. Because true teacher effects
might be correlated with the characteristics of the students they teach, current VAM approaches
cannot separate effects caused by the composition of the school from teacher effects.

Also difficult to disentangle from the effect of the students’ current teachers are other
characteristics of schools (i.e., characteristics other than the composition of the student body), of
districts, or of prior teachers. If these variables are omitted from the analysis, their effects are
subsumed by the estimated teacher effects. Alternatively, if such effects are included in models
and if teachers of differing effectiveness cluster at the school or district level, part of the true
teacher effects will be attributed to schools or to districts. Both approaches may result in biased
estimation of the true teacher effects. Analysts must decide which potential error is more
acceptable.

Impact of Missing Data. Longitudinal student achievement data will inevitably be incomplete.
Information regarding the performance of individual students, as well as data linking students to
teachers, may be lacking. Estimates of teacher effects may be sensitive to both the nature of
missing data and the analytic approach used to address the problem. For example, if the test
scores of low-performing students are missing, the scores of high-performing students will have
a disproportionate impact on estimates of teacher effectiveness, possibly making teachers appear
more effective than is, in fact, the case. Little is currently known about the effects of missing data
on VAM estimates of teacher effects, but the potential for bias is large because the factors that
contribute to missing links and missing test scores are common: Students are mobile, with large
proportions transferring among schools every year.



Effects of Using Achievement Tests as an Outcome

VAM uses measures of student achievement to define and estimate teacher effects, but these
achievement measures are limited in several ways. Changes in the timing of tests, the weight
given to alternative topics, or the methods used to create scores from students’ responses (the
“scaling” of the test) could affect conclusions about the relative achievement or growth in
achievement across classes of students. Such changes would, in turn, change estimates of teacher
effects. In some cases, the effects could be substantial. For example, in a middle school in which
curriculum is differentiated, a test emphasizing advanced content may favor teachers instructing
the most able students, while a test emphasizing more basic content may boost the estimated
impact of those teaching less advanced students.

Effects of Sampling Error

Sampling error is another potential source of error in VAM estimates. Estimates of teacher
effects have larger sampling errors than estimates of school effects because of the smaller
numbers of students used in the estimation of individual teacher effects. Thus, some estimates of
interest will be too unreliable to use. Even so, for some purposes, such as identifying teachers
who are extremely effective or ineffective, the estimates might be sufficiently precise. However,
for other purposes, such as ranking teachers, the uncertainty in the estimates is likely to be too
large to allow anything to be said with any degree of confidence.

Recommendations

Using VAM to estimate individual teacher effects is a recent endeavor, and many of the possible
sources of error have not been thoroughly evaluated in the literature. The goal of this study was
to identify possible sources of error and bias and evaluate what is known at this point. To
improve the quality and usefulness of VAM in the future, the authors recommend that
researchers

develop databases that can support VAM estimation of teacher effects across a diverse
sample of school districts or other jurisdictions

develop computational tools for fitting VAM that scale up to large databases and allow for
extensions to the currently available models

link estimates of teacher effects derived from VAM with other measures of teacher
effectiveness as a means of validating estimate effects

conduct further empirical investigation on the impact of potential sources of error in VAM
estimates

determine the prevalence of factors that contribute to the sensitivity of estimated teacher
effects

incorporate decision theory into VAM by working with policymakers to elicit decisions and
costs associated with those decisions and by developing estimators to minimize the
losses.




The Bottom Line

The current research base is insufficient to support the use of VAM for high-stakes decisions,
and applications of VAM must be informed by an understanding of the potential sources of errors
in teacher effects. Policymakers, practitioners, and VAM researchers need to work together so
that research is informed by the practical needs and constraints facing users of VAM and so that
implementation of the models is based on the kinds of inferences and decisions the research
currently supports. If teachers are to be held accountable for the performance of their students,
they deserve the best measurement of their effects on students that we can provide.
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€ Merit Pay and the Evaluation

" Problem: Why Most Merit Pay

Plans Fail and a Few Survive

RICHARD J. MURNANE
Harvard University
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Michigan State University and Harvard University (on leave)

Richard . Mumane and David K. Cohen use the framework of microeconomics to account

Sor the short lives of most merit pay plans. They demonstrate that leadung is not an activity
that satisfies the conditions under which performance-based pay is an efficient method of
compensating workers. They then show that merit pay plans survive in a few school dis-
tricts, in part because the districts are special and in part because the menit pay plans are
quite different from conventional notions of performance-based pay.

Designing a compensation system that provides strong incentives for employees
to pursue organizational goals is a challenge every organization faces. Merit pay
for teachers is often suggested as a compensation system that will enable public
school systems to meet this challenge. Yet the promise of merit pay is dimmed by
knowledge of its history; most attempts to implement merit pay for public school
teachers over the last seventy-five years have failed.

The first part of this paper uses microeconomics, the lntcllcctual home of merit
pay, to explain the failures of most merit pay plans. We show that merit pay, even
taken on its own terms, does not provide a solution to the problem of motivating
teachers. The second part of the paper investigates why merit pay survives in a
very few school districts in the United States. The analysis is based on interviews
we conducted with a great many teachers and administrators in six school districts
with enduring merit pay plans. We explain that in these special districts, merit pay
contributes to the solution of problems quite different from the problem of moti-
vating teachers.

Harvard Educational Review Vol. 56 No. 1 February 1986
Copyright © by President and Fellows of Harvard College
0017-8055/86/0200-0001301.25/0




Compensation of Public School Teachers

More than 99 percent of public school teachers in the United States work in dis-
tricts that employ uniform salary scales.! Under such contracts, a teacher’s salary
is determined exclusively by educational credentials and years of teaching experi-
ence. All teachers with the same credentials and experience receive the same sal-
ary, irrespective of subject specialty or perceived performance. Typically, each
school district sets its own salary scale or negotiates it with the local teachers’ union
through collective bargaining.

The limitations of uniform salary scales have been well documented; there is no
financial reward for superior performance and no financial penalty, short of dis-
missal, for inferior performance (Hanushek, 1981). Many critics of uniform salary
schedules argue that improving the quality of education offered by public schools
requires a change from uniform salary schedules to a compensation scheme that
bases a teacher’s compensation on performance, as measured either by gains in
student test scores or by supervisors’ evaluations of the teacher’s actions in the
classroom. Such performance-based compensation plans are typically called merit
pay.

Merit pay is an old idea. In 1918, 48 percent of U.S. school districts sampled
in one study used compensation systems that they called merit pay (Evendon,
1918, as reported in johnson, 1984). Little is known about these early plans, ex-
cept that most did not last. In 1923 the National Education Association (NEA) re-
ported that 33 percent of sampled districts used merit pay (NEA, 1923, p. 52),
and a subsequent NEA survey reported that 18 percent of districts surveyed
awarded merit pay (NEA, 1928, pp. 230-240).

Interest in merit pay waned during the 1940s and early 1950s as the vast major-
ity of public school districts in the United States adopted uniform salary schedules.
Between 1939 and 1953 the number of school systems in cities with populations
of more than 30,000 that used merit pay fell from 20 to 4 percent (Porwoll, 1979,
p. 26).

Sputnik rekindled interest in merit pay by raising questions about the effective-
ness of American schools. During the 1960s approximately 10 percent of U.S.
school districts had merit pay plans, most of which fared no better than their pre-
decessors. By 1972 the number of districts using merit pay had fallen to 5.5 per-
cent (Porwoll, 1979). A 1978 survey of the 11,500 U.S. school districts with enroll-
ments of 300 or more found only 115 with merit pay plans (that is, 4 percent of
the districts that responded to the survey and 1 percent of the districts to whom
the questionnaire was sent). Moreover, the majority of districts that reported hav-
ing tried and dropped merit pay indicated that their plans lasted less than five
years (Porwoll, 1979, p. 41).

Thus, the history of merit pay suggests that while interest in paying teachers
according to merit endures, attempts to use merit pay do not. Moreover, teacher
union resistance cannot account for the demise of most merit pay plans, for most
plans predated unions or failed in nonunion districts. We must search for other

' The 99 percent figure was derived from data presented by Calhoun & Protheroe (1983).
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explanations. We believe that the most powerful ideas for understanding why
merit pay plans fail can be found in the literature of economics. Specifically, we
turn to economic analyses of employment contracts, a growing field within micro-
economics.

Why Most Merit Pay Plans Fail

The Contracts Literature: A Framework for Analysis

One branch of microeconomics, which we will call the contracts literature, exam-
ines the costs and benefits associated with using different types of employment
contracts to compensate workers engaged in particular kinds of production activi-
ties. The following assumptions underlie this literature:

1. Workers’ preferences are not completely consonant with the employing organi-
zation's goals. Workers prefer to work less hard than the organization would
like if there are no adverse consequences for them.

2. Monitoring the output or actions of individual workers is costly.

3. Imperfect monitoring will induce workers to attempt behavior that makes
them appear productive relative to other workers but in fact is contrary to the
goals of the organization. Williamson (1975, p. 9), an important contributor
to the contracts literature, labels this behavior “opportunistic™ and defines it as
“self-interest seeking with guile.”

As seen from the perspective of the contracts literature, the type of employment
contract an organization should adopt depends on he type of work employees per-
form. This is because the cost of evaluating workers’ output, the cost of evaluating
workers’ actions, and the potential for opportunistic behavior all depend on the na-
ture of the production activity.

The perspective provided by the contracts literature is helpful in analyzing
merit pay for three reasons. First, this literature takes seriously the evaluation
problem. It explicitly acknowledges that evaluating worker performance is costly
for management and that imperfect evaluations—defined as less than perfect
knowledge of all worker actions—may elicit unpredicted and potentially destruc-
tive responses from workers. It is this evaluation problem that has plagued most
attempts to introduce merit pay into public education.

Second, the contracts literature emphasizes the importance of trade-offs be-
tween the gains from providing incentives for employees to work hard and the
costs of various ways of evaluating workers’ contributions. Implicit in this empha-
sis on trade-offs is the often neglected recognition that a merit pay system that
brings about modest increases in teachers’ effort levels might not be worthwhile
if the costs of the measures taken to evaluate teacher performance are extremely
high. »

Third, the contracts literature focuses attention on the nature of the production
activity in which workers are engaged. It explains why an analysis of the produc-
tion activity provides the best clues to the responses that particular compensation
plans will elicit. We will argue that compelling explanations for the failure of most
merit pay plans must focus on the nature of teachers' work. In the following




sections we use the framework provided by the contracts literature to explain why
neither “new style merit pay” nor “old style merit pay” is an effective strategy for
motivating teachers to achieve high performance levels.

Naw Style Merit Pay: A Piece-Rate Compensation System

“New style merit pay” (Bacharach, Lipsky, & Shedd, 1984), also called “payment
by results® (Coltham, 1972), bases individual teachers’ merit pay bonuses on their
students’ test score gains. The attractiveness of this strategy is that the evaluation
problem is solved by actually measuring certain dimensions of each teacher’s out-
put, thereby avoiding the subjective quality of evaluations conducted under old
style merit pay, in which bonuses are based on supervisors’ evaluations of teachery’
performance. There are only a few documented cases of school districts that have
used new style merit pay, although merit pay plans that compensate teachers on
the basis of student test score gains have recently been supported by several state
legislatures.? In this section we show that new style merit pay is very much like
what economists know as a piece-rate compensation system, and that teaching
does not satisfy the conditions under which this type of compensation is efficient.

Approximately 30 percent of U.S. workers in manufacturing are employed un-
der piece-rate contracts, the most common form of payment by results (Pencavel,
1977; Seiler, 1984). Piece-rate contracts work well when the actual contribution
of the individual worker to the firm’s output can be measured at relatively low
cost. Commercial laundries’ contracts with workers who iron shirts provide an ex-
ample. The number of shirts ironed is a relatively accurate measure of the worker’s
contribution to the firm. Consumer complaints provide a check on quality. Multi-
ple dimensions of output can be managed by providing a schedule of piece rates
for different types of clothing.

Piece-rate contracts do sometimes elicit opportunistic behavior. For example,
workers may neglect the maintenance of the machines on which they work since
they are not rewarded for machine maintenance (see Pencavel, 1977). For many
types of work, however, the costs of such opportunism are outweighed by the ad-
vantages that piece-rate contracts have over contracts that attempt to control op-
portunism by monitoring worker actions. In particular, piece-rate contracts pro-
vide a strong incentive for workers to find the most rapid way to iron shirts. High
productivity results in immediate rewards; a drop in output results in immediate

nalty.
chhy haven't merit pay plans that compensate teachers on the basis of their out-
put, as measured by student test score gains, become popular? One reason con-
cerns the nature of the incentives that such a compensation system provides. Any
explicit list of pay rates for specific levels of student test score gains (economists
would refer to such a list as a payment algorithm) creates a specific price—a piece
rate— for each student’s test score gain in each subject area. For example, an al-
gorithm that bases compensation solely on gains in average reading scores implic-
itly places a zero price on student gains in other subject areas. Moreover, it places
an equal weight on each student’s gain. If teacher time is viewed as a private good

1 See U. S. Department of Education (1984, p. 43) for a reference to legislation that provides state
financial support 1o school districts that adopt new style merit pay plans.

17




18

(time spent with one student reduces time available for other students), then this
algorithm creates incentives for teachers to allocate time so that the last minute
of time spent with any child yields the same expected test score gain. This means
that there are incentives for teachers to minimize the time they spend with children
whose test scores will not respond to modest increases in attention. '

There is limited evidence that teachers do respond to payment by results by allo-
cating their time to specific subject areas and individual children. For example,
in the middle of the nineteenth century in England, elementary school teachers
worked under a payment-by-results plan that based their compensation on the
number of children who acquired a set of narrowly defined skills. This led to a
narrowing of the curriculum to exclude all nontested subjects, including many that
were perceived to be important — for example, history and geography —but were
difficult to test (Coltham, 1972, p. 24).

Other evidence comes from the experiments sponsored by the Office of Eco-

nomic Opportunity in the early 1970s, in which private firms provided reading

instruction to public school children, with the firms’ compensation dependent on
student test score gains. In at least one of the sites, teachers concentrated their
time on children in the middle of the test score distribution, neglecting those at
the top who would advance well on their own (test score gains above a threshold
were not rewarded), and those at the bottom, whose test scores would not respond
to modest additional amounts of teacher time (Gramlich & Koshel, 1975).

Several readers of early drafts of this paper argued that the evidence presented
above, in fact, provides support for the usefulness of new style merit pay as a strat-
egy for motivating teachers. They pointed out that the evidence demonstrates that
teachers do change their behavior in order to respond to the incentives they face.
All that is needed, these readers argue, is to fine-tune the payment algorithm, for
example, by giving weight to skill development in more subject areas and perhaps
by weighting achievement gains of some children more than those of others. We
believe that the proposed technical solution of fine-tuning the payment algorithm
neglects two critical problems: the lack of consensus about the appropriate
weights, and the nature of teachers’ work. We consider each problem in turn.

Most policy debates about public education avoid the divisive topic of weights,
which is, at its core, a discussion about whose education, or what sort of educa-
tion, matters the most. Instead of explicitly debating what the weights should be,
it is common in public education to delegate decisions on resource allocation to
teachers and administrators, with the inoperable admonition that they provide
every student with the opportunity to fulfill his or her potential. Such delegation
is not consistent with the design of contracts that pay teachers on the basis of their
output, for teachers’ different decisions about weights mean that they are each try-
ing to produce a somewhat different mix of outputs.

If the public schools’ lack of consensus on weights were the only problem in pay-
ing teachers on the basis of their students’ progress, one would expect to see more
extensive use of such compensation schemes in private schools, where, according
to Erickson (1982), family choice leads to greater agreement on school goals. The
limited available evidence suggests, however, that performance-based pay for
teachers is relatively rare in private schools. In 1983 only 7 percent of Catholic
high schools reported that they used any form of merit pay, and none of those



schools based pay differentials on student test score gains (National Catholic Edu-
cation Association, 1985).

Why aren't teachers paid on the basis of their students’ test score gains, even
in organizations where there is relatively high ¢onsensus on goals, union power
is negligible, and management can unilaterally decide how teachers will be com-
pensated? We believe that the answer lies in the nature of the work in schools.
Even where there is a high level of consensus on goals, the goals are multidimen-
sional — for example, raise the average reading level in each class, teach all stu-
dents to embrace democratic values, help each student realize his or her own po-
tential, and eliminate drugs and violence from the school. While it may be reason-
able to attribute progress toward certain goals, such as raising reading scores, to
individual teachers working behind closed classroom doors, it is not possible to
measure each teacher’s contribution to the attainment of other school goals. For
example, eliminating violence and drugs from a school requires that teachers open
their classroom doors and work as a team to monitor students’ actions outside the
classroom. If teachers really do work as a team, it is not possible to measure each
teacher’s contribution to the group output —in this case, a lower level of drugs and
violence in the school (Alchian & Demsetz, 1972). Consequently, individual
teachers’ contributions to achieving this school goal cannot play a role in determin-
ing their compensation under new style merit pay.

If teachers’ pay is based solely on success in raising reading scores, there are
strong incentives for teachers to keep their classroom doors closed and neglect the
teamwork that contributes to the accomplishment of other school goals. Moreover,
the strategy used by some firms to combat this form of opportunism — hiring work-
ers to perform the tasks neglected by piece-rate workers (maintaining the ma-
chinery, for instance, in our laundry example)—does not work well in schools.
Teachers, who work with students every day in class and know students’ names
and personalities, are likely to be more effective in eliminating drugs and violence
from a school than are specialized security officers.

School principals as well as teachers realize that much of the important work
in schools must be done by teachers working together — for example, some main-
tain quiet in halls and libraries while others teach. Compensation algorithms that
reward only those dimensions of performance for which each teacher’s contribu-
tion can be measured could create perverse incentives, inducing teachers to aban-
don hall and library duty, for instance. This may explain why paying teachers on
the basis of their students’ test scores is extraordinarily rare in American edu-
cation.

It is important to note that our discussion of the problems posed by merit pay
rests on the nature of teachers’ work and the incentives that piece-rate compensa-
tion schemes provide. This is quite different from the typical objection to new style
merit pay, which emphasizes the inadequacies of standardized tests. While it is
true that standardized tests of, say, students’ reading skills often do not provide
an accurate measure of students’ skills, and consequently of the fruits of teachers’
work, the inadequacy of tests is not the fundamental problem with new style merit
pay. Even if tests were developed that provided accurate measures of students’
skills in particular subject areas, incentives to allocate time strategically to particu-
lar students and particular subject areas and to neglect aspects of the job not mea-
surable by standardized tests would still remain.
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Old Style Merit Pay

The significance of teamwork and the presence of school principals who have di-
rect supervisory functions suggest the feasibility of basing teachers’ compensation
on principals’ evaluations. In fact, such old style merit pay is the common model.
In this section we explore the extent to which the contracts literature helps us un-
derstand why most experiments with old style merit pay have failed.

The lessons from the contracts literature (see Alchian & Demsetz, 1972; Wil-
liamson, 1975) regarding the conditions under which it is efficient to base the com-
pensation of individual workers on supervisors’ assessments of their performance
can be casily summarized. Merit pay is efficient when the nature of the activity
in which workers are engaged is such that supervisors can provide relatively con-
vincing answers to these two questions posed by workers:

1. Why does worker X get merit pay and I don’t?
2. What can I do to get merit pay?

Unloading boxes from a truck is often suggested as an activity where supervi-
sors can answer workers' questions about performance-based pay differentials. Su-
pervisors can state that worker X was paid more than other workers because he
carried two boxes at a time, while other workers carried one at a time. Workers
are likely to accept this answer because they recognize that carrying two boxes at
a time is, in fact, productive. They also recognize that the nature of the activity
gives worker X few possibilities for opportunistic behavior—that is, for actions
that make him appear productive but in fact do not contribute to the work at hand.
Supervisors can answer workers’ second question by stating that they too can earn
higher pay by carrying two boxes at a time. Workers are likely to find this answer
acceptable because the required action is something they can do if they so choose.

Teachers’ work is, by its nature, very different from work such as unloading a
truck. As is true for workers in any field, some teachers are more effective than
others—hence the call for merit pay. Most analysts agree, however, that effective
teaching cannot be characterized as the consistent use of particular well-defined
techniques.? In other words, there is no analog to carrying two boxes on every
trip.

One consequence of the imprecise nature of the activity of teaching — where this
expression denotes the loose relationship between particular teacher actions and
student learning—is that supervisors cannot answer convincingly when teachers
ask why teacher X received merit pay and they did not. As one of the administra-
tors we interviewed commented: “I know who the good teachers are. They're so
and so, so and so, and so and so. Why are they good teachers? Well, I don't know,
they are just good teachers; but I know who they are.” Many teachers who are de-
nied merit pay find this answer unsatisfactory. One reason is that they are aware
that the nature of teaching, with its closed classroom doors and its network of rela-
tionships among teachers and between teachers and parents, provides great poten-
tial for opportunistic behavior. In other words, there are many things that a
teacher could do to impress a principal and to suggest that he or she was more

? See Wise et al. (1984, p. 10) for 2 discussion of the claims and refutations concerning the role
of specific teacher actions in fostering student learning.




effective than his or her colleagues. Examples might include using friendships with
parents to spread rumors about other teachers’ incompetence, and refusing to
share materials that could help other teachers. Thus, teachers have reason to ques-
tion whether merit pay is awarded to teachers who are in fact the most productive
or to those who are most facile in impressing supervisors.

A second consequence of the imprecise nature of teaching is that supervisors
cannot answer convincingly the teacher’s second question, What can I do to earn
merit pay? In other words, supervisors cannot suggest specific actions that the
teacher can undertake which both teacher and supervisor recognize will enhance
the teacher’s effectiveness. Without an unequivocal answer to this second ques-
tion, teachers may have little incentive to change their behavior in pursuit of
higher income. What is worse, teachers may learn that concealing their problems
and playing up to evaluators is what the organization rewards —dramatically com-
plicating managers’ evaluation problem.

In effect, the lesson from the contracts literature is that the problems with old
style merit pay are more fundamental than careless implementation or inadequate
training of evaluators—to name but two of the explanations often given for the
failure of merit pay plans. The problem lies in the nature of the teaching activity
itself. Specifically, it is the lack of a blueprint for effective teaching that prevents
supervisors from providing convincing answers to teachers’ two primary questions
about merit pay.

What the contracts literature does not reveal is exactly what problems arise un-
der merit pay that have led most school districts to drop this type of compensation
system after a brief trial. While our research was not designed to address this ques-
tion, we did learn some interesting facts about the problems caused by merit pay,
particularly from teachers and administrators in two districts that have had merit
pay for more than twenty years and have altered their plans several times to deal
with perceived problems. The comments of these participants are informative in
understanding what happens when supervisors cannot answer teachers’ questions
about why some teachers receive merit pay and others do not.

One theme that ran through our interviews was a perception on the part of ad-
ministrators that merit pay could easily backfire, since teachers who reccived eval-
uation ratings lower than they felt were fair might respond by working less hard.
This theme is exemplified in the story one former principal told about a fine
teacher whose work he rated “excellent.” Unfortunately, excellent was the second
highest rating in the system, and the teacher firmly believed she deserved the top
rating, “outstanding.” She responded to the principal with, “If that's all you care,
then that's all you'll get,” and, indeed, he reported that her work “fell off.”

Another theme we discerned from our field notes was that past experiences con-
ditioned teachers’ expectations about their evaluations. No teacher expected to be
given a rating lower than the one he or she had received in the previous rating
period. Rarely do discussions of merit pay focus on the repetitive nature of the eval-
uation process. Yet teachers see their “merit” ratings in terms of what they and
others have been told by supervisors in the past. Being demoted is difficult for any-
one, but it would be particularly hard if supervisors could not pinpoint what was
wrong and explain how the situation could be remedied.
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Several administrators cited negative consequences that arose from giving a
teacher a lower rating than the teacher had received in the past. One principal
mentioned a teacher with no better than adequate performance to whom he gave
a rating lower than the rating given by his predecessor. The teacher, who had
planned to retire at the end of the year, was so infuriated by this rating that she
postponed her retirement for two years. The principal was left with a teacher he
did not want; moreover, the teacher had become angry and recalcitrant as a result
of her evaluation rating. The key point here is that even an evaluation system that
produces valid and reliable performance ratings is not enough to guarantee the
success of merit pay. If teachers feel that the ratings are unjust, and evaluators
cannot convince them to the contrary, their reactions to the ratings may under-
mine the education students receive.

A third theme in our interviews was that merit pay tended to interfere with
school principals’ efforts to build effective instructional teams in their schools. Sev-
eral school principals commented that, prior to the introduction of merit pay, they
often gave teachers ratings higher than they actually deserved and then encour-
aged them to live up to the high ratings. The principals reported that this was the
most effective strategy for stimulating many teachers to improve their perfor-
mance, because it built teachers’ confidence and established trust in the principals.
While this evaluation strategy produced ratings that were not objectively valid, the
principals felt it promoted teacher morale and better teaching performance. Prin-
cipals felt that this approach allowed them to focus on the specific problems a
teacher was struggling with, whereas more objective evaluations produced an ad-
versarial atmosphere and could create incentives for teachers to conceal problems.

Many of these same principals worried that the use of merit pay would restrict
their ability to pursue the strategy of encouraging teachers through the use of high
ratings. One reason they worried was that the school district administration was
pressing principals to be objective in their ratings and to standardize ratings across
schools. A second cause for concern had to do with school board complaints of an
excessive number of high ratings; administrators were being pressed to lower rat-
ings and to provide a stronger defense of the top ratings they did give. At the same
time, principals felt pressure from teachers to explain why they had not been given
the top rating while the teacher in the next classroom had. As one principal stated,
“Merit pay turns my job from being a coach into being a referee.” He further im-
plied that his teachers no longer saw him as a helpful coach but as a critical referee
—and this threatened his ability to motivate the teachers to higher levels of effort.

Some readers may conclude that one of the benefits of merit pay is that it pres-
sures principals into actually evaluating teachers objectively, one of the most im-
portant parts of their job. There is some truth to this argument; certainly, many
of the principals we interviewed felt this pressure. There is more to be said, how-
ever. The principal’s primary job is to ensure that the children who pass through
his or her school learn as much as possible. Yet the principal doesn't teach stu-
dents; teachers do that work. The principal’s success, therefore, depends to a large
extent on his or her success in encouraging teachers to work hard and work to-
gether. When a principal gives a lower evaluation to a teacher than he or she had
previously received, the teacher may lose some money, but the principal may lose




the cooperation-needed to make the school work. Our field notes contain many
stories from principals describing the distressing consequences of giving lower rat-
ings than the teachers expected.

Many principals saw merit pay as making their job more difficult by increasing
both the tensions surrounding the formal evaluation process and the intensity with
which teachers asked why they did not get the top rating and what they could do
to receive a better rating—questions that principals could not answer convin-
cingly. In fact, the general thrust of the principals’ comments, with a few notable
exceptions, is quite consistent with the survey evidence indicating that low morale
and “problems of administration” are the primary reasons school districts drop
merit pay (see Calhoun & Protheroe, 1983).

Our evidence leads us to emphasize the importance of the imprecise nature of
teachers’ work as a factor contributing to the demise of old style merit pay. One
of the readers of an early draft of this paper commented that, if we were correct
and the problem were not simply poor public sector management, we should ex-
pect that old style merit pay would not be common in for-profit educational insti-
tutions. While an in-depth exploration of this proposition was beyond our re-
sources, we did attempt to respond to this comment by learning about the com-
pensation policies of the Stanley H. Kaplan Educational Center, a large, nation-
wide for-profit firm specializing in preparing students to take standardized tests
such as the SAT.

Stanley Kaplan does monitor the performance of its teachers closely, in part by
observing them in the classroom and, to an even greater extent, by soliciting stu-
dent evaluations of each teacher’s performance. In fact, Kaplan's students are
quick to complain when the quality of instruction does not justify the cost of the
course. Kaplan uses the feedback from students in deciding which teachers to dis-
miss, but does not use this information in determining individual teacher’s com-
pensation. In fact, teachers who work for Kaplan are paid in much the same man-
ner that public school teachers are paid. All teachers are paid according to a salary
scale that bases compensation on experience, that is, on the number of courses
taught. There are no bonuses for superior performance.

We asked the personnel director of Kaplan why the firm does not use perfor-
mance-based pay. Her answer included these points: all Stanley Kaplan teachers
are effective; those who are not are dismissed. There are some teachers who are
superstars, and the firm has considered paying bonuses to them. This plan was
rejected because of management’s perception that the positive impact of bonuses
on the performances of the superstars would be more than offset by negative effects
on the performances of effective teachers who do not receive bonuses, do not know
why they were passed over, and cannot be told how to become superstars.

In the context of this paper, the Kaplan evidence can be interpreted as implying
that even when management feels it can make relatively accurate, fine-tuned dis-
tinctions among teachers, it would not be able to convince the merely good teach-
ers of the superior performance of some of their coworkers. As a result, the re-
sponses to the pay differentials would not further the goals of the organization.
Thus, the imprecise nature of teaching prohibits evaluators from answering the
hard questions teachers pose about old style merit pay and leads a successful
profit-making firm to base compensation on experience. It is important to add that
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Stanley Kaplan uses evaluation aggressively, even without merit pay, both to dis-
miss ineffective teachers and to offer useful advice to effective teachers. This ap-
proach is obviously similar to that taken by administrators in many public schools.

Why Some Merit Pay Plans Survive

If merit pay is not an effective strategy for improving teachers’ performance, why
do merit pay plans survive in a few districts? Are the districts atypical? Are the
provisions of the merit pay plans atypical? Did merit pay in these districts help
to solve problems other than that of motivating teachers?

We began our search for the answers to these questions by identifying school
districts that have used merit pay for a number of years. Two Educational Re-
search Service publications were helpful in this regard. The first (Porwoll, 1979)
identified 115 school districts in the United States that used merit pay in 1978.
The second (Calhoun & Protheroe, 1983) reported the results of a survey that in-
quired whether each of these 115 districts was still using merit pay in 1983, and
if not, why not. The 47 districts that reported in the 1983 survey that they were
still using merit pay formed the population from which we selected districts for
study. ‘

Within the population we looked first for urban districts with ongoing merit pay
plans. Since many urban districts are thought to have particularly serious prob-
lems with poor teaching quality and low teacher morale, an analysis of enduring
merit pay plans in such districts might provide important insights into the factors
that contribute to the success of performance-based coniracts. However, we found
no urban districts with long-lived merit pay plans. In fact, we could not find even
one documented case of a large, once-troubled school district that had successfully
used merit pay to improve its performance. On the contrary, one of the striking
aspects of the list of districts with enduring merit pay was the large percentage of
very small districts serving relatively homogeneous student populations. More-
over, these districts tended to use very small amounts of money as merit pay bo-
nuses.

We then looked for districts that had used merit pay for at least five years and
had either used pay differentials of at least $1,000 or served more than 10,000 stu-
dents. We found seven districts that met these criteria. We spent several days in
six of these districts interviewing teachers and administrators with the goal of
learning how each merit pay plan worked and how teachers and administrators
reacted to these plans.

Characteristics of the Six Districts

The six districts we studied vary in size from 2,500 to 60,000 students. Three are
located in the Southwest, one in the Northeast, one in the Mid-Atlantic region,
and one in the North Central region of the country. Two districts have collective
bargaining; the union role in the other four is insignificant.

Part of the reason merit pay plans persist in the six districts has to do with their
unusual working conditions. All of the six districts are considered to be among the
best in their geographical areas— places where teachers like to work and where
high housing prices reflect, in part, the desirability of the public schools. In eval-



uating the role merit pay plays in contributing to these districts’ accomplishments,
it is important to focus first on attributes other than merit pay that these districts
have in common.

All of the districts have salary schedules, to which merit pay is added, that are
above average for their geographical areas. The high salaries and good working
conditions permit these districts to be selective in choosing applicants for teaching
positions. None of these districts adopted merit pay as a response to the idea that
there was not enough money to pay all teachers well so they would at least pay
a few good teachers well. In fact, several administrators made comments such as,
“No merit pay system would ever work without salaries at a point that teachers
can live on.” :

None of these districts use merit pay as a strategy to give negative signals to
teachers perceived to be ineffective. However, using evaluation practices that are
in principle unrelated to merit pay, they do dismiss teachers judged to be incompe-
tent and are pressured by parents to do so. These practices have not been resisted
by teachers’ unions in the two districts with relatively powerful unions. The union
leaders in these districts stated that they made sure due process was observed but
that it was not in the union’s interest to protect incompetent teachers. One lesson
to be learned from examining the characteristics of school districts with long-lived
merit pay plans is that attractive working conditions may be a prerequisite for the
survival of merit pay.

Characteristics of the Enduring Merit Pay Plans

Working conditions do not provide the whole answer to why merit pay survives
in a few districts. In fact, merit pay has been dropped by a great many districts
that appear similar to the six we studied. Thus, to explain the survival of merit
pay in our districts we must look at the plans themselves.

The six merit pay plans that we analyzed differ in many respects. However, in
every case the plan incorporates a strategy for dealing with the two questions, al-
ready noted, that many teachers ask about merit pay. The strategies consist of
varying combinations of four themes: extra pay for extra work, making everyone
feel special, making the program inconspicuous, and legitimation through partici-
pation. These strategies represent adaptations of the merit pay idea that elimi-
nated those conflicts between merit pay and the nature of teachers’ work that we
discussed above. However, they turn merit pay into something else. In fact, we
regard each of these adaptations as evidence supporting the theme developed in
the first part of this essay, namely, that teachers’ work does not satisfy the condi-
tions under which performance-based compensation is an effective means of moti-
vating workers to high performance levels. In the analysis that follows, we stress
the ways in which each district changed one or more crucial aspects of the merit
pay idea. While these districts still refer to their plans as merit pay, econormists
would not view them as examples of performance-based compensation.

Extra pay for extra work. One common clement in the long-lived merit pay plans
is that the definition of performance is altered so as to reduce emphasis on class-
room teaching and increase emphasis on completion of tasks outside the class-
room. For example, the numerical rating system used by one district to determine
merit pay awards gives school and community service the same weight as class-
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room performance. Another district requires that a teacher complete six outside
activities to be eligible for merit pay. As one teacher commented, “This isn’t merit
pay; it's how you get the yearbook done.”

A complementary practice is to make the teacher responsible for documenting
that he or she is worthy of merit pay. As part of the merit pay application process
in several districts, teachers had to prepare lengthy documents describing their ac-
complishments and providing evidence in the form of testimonials from colleagues
and parents. One teacher commented, “When I finished this last time, I had a vol-
ume no less than three inches thick of evidence, arguments, and materials.”

These practices, which we call extra pay for extra work, provide one set of rela-
tively convincing answers to the two questions teachers raise about merit pay. Ad-
ministrators can clearly state that teacher X received merit pay because he or she
devoted time to organizing a variety of activities and to documenting his or her
accomplishments, both in and out of the classroom. If another teacher wants merit
pay, he or she can do these same things.

This approach to merit pay relieves administrators of the impossible task of dis-
cerning and defending differences in the quality of teachers’ classroom instruction.
But this approach also means that the school districts using it have effectively
given up any effort to relate financial rewards to the core of the teacher’s job—
namely, classroom instruction. The use of this approach underscores our earlier
argument that merit pay is ill-suited to teaching.

Make everyone feel special. A second theme is to quietly award merit pay to almost
all teachers. This strategy is most pronounced in one district in which a numerical
rating system is used to determine whether teachers receive no award or an award
of $500, $1,000, $1,500, ¢r $2,000. Only teachers who had worked in this district
for at least six years were eligible for merit pay. Eligible teachers could choose not
to participate in the merit pay plan, and this choice spared them from document-
ing their accomplishments and undergoing the merit pay review process. Only a
very few teachers chose not 1o participate in this merit pay plan, however.

Teachers whom we interviewed in this district were unaware of the distribution
of actual awards but typically were pleased that they each received a substantial
award. In fact, every teacher who participated in the voluntary merit pay program
(over 90 percent of eligible teachers in the district) received an award; 85 percent
of the teachers received either $1,500 or $2,000. We suspect that the bunching of
the ratings at the top of the scale and the relatively small monetary differential be-
tween the top two awards is important in minimizing ill feeling on the part of
teachers in schools headed by hard-grading principals. In this district, if a princi-
pal is a hard grader, the effective teacher receives an annual bonus of $1,500 in-
stead of $2,000. _

In effect, the “make everyone feel special” strategy deals with teachers’ poten-
tially destructive questions about merit pay by reducing the number of teachers
who ask. We find it interesting that this theme was particularly evident in the two
districts in our sample that have had merit pay for more than twenty years. But
if this approach deals effectively with teachers’ questions, it does so by rewarding
everyone, cutting off questions by cutting off the reasons for asking them. One
idea behind merit pay, however, is to use differential financial rewards to improve
worker performance. If most teachers receive the top reward or an amount close




to it, then there will be little difference in the incentives and thus little chance that
the differences will affect teacher performance. Once again, this approach to im-
plementing merit pay provides additional evidence of the poor fit between this
type of compensation scheme and teachers’ work.

Make menit pay inconspicuous. In several districts, the design of the merit pay sys-
tem is such that the incentives are of little interest to a large percentage of the
teachers. For example, in one district, eligibility for merit pay requires ten years
of service, completion of six activities outside the classroom, and satisfactory per-
formance evaluations. The reward for fulfilling these requirements is $600 (some-
what more if coupled with advanced degrees). Only 40 percent of the teachers in
this district who do fulfill the length of service requirement choose to participate
in the voluntary merit pay plan. In another district, teachers can apply for one
of four different award levels, each level having different requirements. While the
award levels are sizable ~$1,000 for level one, $4,000 for level four —the require-
ments are so demanding that only 12 percent of the teachers apply for any level
(two-thirds of these teachers receive awards). The level four requirements include
a master's degree and thirty hours of graduate credits, superior teaching skills as
demonstrated, for example, by “representing the district at the state or national
level as a resource person, chairperson, or committee member,” and superior pro-
fessional contributions, as demonstrated, for example, by serving “in an official ca-
pacity in the management of the professional associations or organizations related
to a specific field of study.™ For the vast majority of the teachers in this school
district, the financial awards do not justify the extra work.

In all six districts, merit pay has a low profile. In part, this stems from the per-
ception that merit pay is something almost any teacher could earn but that the fi-
nancial rewards do not justify the extra work. Another element is that, in five of
the six districts, teachers are urged not to discuss with colleagues either who re-
ceives merit pay or the amount of the awards. In these districts, where most teach-
ers like their jobs, the primary effect of secrecy seems to be to reduce teachers’ in-
terest in merit pay and thereby to reduce the number of teachers who ask the hard
questions about why some teachers get merit pay and others do not. But whatever
the reasons for the low profile, this common approach to implementation is further
evidence that our districts tended to turn merit pay into something else. If the aim
of a differential compensation system is to stimulate better performance, then it
would be important for workers to know who did the better job, and why. But the
districts we visited built barriers against the acquisition of this information.

Legitimation through participation. The final attribute of merit pay uncovered in
our districts concerns the process by which the programs were designed. In all of
the districts, teachers played a significant role in the design of the merit pay plans.
Moreover, in each of the two districts that have had menit pay for more than
twenty years, the system has been revised several times in response to teacher
complaints. We believe that teachers’ participation in the design and redesign of
the plans contributes to the plans’ longevity. One reason for this effect is that the

¢ These quotations are taken from the school district’s description of its performance-based com-
pensation plan.
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process of participation reveals information about teachers’ preferences that is ex-
tremely difficult to collect unless teachers volunteer it. This information, more-
over, is critical in enabling supervisors to predict teachers’ responses to incentives.
Participation gives teachers a reason to volunteer information and a mechanism
for doing so. A sccond reason that participation contributes to the longevity of
merit pay plans is that it creates the impression that merit pay is not a system
thrust upon teachers but rather one they helped to create. Seen as such, teachers
may still ask why some teachers get merit pay and others do not, but the intensity
with which they ask is diminished. Teachers recognize that if many of them find
the program objectionable, they can change it.%

One could view teachers’ participation as an example of workers’ self-protective
behavior. In this case, however, workers’ objections to merit pay were shared by
management. We therefore view worker participation as yet another effort by
management and workers to redefine a compensation system that has great poten-
tial for doing damage.

Is There a Role for Merit Pay?

The schemes we studied, then, were not merit pay, at least if this term denotes
performance-based compensation. But the six districts nonetheless seemed quite
convinced that their compensation plans were useful. We wondered why. Did
these plans have some desirable effect on the scholastic performance of students
in these districts? Did the plans help the districts to resolve problems that they
faced?

On the first question, merit pay in the districts we studied does not appear to
have affected the quality of teaching; neither administrators nor teachers offered
any evidence that merit pay had a significant impact on the way teachers teach.
This is not surprising given the attributes of the enduring plans. This conclusion
is also compatible with the theme developed above: the nature of teachers’ work
is such that basing individual teachers’ pay on assessments of their performance
is unlikely to motivate teachers to work harder.

If merit pay does not motivate teachers to work harder, why do a very few dis-
tricts retain it? Our interviews with teachers and administrators suggest that merit
pay has helped these six districts solve problems quite different from the problem
of motivating teachers. These problems include (1) how to support good teachers
who differ in their relative needs for income and free time, (2) how to encourage
meaningful dialogue between teachers and administrators about difficult i1ssues,
such as the quality of the evaluation process, (3) and how to build community sup-
port for the public schools.

In the districts we visited, merit pay contributes to solutions to these problems
in the following ways:

1. Extra pay for extra work provides opportunities for teachers with greater fi-
nancial needs to augment their incomes by spending time on school-related ac-
tivities.

* The importance of voice as a mechanism for improving the performance of organizations is ele-
gantly developed by Hirschman (1970).




2. The ongoing discussions of how merit pay works, what its problems are, and
what changes are needed provide forums for meaningful dialogue between
teachers and administrators concerning difficult issues, such as the nature of
the evaluation process.

3. The merit pay plans contribute to the perception that teachers are accountable.
As one teacher commented on why members of the community supported
merit pay for teachers, “The people out there who are paving taxes want to
make sure that in the area of teacher pay, those who are doing the real work’
are the ones who get the rewards, above and beyond the standard.” This per-
ception of accountability increased the willingness of communities to pay
teachers well. Cne administrator remarked that merit pay “has meant a lot of
money for a lot of teachers that would otherwise not have been provided,
knowing the Board of Education.”

We do not mean to imply that merit pay is necessary to solve the problems of
satisfying teachers’ varied needs, encouraging dialogue, and promoting commu-
nity support for the schools. In fact, a far greater number of school districts solve
these problems without merit pay. For example, many districts meet some teach-
ers’ needs for additional income through extra pay for extra work without calling
this merit pay, or through small grants competitions.®* Many districts use the col-
lective bargaining process to promote meaningful dialogue between teachers and
administrators (see Freeman & Medoff, 1984). Others promote community sup-
port through volunteer programs, public/private partnerships, and outreach activ-
ities.

What we do want to suggest is a different way of looking at merit pay. This is
useful because, if the past is any guide to the future, the current, perhaps waning
wave of interest in merit pay will not be the last time that educators feel pressure
to adopt this type of compensation plan. In thinking about merit pay in the future,
it is useful to ask whether it can play a modest role in satisfying teachers’ varied
needs, encouraging meaningful dialogue between teachers and administrators,
and promoting community support for the schools. In most school districts, the
answer to this question will be an emphatic “no.” But in a few districts the answer
could be a tentative “yes.” We hope that our work provides some clues to the types
of districts where an answer of “maybe” makes sense and what types of merit pay
plans hold some promise. .

There is one final theme in our evidence that seems to apply to districts both
with and without merit pay: improving teachers’ performance through evaluation.
If evaluation is to contribute to the goal of helping teachers improve, it must be
carried out by skilled and knowledgeable supervisors in an atmosphere that re-
wards honesty and cooperation. When teachers who conceal their failings receive
higher pay than those who do not, the atmosphere for useful evaluation and advice
is poisoned. If supervisors are to engage in a productive dialogue with teachers,
they must act in a way that is consistent with the sustained nature of their relation-
ship with teachers. Evaluation is a repetitive sequence which creates expectations,
memories, and sensitivities that can either contribute to improved performance
or, if treated insensitively, undermine it. It was the goal of merit pay's advocates
to put the power of money into the evaluation process as a way to improve teach-

¢ See, for example, Small Grants for Teachers (n.d.).
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ers’ performance. That goal is misguided. But the broader lesson — that school ad-
ministrators must work to create relationships with teachers in which evaluations
contribute to improvement, change, and cooperative problem solving —is one that
must not be forgotten even after the pressures for merit pay dissipate.
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The Teacher Quality Index (TQI) is based on three components of teacher quality
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All data are from the 2003-04 academic year, with the exception of the turnover rate
which measures the percentage of FTEs leaving a school from 2003-03 to 2003-04.
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Teacher Quality Indicators for Texas Schools by Accountability Rating (2004)
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All three measures have been found to have a significant effect on student achievement. Teachers
assigned out-of-field, novice teachers, and teacher turnover all negatively affect student achievement.
All three measures are based on teacher ful-time equivalents (FTEs) as found in PEIMS.
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All three measures have been found to have a significant effect on student achievement. Teachers
assigned out-of-field, novice teachers, and teacher turnover all negatively affect student achievement.
All three measures are based on teacher ful-time equivalents (FTEs) as found in PEIMS.
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Teacher Quality Indicators for Schools Serving High and Low
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All three measures have been found to have a significant effect on student achievement. Teachers
assigned out-of-field, novice teachers, and teacher turnover all negatively affect student achievement.
All three measures are based on teacher ful-time equivalents (FTEs) as found in PEIMS.

SOURCE:

AriA IR THA Nr Fd Fuller




Teacher Quality Indicators for Schools Serving High and Low
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All three measures have been found to have a significant effect on student achievement. Teachers
assigned out-of-field, novice teachers, and teacher turnover all negatively affect student achievement.
All three measures are based on teacher ful-time equivalents (FTEs) as found in PEIMS.
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All three measures have been found to have a significant effect on student achievement. Teachers
assigned out-of-field, novice teachers, and teacher turnover all negatively affect student achievement.
All three measures are based on teacher ful-time equivalents (FTEs) as found in PEIMS.
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