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A key challenge facing education reformers is how to attract and retain talented people in the
teaching profession.  Research shows the impact that teacher quality has on student achievement
and that our most economically disadvantaged students, those who need the most from their schools,
are least likely to have the most qualified teachers.  The fact is that while we have many great teachers
who labor anonymously every day—often in the face of trying circumstances and without adequate
support—we do not have enough.

To help address this problem, the recent No Child Left Behind Act (NCLB) requires all teachers to
be “highly qualified” by the end of the 2005-06 school year.  Meeting this challenging goal is a key
component of addressing the achievement gap that adversely impacts too many poor and minority
youngsters.

However, without changes in how we compensate teachers accompanying the mandate in NCLB,
many states and school districts will be unable to meet it.  To help policymakers rise to the challenge,
this paper by education analyst Bryan Hassel lays out the basis for a “grand bargain”:  raise teacher
salaries and modernize how we compensate teachers.

Rejecting the false choice between raising teacher pay and reforming an archaic pay structure,
Better Pay for Better Teaching instead offers a roadmap to doing both.  As Dr. Hassel shows, there is not
one best way to accomplish this, but rather an imperative for policymakers to innovate with various
strategies.  Hassel offers various options and considerations for policymakers.
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In the contentious debate over American
public education, there’s one thing
everyone seems to agree is vital: great

teaching.  It’s not only intuition that tells us that
teachers matter; research shows that teachers have
a greater impact on student achievement than any
other educational factor.1  It is time to embrace
the logic of this conclusion head on.

During the past decade, efforts to improve
public education have made great strides,
focusing on accountability, expanded public school
choice and charter schools, and a renewed
commitment to invest in education. But it is
impossible to imagine dramatic improvements in
education without dramatic improvements in
teaching.

America’s teaching force faces substantial
challenges.  There is wide consensus in education
about the importance of improving teaching by:

! enticing more people with high teaching
potential to enter the profession, especially
in subjects and geographical regions where
there is an acute shortage of teachers;

! convincing effective teachers to stay in their
classrooms rather than seeking other jobs;

! inducing more great teachers to take on tough
assignments—like teaching the most
disadvantaged kids;2

! enhancing the capacity of teachers to use
practices that are likely to increase student
achievement;

! increasing teachers’ consistent use of such
practices; and

! encouraging or requiring chronically
ineffective teachers to leave teaching.

Achieving these goals will require dramatic
changes in current education policy and practice
with regard to the nation’s 2.9 million teachers
and those who seek to join their ranks.3 We need
to change the way we prepare, recruit, select,
develop, support, and evaluate teachers.  In
previous reports, PPI has addressed the issues
of how we prepare teachers and how we recruit
them.4  We may also have to change the way we
design schools, to make them places where good
teachers want to work.

It is also essential that we change how we
pay teachers. We must pay them more, because
without pay that is commensurate with other
career opportunities, we will never attract
enough of the best and brightest into teaching.
But is also clear that we must pay them
differently from the way we do now.  In addition
to better pay, we must move toward a better pay
system.  We should reward teachers not just for
experience, but for the skills, knowledge, and,
ultimately, the performance they bring into their
classrooms. This goal requires that we rethink
teacher pay systems to harness them to drive
student achievement.

This paper points to a new bargain to do just
that: pay teachers more and tie higher pay to
what schools need from teachers to improve
student learning.  Put another way, we must
increase the opportunity that teaching affords
teachers, but we must also ask in return that
teachers accept more responsibility for results
in a more professional and differentiated system
of compensation.

A common refrain within the education
debates is that unless we pay teachers more,
efforts to improve teacher quality will inevitably
fall short. They are right. The laws of supply and
demand do not stop at the schoolhouse door.
Current teacher pay levels do attract talented
people to the profession, but not enough of them.

Better Pay for Better Teaching
Making Teacher Compensation Pay Off in the Age of Accountability
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Overall teacher income remains too low to
attract and retain enough of the high-caliber
people knowledge jobs demand.

In 2000, the average U.S. teacher was paid
only $41,820 per year, and starting wages
averaged only $27,989.  At the high end, states
like New York, New Jersey, and Connecticut
have average salaries of more than $50,000
annually; however, 24 states have average
salaries below $37,000.  Further, 27 states offer
average beginning earnings below $27,000. These
starting and average salaries lag behind many
other professions.  For example, in 2000,
graduates with a mathematics background took
in an average starting income of $46,744 and those
with a chemistry background earned $38,210.
Liberal arts graduates started at an average of
$36,000—more than $8,000 higher than the
average starting teaching salary.5  Even accounting
for teachers’ shorter work year, a disparity exists.
In a competitive market, these figures are too low
to entice and retain enough talented individuals.

As essential as it is for policymakers to invest
in greater teacher pay, it’s equally important that
we think at the same time about how we pay
teachers.  The way we typically pay teachers now
represents a colossal underutilization of scarce
resources and sends the wrong signals to aspiring
teachers: Not only do they see low entry-level
and mid-career salaries, compared to what their
college classmates will earn, the pay system lacks
sufficient incentives to reward knowledge and
performance.  Further, although we spend over
$100 billion per year on teacher stipends alone,
our current compensation systems are not
designed to drive achievement of the teaching
quality goals listed above.  Even worse, most
systems frequently work at cross-purposes with
efforts to achieve those aims.

Though there are many exceptions, the vast
majority of public school teachers are paid
according to a salary schedule that rewards two
attributes: years of experience and higher
education, such as earning master’s degrees.
Advanced credentials in education, while
certainly a worthy pursuit, do not translate into
improved student learning, according to research
studies. Teaching experience appears only loosely
related to teaching quality, especially beyond the
first few years of teaching.

Further, this system affords little flexibility to
entice the most desirable candidates into the

profession, or to provide special encouragement
for the best teachers to stay.  It doesn’t give school
or district officials the flexibility to use pay to
attract great teachers to tough assignments or
reward exceptional accomplishments, because
it rewards teachers without regard to the
challenge or results of their teaching.  And,
coupled with woefully inadequate measures in
most communities for effectively helping or
removing under-performing teachers, it provides
an incentive for ineffective teachers to stay in
classrooms by raising pay steadily over a
teacher ’s career regardless of the quality of
instruction.

It’s time to move beyond a pay method
designed early in the last century and to begin
building an innovative system that addresses the
realities of public schools in the 21st century.
Reforms to address these issues—which at first
glance might appear commonsensical but are
actually quite controversial—include:

! providing higher pay or bonuses for teachers
who take on tough school assignments;

! paying more to teachers in certain disciplines,
such as math and science;

! paying for demonstrated knowledge and
skills, rather than only experience and
degrees;

! tying rewards to the student learning
achieved by a teacher, group of teachers, or
school; and

! giving school leaders more authority to set
teachers’ pay.

There is great resistance in some quarters to
ideas that deviate from a pay system based on
education and experience.  Some concerns about
new methods of compensation are well
intentioned.  Critics worry about fairness,
unintended consequences, and whether such
proposals are simply ruses to avoid investing
more in teacher pay.  Other critics, however, fear
a loss of institutional leverage if teachers are paid
more in accord with other professionals and less
like wage earners in a factory or other industrial
settings, despite the obvious benefits of these
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changes for teachers.  It is this latter category of
critics who damage, rather than enhance, the
professional status of teachers and hobble efforts
to raise teacher income.

As this paper shows, sound policy demands
that we modernize compensation systems for
teachers.  Teachers should be paid on par with
other professionals but also in the same manner
as other professionals.  In addition, the politics of
education finance also demand that reform
accompany demands for greater teacher pay.  The
public thinks teachers are underpaid but that
increased compensation should be tied to
improved teaching and learning.  Teacher-pay
reform and salary increases amount to a “grand
bargain” for our nation’s teachers.  The public
will invest in raising teachers’ income when such
hikes are tied to reform goals and results.

It is tempting to suggest that we should
replace the current system with a one-size-fits-
all approach, but such a change would be
unwise for two reasons.  First, though schools,
districts, and states have toyed with different
pay systems over the years, we know very little
about “what works” in teacher compensation.
For now, we need experimentation; once we
learn what works, we’ll be better able to make
broader recommendations.

Second, even with considerable research, we
would be unlikely to arrive at the single best way
to compensate instructors.  Research in the pri-
vate sector suggests that for pay systems to sup-
port organizational goals, they need to be aligned
with the organization’s culture and how people are
organized to work toward those goals.  Though cer-
tainly there are common elements of culture and
how teachers and staff work together across dis-
tricts and schools, there is also much variation.
We need a pay system that allows leaders to use
compensation as one of many tools in alignment
with their broader strategies to increase student
performance via quality teaching.

As a result, this paper does not advocate a
single alternative compensation system.  Instead,
it lays out the critical design choices and options,
discussing the advantages and pitfalls of differ-
ent designs.  It aims to serve as a roadmap for
leaders from the schoolhouse to the statehouse
interested in redesigning teacher earnings in ways
that will increase the quality of instruction.

The following principles should guide the
policy dialogue about the design of pay systems:

1. Widespread experimentation.  Currently,
departures from the conventional pay system
are the exception.  They should be the norm.
Literally every state, district, and school—
not just a select few—should be trying to
improve on the current system of
compensation.

2. Flexibility.  Alignment is most likely to come
about when the people setting pay policy are
close enough to “the action” to devise
compensation systems that make sense in the
context of their overall strategies for
improvement.  Though state and district
policymakers have key roles to play, school-
level flexibility (with accountability) should
be central to any teacher-pay reform.

3. Fairness and “hold harmless.”  States and
school districts should not reduce the current
salaries of teachers to finance these reforms.
Rather, the goal should be increased and more
effective compensation.

Within these broad recommendations, cer-
tain principles should guide thinking about ap-
propriate policies:

! Intense focus on results. Though experi-
ments may take different forms, they should
all seek a common goal: to create compensa-
tion systems designed to increase student
learning by enhancing the quality of teach-
ing.  More specifically, they should directly
support achievement of one or more of the
teaching quality goals listed above.

! Alignment. Policymakers should not con-
sider teacher income in isolation.  Compen-
sation policies should be aligned with
broader school improvement strategies as
well as comprehensive “human resources”
policies including organizational design, re-
cruitment, selection, goal setting, profes-
sional development, school culture, and
evaluation.

! Rigorous documentation.  States, districts,
and private funders should invest heavily in
documenting alternate approaches to com-
pensation and assessing their effects on
teacher recruitment, retention, practices,
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and effectiveness in raising student achieve-
ment.

This paper proceeds in six sections.  The first
makes the case for change in more detail.  The
second describes the key dimensions of pay
policy: what factors drive pay and who sets pay.
The next section takes up the first dimension,
discussing a variety of potential compensation
systems that base pay on different factors.  The
following section takes up the other dimension,
exploring different ways of allocating authority
to set pay within the education system.  The final
section returns to recommendations and
conclusions.  An appendix designed to serve as
a toolkit includes more detailed analysis of design
options to guide policymakers as they construct
programs. Subsequent PPI papers will examine
and propose national and state-level options to
support reform in this area.

Teacher Compensation: The
Case for Change

Why Pay Matters

Some observers argue that other issues such
as school choice, student testing, or professional
development are paramount, and that discussion
of teacher income is merely a distraction or at
best a secondary issue.  While successful school
improvement requires addressing a number of
issues in concert, the way we pay teachers can
affect teaching quality through two channels:
compositional effects and behavioral effects.

First, the way we pay instructors affects the
composition of the teaching force: who goes into
teaching in the first place and who stays.  Though
people consider a wide range of factors when
deciding whether to enter teaching and whether
to stay, pay is a major factor.  Individuals look at
the compensation system not only to see what
financial rewards they will reap, but also for sig-
nals about what kinds of attributes and contribu-
tions are valued.

Second, the way we pay affects the behavior
of teachers: how they teach and how they de-
velop their teaching capabilities over time.  Like
all professionals, teachers have some level of
control over their own practices and develop-

ment.  How they choose to direct their energies—
inside the classroom and out—will be in part
driven by what kinds of practices and capacity-
building habits are rewarded by the pay system.

But does income really matter that much to
teachers?  If it doesn’t, then it’s hardly worth
undertaking the considerable technical and
political challenges involved in refashioning
teacher compensation.

According to one line of argument, pay is
less of a motivator for teachers than “intrinsic
rewards” such as the satisfaction they derive
from seeing children learn.  For decades, studies
involving extensive interviews with and
observations of teachers have supported the
primacy of such rewards.6  As Susan Moore
Johnson writes: “The primary attraction of
teaching and the incentive for good work
continues to be the prospect of achieving success
with children.”7  Econometric analyses of teacher
turnover using large-scale teacher databases also
suggest that working conditions are more
important than pay in determining teachers’
decisions to switch schools and exit the
profession.8  A recent study of early-career
Massachusetts teachers finds that the support
teachers receive has more of an impact on
teachers’ satisfaction than financial rewards.9  In
a large-scale Public Agenda survey, large
majorities of teachers said they would choose
schools with well-behaved students and
supportive parents and administrators over
schools that paid more.10

All of this research makes one point abun-
dantly clear: No one should regard pay reform as
some kind of “silver bullet” that can, by itself,
overcome our teaching quality challenges.  Im-
proving the effectiveness of teaching requires
multifaceted policy development, encompassing
preparation, recruitment, selection, professional
development, working conditions, and evaluation.

But should we conclude therefore that pay is
irrelevant? Should policymakers and practitioners
not consider pay within the context of this larger
task?  Surely not.  For one thing, studies citing
the importance of noncompensation factors often
go on to say that pay, while not most teachers’
primary consideration, is still important.11  And
broader studies of the use of external incentives
find that extrinsic rewards are more effective
motivators for workers, like teachers, who tend
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to have high levels of intrinsic motivation as
well.12

In addition, the sheer scale of expenditures
on teacher pay is enormous.  According to a 1999
survey by the American Federation of Teachers,
K-12 teacher salaries alone accounted for over
$109 billion—more than 37 percent of the nation’s
total expenditures on K-12 public education.
Surely it makes sense to try and optimize the
impact of such a considerable sum.13

Finally, we do not know what kind of impact
pay policy could have on teaching quality if it
were redesigned in the context of the new push
for results-based accountability.  Though there
have been numerous experiments with changes
in teacher compensation over the years, they
have been limited in scale and scope and mostly
incremental relative to the existing system.  And
most were instituted prior to the current era of
statewide standards and accountability for
results.  It’s not hard to believe that in a system
with few accountability demands, changes in
pay policy would have little effect on teaching.
But now is the time to refocus experimentation
in the new context.

The Current System

Teachers in the United States, by and large,
are paid according to a clearly defined salary
schedule that allows teachers to increase their
pay in two ways.  First, pay rises steadily with
experience.  In the North Carolina example in
Table 1, salaries rise by about 1.5 percent in a
typical year, in addition to whatever general in-
flationary or cost-of-living increase the legisla-
ture provides.  After 29 years, salaries plateau.
Teachers with a master’s degree earn $2,500 to
$4,500 more than those with a bachelor’s de-
gree (the increment also rises with experience).
Teachers with doctoral degrees earn an addi-
tional $2,530 annually.14

States and districts have adopted
innumerable variations on this basic theme.
Some salary schedules, for example, plateau
earlier than North Carolina’s 29 years.  Others
provide smaller increments for higher degrees.
The North Carolina schedule offers larger raises
for teachers entering their third through seventh
years of teaching—career points at which many
choose to leave the profession.  And some states

and districts have experimented with even more
significant permutations, examples of which are
described later.  But these variations aside, the
basic fabric of compensation is similar across
most jurisdictions.

This dominant system of teacher pay dates
back about 80 years.  According to one author,
Des Moines and Denver were the first to adopt
it in 1921.  By the 1950s, some 97 percent of
schools paid teachers according to such a scale.15

This change in teacher wages mirrored broader
trends of the hiring and compensation practices
for government employees of all kinds and, to
some extent, private-sector workers.  Through-
out government, public agencies began to pay
staff based on graded schedules that rewarded
workers based on objective measures, such as
years of experience and levels of education.16

Undoubtedly, this kind of single-salary sched-
ule was an improvement over previous pay sys-
tems, which differentiated compensation based
on such factors as race and gender.17

Proponents of the system make two basic
arguments in support of it.  First, the typical sal-
ary scale provides two kinds of incentives for
teachers: to remain in teaching to take advan-
tage of rising pay, and to seek out higher de-
grees.  To the extent that teaching experience
and graduate education make one a better a
teacher, the two incentives serve to enhance the
quality of teaching in schools.  According to
Kathleen Lyons, a spokeswoman for the NEA,
“the single-salary schedule serves us well—it
recognizes that teachers become more proficient
over time.”18

Second, the system is fair and simple.  Raises
are based on objective, easily verifiable factors
rather than subjective, and thus potentially ar-
bitrary and capricious, judgments by principals
or central office staff.  Two teachers with the
same level of experience and education earn
precisely the same salary, at least within a given
district or state.  Arguably, such a system is likely
to gain the approval of teachers, because they
can understand it and know they will not be
mistreated under it.  Alternative systems with
less built-in fairness could worsen teacher mo-
rale or induce more teachers to leave the profes-
sion.  They could also be costly and complicated
to administer, and require much higher capac-
ity on the part of administrators.
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The Value of Seniority and Advanced Degrees
  The first argument makes the case that in

rewarding experience and higher education, the
typical salary schedule is, in effect, rewarding high-
quality teaching.  Experience and graduate educa-
tion are, according to this argument, good prox-
ies for teaching quality.  But research suggests
that a teacher’s experience and educational lev-
els are, at best, only weakly related to how much
her children learn.  One review looked at hun-
dreds of studies of the relationship between teach-
ers’ characteristics and student achievement.
Most of them, according to the review, were of
poor design in the first place.  But of the studies
that explored the link between teacher experience
and student outcomes, only 30 percent found one
correlation.  Of those probing for a connection
between a teacher’s master’s degree and student

achievement, only 10 percent found one such
link.19

Further, even when research supports the
idea that experience and degrees matter, it of-
ten finds that they don’t matter very much.  One
study, for example, found that only “3 percent
of the contributions teachers make toward ex-
plaining student achievement is associated with
teacher experience, degree level and other
readily observable characteristics . . . . [T]he re-
maining 97 percent is made up of teacher quali-
ties and behaviors that could not be separately
isolated and identified.”20

At best, a teacher’s level of experience and
educational attainment are poor proxies for the
quality of instruction the teacher is likely to de-
liver.  Few would dispute that there are many
highly experienced teachers who are, nonetheless,

fosraeY
ecneirepxE

s'rolehcaB
yaPlaunnA

s'retsaM
yaPlaunnA

.D.hP
yaPlaunnA

0 052,52$ 087,72$ 013,03$

1 076,52$ 042,82$ 077,03$

2 011,62$ 027,82$ 052,13$

3 046,72$ 004,03$ 039,23$

4 040,92$ 049,13$ 074,43$

5 063,03$ 004,33$ 039,53$

6 046,13$ 008,43$ 033,73$

7 066,23$ 039,53$ 064,83$

8 041,33$ 054,63$ 089,83$

9 026,33$ 089,63$ 015,93$

01 021,43$ 035,73$ 060,04$

11 016,43$ 070,83$ 006,04$

21 011,53$ 026,83$ 051,14$

31 016,53$ 071,93$ 007,14$

41 041,63$ 057,93$ 082,24$

51 076,63$ 043,04$ 078,24$

fosraeY
ecneirepxE

s'rolehcaB
yaPlaunnA

s'retsaM
yaPlaunnA

.D.hP
yaPlaunnA

61 022,73$ 049,04$ 074,34$

71 077,73$ 055,14$ 080,44$

81 043,83$ 071,24$ 007,44$

91 029,83$ 018,24$ 043,54$

02 005,93$ 054,34$ 089,54$

12 011,04$ 021,44$ 056,64$

22 027,04$ 097,44$ 023,74$

32 063,14$ 005,54$ 030,84$

42 000,24$ 002,64$ 037,84$

52 046,24$ 009,64$ 034,94$

62 003,34$ 036,74$ 061,05$

72 089,34$ 083,84$ 019,05$

82 076,44$ 041,94$ 076,15$

92 083,54$ 029,94$ 054,25$

+03 083,54$ 029,94$ 054,25$

Table 1:  North Carolina Teacher Salary Schedule 2001-2002

Source:  North Carolina Department of Public Instruction
http://www.ncpublicschools.org/salary_admin/SalSched01-02.pdf.
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ineffective in their classrooms.  There are many
with master’s diplomas on their walls whose
teaching lags behind that of their less-credentialed
peers.  Conversely, among the ranks of the best
teachers one would surely find many who are
early in their careers, or who have only bachelor’s
degrees.

In short, experience and education are an
extremely weak basis for determining teaching
pay.  The only plausible argument for using them
as such is that, despite their limitations, they are
superior to all alternative proxies, such as more
direct measures of teachers’ skills, knowledge,
and actual success with students.

Perhaps this was the case 80 years ago, when
these pay systems were first enacted.  But today’s
environment is different.  States and private
entities have developed elaborate systems of
teaching standards and ways of assessing
teachers’ skills, knowledge, and performance.
And the establishment of student learning
standards and corresponding assessments, while
still evolving, have made it much more feasible
to assess schools’ and teachers’ contributions to
student learning.  It is difficult to believe that in
this context, experience and education proxies
are the best we can do.

Fairness and Simplicity
The current pay system is “fair” only in a very

limited sense.  It is fair in that it treats people
with similar levels of education and experience
(within a state or district) similarly, regardless of
irrelevant characteristics like race, gender, or their
personal relationships with their principals.  In
other ways, though, it is grossly unfair.  While it
ignores irrelevant differences between teachers, it
also ignores relevant ones, like their levels of
knowledge and skills, their actual success with
students, and the difficulties of the assignments
they take on.

What about teachers themselves?  Do they
regard the current system as “fair”?  In a Public
Agenda survey, large majorities of teachers said
they would favor paying more to teachers who
take on “hard-to-educate” students (84 percent)
and teachers who are “effective in improving
academic performance” (69 percent).  Fewer (44
percent) supported paying more for teachers “in
subjects like math and science.”21  These results
provide little support for the notion that teachers

regard the current system as fair.
The typical system is certainly simple.  It does

not require complicated evaluations, analyses of
test scores, or other measures of student
performance, or judgments on the part of
administrators.  Any plausible new system would
require one or more of these complications.

But it’s wrong to think of these complications
as new tasks that would have to be undertaken
under a new system of pay.  Are teachers not
already evaluated?  Is student performance not
already analyzed?  Do administrators not already
make judgments about the quality of teaching in
their classrooms?  If we are not willing to
introduce these “complications” into the work of
schools, it seems unlikely that we will be able to
achieve our goals for teaching quality, regardless
of how we pay teachers.

The Current System and Teaching Quality
Goals

To see the shortcomings of the typical pay scale,
it helps to consider it in light of the six
aforementioned widely agreed upon teaching
quality goals:

! Enticing more people with high teaching
potential to enter the profession.  An
individual considering a teaching career will
consider the likely trajectory of income over
time. Under the current system, that trajectory
is relatively clear.  But it is not sensitive to the
individual’s success as a teacher. A candidate
who expects to be unusually effective cannot
expect a corresponding financial reward.  The
prospect of intrinsic rewards may well still
attract her, but the pay system contributes
nothing to recruitment.  If the pay scale
ramped up more quickly and/or topped out
at a higher level for excellent performers,
professionals might be more likely, all else
being equal, to say “yes” to teaching.

! Convincing effective teachers to stay in their
classrooms.  The same analysis applies to in-
cumbent teachers.  After a short time in the
profession, teachers are likely to have a good
sense of their relative potential for excellence.
But regardless of that potential, they face the
same set income trajectory.  Again, a more
rapid ascent or a higher maximum for top
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performers would make them more likely to
stay.  In addition to whatever financial rewards
it metes out, the pay system also sends a pow-
erful message about what is valued in schools.
The current system’s message—that experi-
ence and graduate degrees are valued—does
little to show recognition for the specific at-
tributes and contributions of high perform-
ers.

! Inducing more great teachers to take on
tough assignments. Though some districts
and states are beginning to experiment in this
area, most pay systems provide the same com-
pensation to teachers regardless of the chal-
lenge of the assignments.  Faced with equal
pay, why not seek out an assignment where
the students behave better and learn more
easily, where parents are more supportive, or
where the facilities are more comfortable?  The
pay system works at direct cross-purposes
with this goal.

! Enhancing the capacity of teachers to use ef-
fective practices.  In most teacher pay scales,
the only incentive relative to capacity-build-
ing practices is the add-on pay for a graduate
education. But graduate coursework may or
may not contribute to a teacher’s capacity to
use effective classroom practices.  Research
on professional development makes clear that
it is most effective when it is integrated with
teachers’ daily work, followed up on imme-
diately and in an ongoing fashion in the class-
room, and designed specifically to close iden-
tified gaps in teachers’ capabilities.22  Of
course, teachers can pursue such in-service
opportunities, even as they take graduate-level
courses.  But given teachers’ limited time and
energy, a pay system that rewards only gradu-
ate education is likely to tip the scales away
from other, potentially more productive,
forms of professional growth.

! Increasing teachers’ consistent use of such
practices.  The typical pay system contributes
nothing to the achievement of this goal.

! Encouraging or requiring chronically inef-
fective teachers to leave teaching.  Unless
chronically ineffective teachers believe their
prospects are better in another field, they have
strong incentives to remain in teaching.  In-
come levels will rise steadily, whether or not

they are able to improve teaching skills.  So
the current pay system works against the
achievement of this goal as well.

One possible avenue for policymakers is to
simply increase the overall level of teacher pay
while retaining the basic structure of experience-
and degree-based compensation.  But this ap-
proach should not be the centerpiece of pay re-
form.  Raising overall pay levels would at best
contribute to only the first two teaching quality
goals listed above—enticing talented people to
enter teaching and inducing successful teachers
to stay.  Across-the-board pay increases would
do nothing to raise the relative attractiveness of
currently hard-to-staff schools where the teacher
quality problem is most severe, nor would they
make it easier to attract particular individuals or
classes of teachers with higher earnings potential
outside teaching. They would do nothing to
change the way teachers teach in their classrooms
or their incentives to enhance their capacities over
time.  And overall pay increases would worsen
the current system’s tendency to encourage inef-
fective teachers to remain in the classroom.

In sum, the current system contributes little
to the achievement of critical teaching quality
goals, and actually makes some goals more diffi-
cult to achieve.  In this light, it is clear that the
typical compensation system is enormously
wasteful in terms of its potential to drive reform.
Redirecting this large amount of funding toward
compensation systems that directly support teach-
ing quality goals must become a national prior-
ity.

Rethinking Pay: Two Elements
of Policy

Most proposed changes to the teacher com-
pensation system in public schools involve change
in at least one of two independent elements: what
factors drive pay and who makes decisions about
pay.  This section briefly describes those elements
and major proposals for change.

What Factors Drive Pay?

In the predominant system, two factors are
the primary drivers: years of experience and level
of education.  Proposals for change include basing
at least some portion of teachers’ pay on:
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! their knowledge and skills;

! the subjects they teach, with higher pay to
teachers in shortage disciplines;

! the difficulty of the assignments they take
on; and

! their actual performance in the classroom.

Who Makes Decisions About Pay?

In most pay systems, state or district
policymakers make decisions about pay when
they set the single-salary schedule and the rules
governing it, usually through some sort of bar-
gaining process.  Beyond that point, there is little
discretion for district or building administrators
in setting pay.  In fact, a key aim of the typical
pay system is precisely to eliminate such discre-
tion.

One set of proposals for change grants more
discretion over pay policy to people closer to the
action—from states to districts, or from states or
districts to school leaders.

The following two sections consider each of
these two elements of pay policy in turn.

What Factors Drive Pay?

Background

In thinking about what factors should drive
pay, it is helpful to have a framework in mind for
evaluating different proposals.  The framework
used here is based on the six teaching quality goals
mentioned above.  When considering any pro-
posal for changing the factors that drive pay, we
ought to ask:  How will basing pay on that factor
help us achieve our goals for teaching quality?

Stated simply, this discussion groups the goals
under two headings: compositional effects and
behavioral effects.  With compositional effects, the
key question is how a proposed pay system is
likely to affect who enters teaching, who stays
over time, and who leaves.  With behavioral
effects, the key question is how a proposed system
is likely to affect the assignments teachers take
on, the ways they develop their capabilities over
their careers, and the practices they use in
classrooms.

What standard should be applied to proposals
for change?  It would be nice if we could use a
standard based on research, considering only
those pay plans that have been proven by
scientific methods to boost student achievement.
But the truth is that no pay system, including the
status quo system, can boast such basis in sound
research.  One of the reasons we need more
experimentation with compensation policy is that
we know very little about “what works” in teacher
compensation.  For the moment, we have to rely
more on theory and plausibility than on hard
evidence.

As in most policymaking, most real options
on the table will have disadvantages or pitfalls
associated with them.  The following discussion
seeks to illuminate those.  But in thinking about
these disadvantages, the benchmark we should
set is relative, not absolute.  We are not seeking
the perfect pay system—such a system would
require the kind of perfect information, foresight,
and judgment that we can only dream about.
Instead, we should seek improvement relative to
the status quo.  We should ask: Would this change
do a better job of contributing to our teaching
quality goals than the current system does?

In addition, it’s essential that the challenges
associated with these proposals be viewed as just
that, challenges, rather than insurmountable
obstacles.  There is a tendency among those who
defend the current system to use these challenges
as a defense of the status quo rather than as an
opportunity to improve upon it.

The following subsections explore four
different sets of proposals for changing the factors
that drive pay.  For each proposal, the subsection
provides:

! an explanation of the proposal;

! one or more examples of current experiments
with the idea; and

! why we might expect the approach to boost
teaching quality (by affecting composition or
behavior of the teaching force).

These subsections provide a basic overview,
but the more detailed appendices on each
proposal delve more deeply into the design issues
and options that policymakers face.
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knowledge and skills.  In essence,
this is a proposal to replace the
current salary schedule with a new
one in which the “steps” up the pay
scale are based on measured
capabilities rather than experience
and education.23  In such a system,
relatively inexperienced teachers
and those with only bachelor ’s
degrees might earn more than they
do now—if they demonstrate high
levels of knowledge and skills.
More experienced teachers or those
with higher degrees might earn less
than they would have under the
current system if they cannot
demonstrate the valued capabilities.

Relationship to Teaching Quality
Moving to a salary schedule

based on knowledge and skills
might improve the composition of the
teaching force in three ways.  First,
prospective teachers who believe
they will enter the profession with
valued capabilities—or who believe
they will acquire them rapidly—will
be more likely to enter the
profession.  They will face a steeper
earnings trajectory and, depending
on the structure of the system, a
higher ultimate pay level than they
would under a traditional pay
system.  Second, for the same
reasons, teachers who have high
levels of knowledge and skills—or
who gain them quickly—will be
more likely to stay with the
profession over time.  Not only will
they reap financial benefits; they will
also see that their contributions are
valued and rewarded.  Finally,

teachers whose knowledge and skills do not
improve over time will find teaching increasingly
less lucrative.  They will also receive a tangible
signal about their own contributions.  All else being
equal, they will be more likely to leave the
profession in search of other opportunities for
which they are better suited.

A knowledge- and skills-based system could
also alter the behavior of teachers.  At a basic level,

Douglas County, CO
Knowledge- and Skills-Based Pay

1. What knowledge and skills are rewarded?
A teacher’s base pay (similar to the traditional salary

structure) is considered “pay for knowledge.”  Additional
incentives and increases are based on the number of years
of proficient experience the teacher has.  In order to receive
periodic salary increases, a teacher must earn at least a
“proficient” rating on his/her annual teacher evaluation.
Teachers rated “unsatisfactory” on any single criterion are
subject to remediation and not eligible for pay increases.

The school district also periodically identifies skills it
believes are important and provides training for teachers
interested in acquiring the skill.  In the first year of program
implementation, incentives were given for teachers who
became proficient in the desktop publishing system
ClarisWorks, which is used by the district.  Additional skills
are identified annually.

2. How are the knowledge and skills measured?
A teacher’s base salary is determined by the number

of education credits s/he has earned, as well as years of
proficient experience.  Each year teachers are evaluated
by the school principal or other administrator.  Teachers
are determined to be either proficient or unsatisfactory on
several evaluation criteria.  Any teacher rated “unsatisfac-
tory” on any single criterion is ineligible for any salary in-
creases for a period of one year, during which time s/he is
subject to remediation.

3. Does the knowledge and skill scale supplement or
supplant the traditional salary schedule?
In Douglas County, the knowledge and skill plan

supplants the traditional salary schedule.

4. How much does movement along the knowledge
and skill scale pay?
Pay for competence in skill blocks identified by the

district ranges from $250-500.

Pay for Knowledge and Skills

Explanation
Years of experience and levels of education

are highly imperfect proxies for the knowledge
and skills teachers need to be effective.  So it’s
quite natural that one set of proposals tries to
improve on this system by more directly
measuring—and then paying for—valued
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such an approach provides an
incentive for teachers to im-
prove their teaching capabili-
ties continuously, an incentive
notably absent in traditional
pay scales.  And when teach-
ers are considering how to al-
locate their scarce time and
energy for development, a
knowledge- and skills-based
system encourages them to fo-
cus on capabilities that are ex-
plicitly rewarded by the sys-
tem, rather than on accumulat-
ing credits toward a graduate
degree that may or may not
contribute to their effective
teaching.

One behavior a knowledge-
and skills-based system might
not explicitly encourage is rou-
tine use of knowledge and
skills, or of actual effective
teaching practices in their class-
rooms.  Such a system could en-
courage such routine deploy-
ment if the assessment system
were to rate teachers based on
their everyday practice.  But if
the assessment system is based
more on isolated demonstra-
tion by teachers of knowledge
and skills, then it contains no
such incentives.

Examples
  States, districts, and indi-

vidual schools have begun to
experiment with pay based on
teachers’ knowledge and skills.
Numerous states now offer
higher pay for teachers who
gain certification from the Na-
tional Board for Professional
Teaching Standards, an exter-
nal signal of their knowledge and skills.  Districts
such Douglas County, Colorado, have gone far-
ther, replacing their experience- and degree-based
salary schedules with scales based on knowledge,
skills, and performance.  Charter schools such as

The Vaughn Next-Century Learning Center
Knowledge- and Skills-Based Pay

What knowledge and skills are rewarded?
Teachers are rewarded for becoming National Board certified,

earning a Master’s degree, and/or demonstrating expertise in the
following four competency areas:

! instructional expertise in literacy
! sheltered English, language development
! technology
! special education inclusion

How are the knowledge and skills measured?
A Peer Assessment Review (PAR) committee, comprised of peer

and administrative evaluators, observes and evaluates the teachers
using a rubric designed by the committee.  Teachers are rated from 1
(unsatisfactory) to 4 (exemplary).

Does the knowledge and skills pay scale supplement or supplant
the traditional salary structure?

The knowledge and skills pay scale supplements the traditional
salary scale, which was modeled after the Los Angeles Unified School
District, the public school district within which Vaughn holds a charter.

How much does movement on the knowledge and skills scale
pay?

Teachers are rewarded for knowledge and skills as follows:

! instructional expertise in literacy — $1300
! sheltered English,

     language development — $1300
! technology — $400
! special education inclusion — $300

Additional compensation for teachers for knowledge and skills, as
well as for earning a Master’s degree or National Board of Professional
Teaching Standards certification, can total $13,000 per year.

Source:  Kellor, E., Milanowski, T., Odden, A., Gallagher, H.A..  (2001).  How Vaughn
Next Century Learning Center Developed a Knowledge- and Skill-Pay Program.
Madison, WI:  Consortium for Policy Research in Education.

Vaughn Next-Century Learning Center in Los
Angeles have enacted school-based systems that
reward specific knowledge and skills valued by
the school.  See the accompanying sidebars for
additional information about these examples.
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Cincinnati, OH Knowledge- and Skills-Based Salary Schedule
What skills and knowledge are rewarded?

The Cincinnati knowledge- and skills-based salary schedule would have rewarded teachers for excellence in
the following 4 “domains”:
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Cincinnati, OH Knowledge- and Skills-Based Salary Schedule

How are the knowledge and skills measured?
The system has five levels.  To move from one level to the next, teachers must show skills and

knowledge through some combination of teacher test results, evaluations, and/or formal observations.

Apprentice teacher — Obtain temporary license.
Novice teacher — Pass Praxis III, obtain teaching license, and an overall

“2” rating in all domains.
Career teacher — Approved IPDP and an overall “3” for all domains.
Advanced teacher — Approved Master’s and an overall “4” in domains 1 and

2, and at least a “3” in the other two domains.
Accomplished teacher — An overall “4” rating on evaluation.

Does the Cincinnati knowledge and skills plan supplement or supplant the traditional salary
structure?

The knowledge and skills plan supplants the traditional salary structure.  The new structure has
steps within each of the 5 new teacher categories, and has additional bonus pay opportunities within
each category.

How much does movement along the knowledge and skills scale pay?
Following is the salary range for each of the five new teacher categories:

Apprentice teacher — $30,000
Novice teacher — $32,000-35,750
Career teacher — $38,750-49,250
Advanced teacher — $52,500-56,250
Accomplished teacher — $60,000-62,500

Following are examples of additional incentive pay opportunities:

Master’s degree in content area — $4,600
Ph.D. in education or content area — $9,375
NBPTS Certification — $1,000
Dual certification — $1,250
Technology expertise — $750
Comprehensive Reform Model Training — $750/year for 3 years
Team skills — $750/year for 2 years
Leadership skills — $500/year for 2 years
Specific curriculum training — $500 for 1 year
Content specific — $750/year for 3 years
Lead teacher roles — $5,000-5,500/year

Source:  Odden, A., Kellor, E.  (2000).  How Cincinnati Developed a Knowledge- and Skills- Based Salary Schedule.  The
Consortium for Policy Research in Education:  Madison, WI.
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Differential Pay I: Hard-to-
Hire Teachers

Explanation
One widely proposed change to

the traditional pay system is to of-
fer higher pay to teachers in certain
fields, like math and science, whom
school systems typically have diffi-
culty attracting. This additional
compensation could come in the
form of a permanently higher pay
scale for people in such fields, one-
time signing bonuses, student-loan
forgiveness, or a similarly valued
benefit.

Relationship to Teaching Quality
This proposed reform focuses

exclusively on the composition of the
teaching force.  Prospective teach-
ers with a background in certain
fields like math and science argu-
ably have more lucrative alterna-
tives to K-12 teaching than do can-
didates in other fields.   A talented
young chemist, for example, might
have opportunities in private indus-
try or in higher education that
would pay more than a typical K-
12 teaching position.  As a result,
school districts find it difficult to fill
their math and science jobs and are
forced to use “out-of-field” teach-
ers in these areas.  Providing addi-
tional compensation to such indi-
viduals could make it easier for dis-
tricts to put qualified people in
math and science classrooms.  If the
pay increment is ongoing rather
than one-time, it also makes it easier
for districts to retain such teachers
over time.

This kind of differential pay
does not have any purported effects
on teachers’ behavior in classrooms.

Examples
Various states and districts have sought to

attract different kinds of teachers using a variety
of compensation schemes.  See the accompanying
sidebars for examples.

Differential Pay II: Hard-to-Staff Schools

Explanation
  School districts often have great difficulty

staffing schools with high percentages of disad-
vantaged and/or low-performing students.24

Differential Pay
Utah
What kinds of teachers or assignments are rewarded?

New math and science teachers who agree to teach at least
four years within their districts.

Form of differential pay
One-time signing bonuses of $5,000.

New York City
What kinds of teachers or assignments are rewarded?

Teachers who agree to work in high-needs, predominantly low-
income schools are rewarded.

Form of differential pay:
Fifteen percent pay raises granted to teachers who agree to

work in targeted schools.

North Carolina
What kinds of teachers or assignments are rewarded?

Teachers who agree to work in hard-to-staff schools.  These
are schools with 50 percent or more students below grade level,
50 percent or more students eligible for free and reduced price
lunch, an annual teacher turnover rate of 15-18 percent, and 25
percent of the teachers holding provisional licenses.

One-time bonuses or ongoing additions to base salary?
North Carolina Teaching Scholarships
! Teacher assistant scholarship—$1,200/year for practicing

teaching assistants to become fully licensed.
! North Carolina Teaching Fellows—$6,500 awarded annually

for four years to 400 outstanding high school seniors who agree
to teach in North Carolina Public Schools for four years after
graduation.

! Prospective Teacher Scholarship-Loan program—$2,500/year
allocated for participants attending four-year institutions or $900/
year for community college coursework leading to transfer to a
university program.  Two hundred total participants each year.
Payback is waived after four years of public school teaching or
three years in a low-performing school.

Source:  For more information on differential pay see the National Clearinghouse
for Teacher Quality at http://nctq.org/issues/pay.html.
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When teachers have a choice about where to teach,
they tend to seek out schools that have fewer of
these challenges.25  So one brand of pay propos-
als seeks to offer extra pay to induce good teach-
ers to take on these assignments.

Relationship to Teaching Quality
This kind of pay reform would affect prima-

rily the distribution of good teachers in the system
by influencing teachers’ choices about where to
work.  So-called hard-to-staff schools would find
it easier to fill teaching slots with qualified in-
structors.

This kind of differential pay does not have
any purported effect on teachers’ behavior in
classrooms.

Examples
Various states and districts have sought to at-

tract teachers to different kinds of schools using
a variety of compensation schemes.  See the ac-
companying sidebars for examples.26

Linking Pay to Performance

Explanation
A final category of pay proposals seeks to

make “performance” a factor that drives pay.
Under such proposals, teachers would receive
one-time bonuses or larger-than-average raises if
particular performance conditions were met.  Ty-
ing pay to performance is one of the most contro-
versial issues in teacher pay policy debates, as
well as one of the most complex from a design
perspective.

Relationship to Teaching Quality
 Linking pay to performance might affect the

composition of the teaching force in the same three
ways that linking it to knowledge and skills
could.  First, future teachers who think they are
likely to be high performers will be more likely
to enter the profession in the first place.  Sec-
ond, teachers who do perform well (and expect
to continue to do so) will be more likely to stay.
Finally, teachers whose performance lags behind
others will be more likely to leave the profession.
As with knowledge- and skills-based compensa-
tion, these effects occur through two channels—
the actual financial rewards reaped by people with
different levels of performance and the signal sent
by performance-based pay that the system val-
ues teachers who perform well.

More powerful, though, is the potential effect
of performance-based pay on teachers’ behavior.
If performance-based awards are large enough,
they give teachers a powerful incentive to engage
in practices that are likely to contribute to the kind
of performance that is rewarded.  They also induce
teachers to enhance their knowledge and skills in
ways that help them contribute to that kind of
performance.

Examples
Performance-based pay experiments are

highly varied in ways discussed in the accompa-

North Carolina’s
School-Based Performance

Award Program

How does the program measure
performance?

Student performance on end of grade
(EOG) and end of course (EOC) tests is
measured.

What is rewarded?  At what level?
Student growth over the course of an

academic year is rewarded—one year of
growth is expected for one year of schooling.
Schools that achieve expected or exemplary
growth are eligible for awards.  A school
achieves “expected” growth if the
statistically adjusted average growth of its
students meets a pre-set target for a given
year.  A school achieves “exemplary” growth
if this average exceeds the target by 10
percent or more.

What is the size of the rewards?
Awards are typically given to full-time

certified teachers and support staff ($1,500
and $500 respectively for schools achieving
exemplary growth; $750 and $375
respectively for schools achieving expected
growth), though schools can decide to use
the funds for non-compensation purposes.

Source:  Johnson, A., Potter, P., Pughsley, J., Wallace,
C., Kellor, E., Odden, A.  (1999).  A Case Study of the
Charlotte-Mecklenburg Public Schools School-Based
Performance Award Program.  Madison, WI:
Consortium for Policy Research in Education.
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nying appendix.  See the nearby sidebars for some
examples.

Who Makes Decisions About
Pay?

The previous section discussed potential
changes to one hallmark of the traditional teacher
pay system—its reliance on experience and
graduate education as the key determinants of
compensation.  Another key feature of the status
quo, though, is its centralization.  Typically, state-
or district-level policymakers set the salary

schedule for teachers.  School-building
leaders have no authority to set the
pay of the people who teach in the
school.  Some critics have called for
much greater, if not total, delegation
of  teacher stipend decisions to school
principals.27  As the Thomas B.
Fordham Foundation’s 1999
“manifesto” on teacher policy states:
“All key personnel decisions
(including hiring, promotion,
retention, and compensation) should
be devolved to schools. Quality
control should be the responsibility
of school leaders, who have freedom
to hire from a wide pool of teaching
candidates and pay teachers based
on marketplace conditions or
individual performance.”28  This
section discusses the merit of such
proposals and the design issues that
surround them.

The Debate Over Who Decides

As noted earlier, the argument for
a centralized pay system rests on the
notion that a widely applicable pay
scale is fairer, more equitable, and
simpler than one granting more
discretion to principals.  A
decentralized system would
inevitably lead to situations in which
similar teachers have different
salaries.  Further, the argument goes,
the typical principal lacks the capacity
to do the complicated job of setting
pay.   At best, most principals will be

bumblers, making poorly conceived pay
decisions, or falling back on traditional pay scales.
At worst, some would dole out rewards
illegitimately, such as by over-rewarding teachers
who are their buddies or who “go along” with
their leadership.  In addition, some principals may
not want the ability to set pay.  It’s comfortable to
be able to tell teachers, “Hey, don’t blame me for
your pay—that’s the school board’s, or the state
legislature’s, decision.”

If all schools faced identical teaching quality
challenges, these arguments might be compelling.
But they don’t.  In fact, schools differ vastly in
this respect.  Consider a hypothetical example by

The Vaughn Next-Century Learning
Center School-Based Performance

Award Program

How does the program measure performance?

Student achievement is measured by schoolwide
improvement on Stanford-9 achievement tests, as well as
schoolwide performance on Terra Nova (English and
Spanish versions) reading and math tests.

What is rewarded?

Rewards are given if schoolwide test scores improve
at least three percentile points over the previous year’s
Stanford-9 average and meet at least one of the other two
achievement goals:  an average schoolwide score in 37th
percentile or higher on the Terra Nova test and/or a
schoolwide report card grade of “C” or better.  Additionally,
the school has set as a future goal the redesignation of its
Limited English Proficient (LEP) students.

What is the size of the rewards and at what level are
they distributed?

Lump sum payments are awarded to all certified staff
including administrators.  Classified staff are eligible for a
pro-rated bonus.  During the 1999-2000 academic year,
the budget included provisions for bonuses of $2,000.

Source:  Chan, Y., Galarza, G., Llamas, S., Kellor, E., Odden, A.  (1999).
A Case Study of the Vaughn Next Century Learning Center’s School-
Based Performance Award Program.  Madison, WI:  Consortium for
Policy Research in Education.
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way of illustration.  Pleasantview Elementary
School is a suburban school with a long history of
high test scores and an excellent reputation in the
community.  It has a veteran teaching staff, most
of whom would score high on any assessments
of teacher knowledge and skills.  But the student
population has begun to shift as demographic
change has brought more low-income (and lower-
performing) students to the suburbs, many of
whom do not speak English as their first language.
Principal Diana Jones sees the need for change at
the school to meet these new needs, but teachers
are complacent, resting on their historical laurels.
Jones doesn’t see them focusing much effort on
the new kids’ challenges.  She worries that these
new students will fall farther behind, and that the
school will come under increasing scrutiny in the
state’s new accountability system.

Pleasantview’s state has just overhauled
teacher compensation to offer signing bonuses to
math and science teachers, extra pay to teachers
working in hard-to-staff schools, and a revised
pay scale that rewards “knowledge and skills” of
teachers, measured by an externally judged
portfolio.  From Principal Jones’ point of view,
these reforms are of little value.  Recruiting new
math and science teachers is not a priority—the
school already has a good math and science faculty
and doesn’t have much problem recruiting new
teachers to fill those slots.  Pleasantview doesn’t
qualify for “hard-to-staff” bonuses.  The new
knowledge- and skills-based pay works well for
the experienced faculty, but then they were highly
paid under the old system anyway.

What Jones would like to do is use pay to
achieve other objectives: (1) recruiting more
faculty who have proven themselves effective with
Pleasantview’s new population mix, and (2)
providing incentives for existing faculty to
achieve better results with the new subpopulation
of kids.  She’d like to be able to offer higher base
pay to candidates meeting the first objective, and
to use money that would go into automatic annual
raises to pay bonuses for schoolwide success
specifically with low-performing students.  But
the new state pay system, although revamped,
doesn’t allow these approaches.  Jones can use
other strategies to achieve her results, but she
can’t align pay with those other strategies.

Pleasantview is just one hypothetical example.
Examining a host of real schools would reveal a
wide range of teaching quality challenges that pay

systems could help address.  But no single pay
system would give all school leaders the tools
required to address their own schools’ unique
needs.  No one pay system would be aligned with
all of the more inclusive strategies school leaders
use to improve overall school performance.  And,
no one pay system would support the vastly
different school cultures we would observe from
one school to the next.

This likely misalignment argues for a pay
system that is more flexible—a system that allows
school leaders to use compensation as one tool
within their broader toolboxes.  They would likely
use many of the mechanisms explored in the
previous section—paying for knowledge and
skills, using differential pay to respond to market
realities, paying for performance, or some
combination thereof.  But they would be able to
align those approaches with whatever
comprehensive strategies they are using to
improve the performance of their schools.  Pay
would support their overall approaches, rather
than being irrelevant to them or, worse,
undermining them.

Such arguments are especially compelling as
the nation moves toward systems in which
schools—and school leaders—are held
accountable for results.  The more the system
holds school leaders responsible for outcomes at
the school, the more important it is for school
leaders to have the tools and authority they need
to pursue results.  Compensation is just one such
tool, but in concert with others can be a powerful
instrument for change.

When we think of school leaders, we tend to
think of principals making these decisions.  But
this document uses the phrase “school leaders”
deliberately, to leave open other possibilities.  One
example is a new and growing phenomenon
known as “teacher ownership.”  In a small
number of charter schools, such as Minnesota
New Country School, a cooperative of teachers
runs the school.  The school’s own faculty makes
decisions about all aspects of the school’s
operations, including how to structure salaries.
Such a structure defuses some teachers’ worries
about giving principals too much authority over
pay, since teachers themselves decide matters of
compensation.  It also creates an opportunity for
teachers to raise their overall compensation—if
doing so makes sense in the context of other
budget priorities.29  Other schools—both charter
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and district public schools—are governed by
diverse forms of leadership bodies that could also
have a role in compensation policy.

Key Complements to a Flexible Pay
System

For a flexible pay system to work, other
complementary policies would need to be in
place.  These include:

! Holding school leaders accountable.  As
noted above, one of the worries about a
school-set pay system is that principals could
hand out rewards on an illegitimate basis—
such as to their friends on the faculty.  But in
a system that holds school leaders accountable
for student learning through formal
accountability methods and family choice,
principals would engage in such shenanigans
only at their grave peril.  They would face
strong incentives to use pay (and other tools)
in the service of student achievement, not more
petty pursuits.

! Granting related autonomy to school leaders.
School-level flexibility concerning pay makes
the most sense in the context of overall school
autonomy concerning important decisions.
Two areas are especially critical: extensive
“human resources” policies and the school
budget.  First, school leaders can use pay
most effectively when they also have
flexibility in hiring, professional
development, evaluation, and dismissal.
Such broad flexibility makes it easier to align
all of these policies in a coherent strategy for
achieving results.  Second, school leaders can
achieve the best alignment when they set the
school budget—not just for compensation,
but for all operations.  School-level budget
authority is especially important to schools
that see the need to raise the overall level of
compensation for teachers.  These schools
need the authority to reallocate funds from
other areas of the budget into teacher pay,
not just flexibility in the use of teacher pay
policy.

! Building the capacity of school leaders.  Since
school leaders have not historically had to

make decisions about pay, most probably lack
technical skills related to compensation.  States
and districts seeking to move toward more
flexible pay systems would do well to consider
ways of building the capacity of school leaders
to carry out this responsibility (and others
implied in the previous bullet).  Some of these
capacity-building skills could be achieved
through traditional training and preparation.
But there are other possibilities.  States and
districts could create cadres of consultants to
work with school leaders on these matters.
And they could also encourage the
development of more external assistance
providers to schools, as discussed in the next
bullet.

! Fostering an “industry” of external providers.
Since many school leaders would likely seek
to use systems that reward knowledge, skills,
and/or performance of teachers, they will
need access to highly reliable, affordable
systems of measurement and evaluation.
Some may want to develop such systems
themselves, but most will want to adopt or
adapt an externally developed system.  There
are some such external systems now, such as
the National Board for Professional Teaching
Standards process and the Milken Family
Foundation’s Teacher Advancement Program.
But schools need access to a wider variety of
options—approaches that focus on different
knowledge and skill sets, that use different
methodologies to rate teacher capabilities,
and that evaluate teacher performance in
different ways.  Such diversity would not
only give more options to schools, which face
different needs; it would also spur all
providers to prove the relative value of their
approaches more eagerly (e.g., by showing
research linking their ratings to student
achievement gains) and to improve their
approaches over time.30

! Addressing equity issues.  In most current
pay systems, money follows teachers to the
schools that employ them.  So a school with a
high percentage of experienced faculty will
receive, in effect, more financial resources than
a school with less experienced teachers.  In
practice, this system ends up funneling more
resources to schools with higher-performing
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and higher-income populations, where expe-
rienced teachers tend to end up teaching.31

Moving to a more decentralized system,
policymakers would need to consider how to
address this equity issue.  One approach
would be to provide resources to schools on
some kind of per-pupil basis, perhaps
weighted to reflect levels of disadvantage, and
then allow schools to deploy dollars accord-
ing to their chosen strategies.32  Such a method
would reverse the current de facto practice of
providing more resources to the most
advantaged schools.  It would contribute to
the important goal of making “hard-to-staff”
schools more attractive to teachers.

Middle Grounds

Despite the appeal of a decentralized
approach to setting pay, such proposals are likely
to face stiff political opposition and technical
challenges in implementation.  As a result, it
makes sense to consider some middle-ground
approaches that involve some elements of
decentralization while retaining components of
central control.  Some examples are as follows:

! Partial decentralization.  A state or district
could divide teacher compensation funds into
two streams—one that flows to teachers
according to some prescribed central scale and
one that goes to school buildings for allocation
according to school priorities.

! School-level discretion, within parameters.
A state or district could decentralize pay
decisions, but require schools to create and
follow compensation policies that meet
centrally set standards.  For example,
schools seeking to reward knowledge,
skills, or performance could be required
to show that they are using reliable, valid
methods for measuring valued traits and
outcomes.

! Phase-in.  A state or district could phase in
localized pay-setting procedures.  For
example,  states could allow a certain
number of districts to participate in
localized pay-setting systems.  A district
could do the same for a subset of its
schools, perhaps based on a demonstration

of willingness and readiness on the part of
school leaders.

Conclusion
Two generalized recommendations emerge

from this analysis.  First, states and districts should
experiment more widely and deliberately with
alternatives to the traditional experience- and degree-
based pay system.  The conventional system
contributes little to the achievement of the nation’s
pressing goals for teaching quality and does much
to undermine progress toward better teaching.

Second, experiments should include granting sig-
nificant flexibility in pay-setting to school-level lead-
ers.  School leaders are in the best position to align
teacher compensation with broader strategies for
school improvement in ways that meet their
schools’ unique needs.  Policies set at the district
or state level are likely to help some schools ad-
dress some of their teaching quality challenges,
but miss the mark with other schools’ needs.

Within these experiments, policymakers
should focus relentlessly on results, designing new
systems in ways that are likely to increase student
achievement by enhancing the quality of teaching.
They should seek alignment between pay policies,
comprehensive human resources, and school im-
provement approaches.  And policymakers, along
with private funders and school system leaders,
should support rigorous documentation and evalua-
tion of new pay systems’ effects on teaching qual-
ity and student outcomes.

If done right, this kind of experimentation
could contribute significantly to the achievement
of critical teaching quality goals: enticing more
people with high teaching potential to enter the
profession, and to stay; persuading great teach-
ers to take on the toughest assignments; induc-
ing teachers to build their own capacity to use
effective practices, and to employ those practices
more routinely; and encouraging less effective
teachers to seek other careers.

Finally, successful experimentation will help
make the case for a long-cherished goal of teachers
and teachers’ organizations: further increases
in the overall level of teacher pay.  If policymakers
and citizens can see that certain approaches
to teacher compensation, in concert with other
reforms, “pay off” in student learning, they are
likely to be much more eager to devote more
funds to teacher pay.
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Appendix I
Pay for Knowledge and Skills: Key Design Issues and Options

The Teacher Compensation Project of the Consortium for Policy Research in Education (CPRE) has
devoted considerable energy to probing the design issues and options surrounding pay based on
teachers’ knowledge and skills.  This review draws heavily on that work and readers with an interest
in this approach to pay are encouraged to consult CPRE’s resources directly.33  Several design issues
are essential to consider in fashioning a knowledge- and skills-based pay system:

! What skills and knowledge to reward?  The foundation of any knowledge- and skills-based pay
system is the specification of what knowledge and skills the system will reward.  One basic choice
is whether to adopt some external set of definitions (such as the National Board for Professional
Teaching Standards [NBPTS] or a state’s teaching standards), to devise a homegrown specification
of knowledge and skills, or to adapt an external set to meet local needs.34  The central tradeoff in
this decision is between the potential advantages of tailoring to a jurisdiction’s specific needs and
the cost-and-effort savings of adopting an external set of standards.

! Is there a link to student learning?  Whether choosing a homegrown or external approach, a
critical question is the extent to which the rewarded knowledge and skills actually contribute to
student learning.  Ideally, teachers possessing the chosen knowledge and skills would have been
shown by solid research to produce greater learning gains than teachers without them.  Typically,
however, there is weak empirical support for these linkages.35  One approach is to select specific
knowledge and skills to reward, and then monitor over time the relationship between these
capabilities and student learning actually changing pay.  The results of that evaluation can be used
to modify the matrix if certain knowledge and skills show little relationship to achievement gains.36

The benefit of seeking out meaningful, performance-predictive skills and knowledge should be
immediate: teachers focused on improving their own skills, knowledge, and resulting performance
will feel at home in organizations that pay attention to these matters.

! How to measure knowledge and skills?  Finding a reliable, cost-effective way of measuring
teachers’ knowledge and skills can be challenging.  One approach is to use some kind of external
body, like the NBPTS.  One advantage of this option is that such agencies may have already
invested in the development of reliable assessments and rating systems.  They also have a strong
incentive not to be over-generous with their ratings, since they want to preserve the integrity of
their “brands.”  The drawback is that such reviewers are far removed from “the action” of the
classroom.  While they can review portfolios of teachers’ work, including written samples and
videos of classroom activities, they cannot observe the routine daily practice of a teacher.  Teachers’
portfolios may or may not be a good representation of what their teaching looks like from day to
day.37  Teachers who obtain NBPTS certification may or may not put their full capabilities to use
over the 10 years the certificate is in force.  As noted above, relying on isolated demonstrations
of knowledge and skills—rather than routine use of them—blunts the behavioral effects of this
approach.

Assessments performed by local actors, such as the school principal or a teacher’s peers, make
it more possible to assess routine practice.  But, they raise challenges of reliability, as local assessors
need to be given tested guidelines and training on conducting the measurements.  Local assessors
may also tend to overrate teachers, if they lack strong incentives not to do so.  In a system based
on peer review, for example, peers may face pressure to give high ratings to their colleagues.38

Unless the system includes some kind of counter-incentive, like random “audits” of peer ratings,
teachers would have little reason not to overrate their peers.
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! Supplementing versus replacing the existing scale?  In the most thorough knowledge- and skills-
based pay system, a new scale would replace entirely the old experience- and degree-based
schedule.  Teachers’ base salaries would be determined in total by how they rate on the knowledge
and skills continuum.  Many actual systems, however, just use knowledge and skills ratings to
determine part of a teachers’ base pay.  The more emphasis a system places on the knowledge and
skills component, the more powerful effect the system is likely to have on the composition and
behavior of the teaching force.  But replacement may be too radical for many jurisdictions to
consider.

! Transition issues.  For jurisdictions considering a move from a traditional pay scale to one based
entirely on knowledge and skills, transition issues arise.  Should teachers who have entered the
profession under a certain set of assumptions about their pay trajectory be subject to potentially
large changes in their future compensation?  One recommended approach is to protect existing
teachers by not lowering pay on account of the new system, but to make future pay increases
based on the new model.  Therefore, initially highly paid teachers’ salary would not go down, but
would instead rise iftheir knowledge and skills justified increases.  This approach is legally and
politically feasible, but also frees up all pay-increase dollars to devote to the new system.

! How much does moving up the knowledge and skills continuum pay?  On this design issue, the
simplest knowledge- and skills-based programs are the add-ons some states and districts provide
for teachers with NBPTS certification.  These policies simply provide teachers receiving National
Board certification with some amount of additional annual pay.  More complex systems that include
whole continua of knowledge and skills require a more complicated pay scale that links dollars to
demonstration of particular knowledge and skills.  The Cincinnati system, which was recently
rejected due in large part to union opposition to the specifics of the proposal,39 uses five categories
of teachers, from “novice” to “accomplished,” each with its own salary range.  Within categories,
there are substeps from the bottom to the top of the range.  Douglas County, Colorado, uses a
different approach: Teachers earn one-time bonuses for demonstrating mastery of particular areas
and earn annual raises only if rated “proficient” in all areas by an administrator.  Whatever the
approach, steps on the pay scale need to be large enough to induce teachers to take their own
development seriously.  The overall scale, however, needs to fit within budget constraints, as
discussed in the next bullet.

! How to fund knowledge- and skills-based pay? If all teachers can potentially advance on a
knowledge- and skills-based pay scale, and can advance rapidly, it is possible that the total teacher
salary bill for a district or state could rise more quickly than policymakers have come to expect
under more predictable experience- and degrees-based systems.  As a result, it is essential for
policymakers to think through how they are going to fund the program if levels of attainment
exceed expectation.  Having to renege on promised pay increments or prorate them could undermine
teachers’ support for the plan and undercut the plan’s power to affect the composition and behavior
of the teaching force.  Having a “fixed pot” that only a fraction of teachers can tap into can undermine
teachers’ willingness to help one another achieve knowledge and skills gains.

Beyond the actual pay increments associated with attainment, a system based on knowledge
and skills may also require other resources, such as the costs of assessment in dollars or staff
time.  Any plan needs to budget for these expenses as well.

! Alignment.  As with any pay system, it is vital to align a knowledge- and skills-based approach
with other human resources “systems” in a school, district, or state. The knowledge and skills
rewarded by the system, for example, should also be those that are calculated in teacher evaluations
and are the focus of professional development offerings.  The school schedule needs to allow for
whatever observation and assessment routines underpin the approach.  Whoever plays a key role
in assessing teachers’ knowledge and skills needs to be trained and supported in that work.
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A final, and most important, alignment issue is the knowledge and skills rewarded need to be
those that will help educators achieve results with children.  This kind of alignment is more difficult
to achieve if the system is established at a “high” level, such as the state.  The higher the level at
which it is established, the more removed the system is from the knowledge and skill needs of a
particular school or classroom setting.  In a statewide system, for example, some schools are likely
to find that the knowledge and skills they really need to focus on are not necessarily the ones
rewarded.  Similarly, alignment is more difficult to achieve the more formal and rigid the system
is, especially if knowledge and skill needs change over time.  These issues are addressed more
fully in the above section “Who Makes Decisions About Pay?”
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Appendix II
Differential Pay I: Hard-to-Hire Teachers Key Design Issues and
Options

! What kinds of teachers should be rewarded?  The most often cited shortage areas to target with
“hard to hire” incentive pay are math and science teachers.  But jurisdictions considering this kind
of pay would benefit from careful market analysis before deciding where to focus their resources.
Math or science may not in fact be a priority for a given school system; other disciplines or other
attributes altogether may present greater challenges.  Further, it may be that it is secondary math
and science teachers that are in shortest supply.  If so, officials may want to target differential
pay at that level.  A more flexible system would allow school leaders to make determinations
about what kinds of teachers (or even specific candidates) were “hard to hire” for that school,
rather than limiting the extra pay to a predetermined set of teachers.

! Who qualifies?  Are current math and science teachers eligible for the pay increment, or just new
hires?  Granting higher salaries to incumbent teachers obviously raises the expense of such a
program, but if retention of staff is important, there is a strong argument for doing so.  Considerations
of internal equity also argue for universal application.  Is differential pay offered to anyone who
meets basic standards for a position in math or science?  Or is there some higher standard (e.g., a
college major in math or science, or demonstrated mastery) for collecting the additional pay?  If
basic standards are not high, the availability of such differential pay might encourage teaching
candidates with limited qualifications to seek out math or science credentials.  Setting a higher bar
helps ensure value for money spent on the added pay.

! One-time/short-term versus ongoing increments.  Many experiments with this kind of differential
pay offer one-time signing bonuses, or added pay that lasts for a few years.  But if long-term
retention of these teachers is important, officials should consider longer-term inducement.  Long-
term programs might condition the extra pay on performance, so that it is effective teachers who
are encouraged to stay (discussion of pay for performance follows).

! How much extra pay?  How much money is enough to attract a sufficient number of qualified
teachers in a shortage discipline?  Labor market surveys of teaching candidates’ other options
could shed some light on this question, but the truth is that jurisdictions will have to use trial and
error to determine the optimal “market clearing” pay increment for a given type of teacher.

! Responsiveness to the market.  At the core of this kind of differential pay is the notion that
compensation should be set in response to labor market realities; however, these realities differ
from place to place and change over time.  Shortages of math and science teachers, for example,
are more acute in some places than others.  Districts with less acute needs in this area could
probably spend the differential pay more usefully on something else.  In this context, setting
specific differential pay increments through, say, state legislation, is of questionable value.  This
topic receives more discussion in the above segment, “Who Makes Decisions About Pay?”
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Appendix III
Differential Pay II:  Hard-to-Staff Schools Key Design Issues and
Options

The design issues and options for setting teacher pay for hard-to-staff schools are quite similar
to those relating to differential pay for hard-to-hire teachers:

! What kinds of assignments should be rewarded?  A key design issue for school-staffing incentive
pay is how to define a “hard to staff” school.  One option is to use school performance data,
increasingly available as part of state accountability systems.  These systems typically have category
schemes that identify low-performing schools in some way, and those falling in lower categories
could be designated as hard to staff for purposes of such rewards.  If such a category system is not
available or appropriate, officials could set their own thresholds (e.g., the bottom decile of schools
on performance data).  Another option is to use demographic criteria, providing incentives for
teachers to select schools with high-poverty populations.  Again, officials could set appropriate
thresholds for designation.

! Who qualifies?  As with differential pay for hard-to-hire teachers, questions arise concerning
weather the system should reward incumbent teachers or just new hires in hard-to-staff schools.
Either way, will all potentially eligible teachers receive the reward, or just those that meet some
higher quality standard?  Refer to this point in the previous discussion on hard-to-hire teachers for
some design considerations on these issues.

! One-time/short-term versus ongoing increments.  As with differential pay for hard-to-hire teachers,
if long-term retention of these teachers is important, officials should consider longer-term
inducement.  Again, long-term programs might condition the extra pay on performance, so that
it is effective teachers who are encouraged to stay (discussion of pay for performance in hard-
to-staff schools follows).

! How much extra pay?  How much money is enough to attract a sufficient number of qualified
teachers to take on tough assignments?  Early experience with this kind of program has provided
little evidence that the kind of incentives offered are sufficient to change teachers’ choices.40 Eric
Hanushek’s analysis of a large-scale teacher database in Texas further finds that the typical
teacher would require a 20 percent to 50 percent pay increment to select a tough assignment.41  As
with hard-to-hire differential pay, jurisdictions will have to use trial and error to determine the
optimal “market clearing” pay increment for a given type of teacher.

! Alignment with noncompensation policies.  The evidence cited above suggests that pay alone is
unlikely to make hard-to-staff schools sufficiently attractive to great teachers.  As with all
compensation policies, then, it is particularly important for officials to look at a broad range of
approaches to making hard-to-staff schools more appealing—not to just raise  the pay of teachers
who select them.42
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Appendix IV
Linking Pay to Performance: Key Design Issues and Options

! What kind of performance should be rewarded?  The central design question is how to define
“performance.”  The nation, of course, is in the midst of a larger effort to define performance for
the system as a whole.  The same issues that animate that debate are relevant to this design
question for teacher compensation.43  Here are some of them:

— Should performance be defined as the proportion of students meeting a set standard, the rate
of growth students achieve, a more sophisticated calculation of “value added” by a school or
teacher, or a combination of these measures?

— Should the metric be students’ scores on standardized tests, or should other indicators of
student performance be part of the calculation?  If other reliable indicators of student performance
are in use in a school, district, or state, there is no reason why they could not be incorporated
into a teacher compensation system.

— Should student performance be the only basis for the system, or should schools or teachers be
rated on other factors as well?  We tend to think of “performance” as student performance, but
there is no a priori reason why a performance-based teacher compensation system would have
to be predicated solely on student performance.  For example, a school of choice could figure
bonuses based in part on the proportion of students who reenroll in the school for the following
year.  A district with a teacher-mentoring program could reward mentors based in part on
progress made by their “mentees” on a scale of knowledge and skills.

There are no hard and fast answers to these questions, but there are some important design
principles to keep in mind.  The first almost goes without saying: Whatever kind of “performance”
is rewarded should be something that is highly valued by the school, district, or state.  This principle
argues for including student performance in the system, or for ensuring that any nonstudent
indicators are closely linked to valued student outcomes.  But there is no reason why performance
has to be defined solely in terms of student results on standardized tests.  Second, performance
incentives are likely to be more powerful (and more widely accepted) the more control an individual
has over the performance variable.  For example, granting performance bonuses only to teachers
at schools where more than 90 percent of students meet grade-level standards is likely to provide
minimal incentives for (and quite a bit of grumbling among) teachers at schools starting with fewer
than 10 percent at grade level.   Third, alignment of performance pay with the greater organizational
culture and structure of a school or district is critical.  If a school, for example, is seeking to foster
collaboration among teachers, performance pay should not undermine such collegiality.  Better
yet, it should be designed to support collaboration.  In this context, there is no “ideal” performance
pay system—different approaches will make sense in different schools and districts.

! What level (e.g., school or individual) should be rewarded?  One design issue in which alignment
is especially important is deciding the level at which to grant performance-based awards.  When
many people think of performance-based pay, they immediately conjure up a vision of awards
based on individual performance.  The most common current approach, though, is “school-based
performance awards” (SBPAs) which teachers receive according to how well the school as a whole
performs.  Since many schools seek to encourage cross-staff collaboration, considerations of alignment
lead some analysts to suggest that school-based awards are always the most appropriate.  As
Kelley and Odden write:  “Competition among teachers works against the collaborative culture
found in highly effective schools and thus is at odds with strategies to improve school
performance.”44
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But there are also options beyond school-based and individual-based rewards.  In a school
using grade-level teams or departments as units for planning, professional development, and peer
support, it may make sense to reward teachers based on their team or departmental performance.
Such a system would reinforce the cultural push for collaboration at the sub-school level.  Finally,
hybrid approaches are common in the private sector.  A teacher’s bonus, for example, could be
calculated in part on the basis of schoolwide performance and in part on the basis of individual or
team contributions.

In making this design choice, policymakers and education leaders face a tradeoff.  Making
awards based on the performance of larger units (like schools) provides support for norms of
collegiality.  But doing so also decreases the degree of control any one teacher exerts over the
performance.  As a result, the overall effects of performance-based pay on the composition and
behavior of the teaching force are likely to be smaller than they would in a system rewarding
performance at the individual or team level.  The larger the unit on whose performance awards are
based, the more vulernable the system is to classic “free rider” problems of collective action.  Since
each individual can make only a small difference in the unit’s performance, the incentive created
by the award is blunted.

! Who is part of the performance-based system?  Decision makers also have to grapple with the
question of whom to include in performance-based systems.  Some of the complications include:
how to treat teachers outside the core academic areas, especially if student test scores in core
academic subjects are the basis for awards; how to treat secondary school teachers, who often
teach larger numbers of children in a more limited subject area; and whether to target performance
incentives exclusively or more heavily to teachers in hard-to-staff schools, or some other priority.45

! How to measure performance?  Measuring the performance of students and teachers is an enormous
topic in its own right, far beyond the scope of this report.  But a performance-based pay system
will only be as good as the mechanism it uses to measure performance.  If student test scores are
part of the system, rewards are ideally based upon a measure of “value added”—the contribution
a school or teacher has made to individual students’ learning.  Such measures are difficult to craft
and make reliable, especially within small units like schools or classrooms or when students are
highly mobile.46

If more indirect performance measures—such as assessments of teachers’ actual classroom
performance—are to be used, many of the same issues raised in the previous discussion of
knowledge- and skills-based pay will apply.  External ratings may bring greater reliability to the
process, but at the cost of limiting the ability to observe routine practice.  Ratings by local supervisors
or peers provide the opposite tradeoff.

! How to link pay with performance levels?  In one form of performance pay, a unit must hit a
certain threshold of performance in order to receive the award.  Under a different approach, the
performance-based reward rises continuously with the level of performance.  The advantage of a
threshold system is that it can set a high bar, discouraging teachers from being satisfied with mid-
level performance.  But if teachers believe they cannot meet the high bar, the system loses its
power.  A more continuous system has the advantage of encouraging greater levels of performance
whether or not teachers believe they can hit some high threshold.

! One-time bonuses versus performance-based raises.  How teachers receive performance-based
pay is also important.  One approach is to provide one-time bonuses, with no effect on teachers’
base salaries.  Another is to make performance a factor in determining next year’s base pay.  For
example, a system might allow high-performing teachers to move up a traditional salary scale at a
more rapid rate—taking two steps up in a year rather than one.  Performance-based raises are
more valuable to teachers: Since the increase becomes part of the base pay, it stays with the teacher
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beyond the particular year of the award.  But these future-year payouts are also the downside of
such a system—they are potentially costly with no ongoing effects on teachers’ behavior.

! Size of rewards.  How large must a performance-based award be to have significant effects on the
composition and behavior of the teaching force?  Without further experimentation and research, it
is impossible to state any kind of definitive number.  The awards in the two examples in this
section are between $1,500 and $2,000 per teacher—just under 5 percent of an average salary.

! Performance incentives and hard-to-staff schools.  One criticism of performance-based pay is
that it will further discourage teachers from taking assignments in more challenging schools.  As
discussed above, many teachers already avoid such schools because teaching is more arduous.  If
it is also more difficult to win a bonus in such schools, teachers will be even less likely to sign up.
Therefore, it is vital to design performance-based pay systems so that they do not create this
perverse incentive.  Defining performance based on gains, rather than absolute performance, is
one key design element.  But systems could more explicitly build in inducements to take on tough
assignments—such as offering larger bonuses for high-performance in hard-to-staff schools.

! How to fund performance-based rewards?  As with knowledge- and skills-based pay, policymakers
need to think carefully about how to provide adequate funding for performance-based rewards.  If
all teachers can potentially win the maximum award, the potential liability is high.  In private
enterprises, companies can tie performance awards to the achievement of financial objectives; if
many workers win performance awards, the company by design has the funds to make the payouts.
Public education doesn’t work that way.  If an unexpectedly high number of teachers hit their
targets, that does not mean the system has somehow garnered extra revenue to make the payments.
But if there is a “fixed pot” for rewards, what will happen if the bonuses teachers qualify for
exceed the funds available?  Failure to follow through on promised awards can seriously undermine
support for and the value of a performance-based system.
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