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I. INTRODUCTION

Designing a compensation system that provides strong
incentives for employees to pursue organizational ¢oals
vigoroualy is a challenge every organization facea. Merit pay
for teachers is often suggested aa a compenasation ayastem that
will enable public school aystema to meet this challenge. Yet
the promise of merit pay is dimmed by knowledge of ita hiatory:
most attempts to implement merit pay for public achool teachers
over the laat 75 yearas have failed.

The %irst part.of this paper usea microeconomics, the
intelle-tual home of merit pay, to explain the failurea of most
merit pay plana. We show that merit pay, even taken on ita own
terma, does not provide a solution to the problem of how to
motivate teacheras.

The second part of the paper investigates why merit pay
survives in a very few scihool districts. Our analysis i1s based
on interviewa we conducted with a great many teachera and
administrators in six achool diatricts with enduring merit pay
plans. We explain that in theae quite special districts, merit
pay contributea to aolutions to problems quite different from the

problem cf motivating teach.rsa.



II. COMPENSATION OF PUBLIC SCHOOL TEACHERS
A. Uniform Salary Scales

More than 99 percent of the public school teachers in the
United Statea work in districta that employ uniform salary
scales. Under such contractc, a teacher’s salary is determined
excluaively by educational credsntiala and yearas of teaching
experience. All teachers with the same credentials and
experience receive the same salary, irreapective of subject
specialty or perceived performance. Typically each sc£ool
diatrict sets ita own salary scale, or nagotiatea it with the
local teachera’ union through collective bargaining.

The limitationa of uniform salary scales have been well
documented: no financsal reward for superior performance; no
financial panalty, short of diamissal, for inferior performance
(Hanushek, 1981). Many critica of uniform salary aschedules argue
that improvement in the quality of education offered by public
achools requires a change from uniform salary schedules to a
compenaation acheme that bases individual teachers’ compensation
on their performance in teaching their studerita, as measured
either by atudent teat score gains, or by supervisors’
evaluations of teacher actiona in the clasaroom. Such

performance-based compensation plans are typically called merit

pay.
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B. A Brief History of Merit Pay

Merit pay in an old idea. In 1918, 48 percent of United
Statea achool districts sampled in one atudy used merit pay
(Evendon, 1918, as reported in Johnaon, 1984). Little is known
about these early plans, except that moat did not last. In 1923,
the National Education Association (NEA) reported that 33 percent
of sampled districts used merit pay. 1In 1928, a subsequent NEA
aurvey reported that 18 percent of districta surveyed awarded
mnerit pay.

Interest in merit pay waned during the 1940s and early 19350s,
as the vaat majority of public achool districts adcpted unifornm
salary achedules. Between 1939 and 1953, the percentage of
achool ayatema in cities with more than 30,000 population that
uaed merit pay fell from twenty to four (Porwoll, 1979, p.26).

Sputnik rekindled interest in merit pay. During the 1960s,
approximately 10 percent of United States achool diatricts had
merit pay plana. Moat of these plans fared no better than their
predeceasors. By 1972, the percentage of districts using merit
pay had fallen to 5.5 percent (Porwoll, 1979). A 1978 survey of
the 11,500 U.S. school diatrictas with enrollments of 300 or more
students found only 115 with merit pay plana (4 percent of the
districts that responded to the survey; 1 percent of diatricta to
whoa the questionnaire was aent). Moreover, the majority of
districta that reported having tried and dropped merit pay
indicated that their plana lasted less than five years (Porwoll,

1979, p.41).



Thus, the history of merit pay suggosts that interest in
peying teachers according to merit endures, but attempts to use
marit pay do not. Moreover, the geographical and temporal nature
cf the evidence indicates that teacher union resistance cannot
account for the demise of moat rerit pay plana. We muat aearch
for other explanationa. We believe that the moat powerful ideas
for underatanding merit pay can be found in the literature of
economics, which haa generally been thought to provide the
intellectual basia for merit pay. Specifically, we turn to
economists’ analyses of employment contracts, a growing field

within microecononmics.

III. WHY MOST MERIT PAY PLANS FAIL

A. The Contracts Literature: A Framework for Analysis

One branch of microeconomica, which we will call the
contracts literature, examines the cost and benefits associated
with using different types of employment contracts to compensate
workers engaged in particular kindas of production activities.

The following assumpticna underlie this literature:
l. Workera’ prefaerences are not completely consonant with
the employing organization’s goalas. If there are no
adverae consequences for them, workers prefer to work

leas hard than the organization would like.
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2. Monitoring the output of individual workers or the
actiona of individual workers is coatly.

3. Imperfect monitoring will induce workers to attempt
behavicor that makes ther. appear productive relative to
other workers, but in fact is contrary to the goals of
the organizetion. Williamaon (1975), an important
contributor to the contracta literature, labels this
behavior opportunistic, and defines it as self-

intereat seeking with guile.

As seen from the perspective of the contracts literature, the
type of employment contract an organization should adopt depcends
on the type of work employees of the organization do. The reaaon
ia that the coat of evaluating workera’ output, the coat of
evaluating workers’ actiona, and the potential for opportuniastic
behavior all depend on the nature of the production activity.

The framework provided by the contracts literature is helpful
in analyzing merit pay for three reasona. Firat, this literature
takea seriously the evaluation problem. By this, we mean that it
explicitly acknowledges that evaluating workers’ performances is
costly for management, and that imper{ect evaluations, defined as
lesa than perfect knowledge of all worker actiona, may elicit
unpredicted and potentially deatructiva responaes from workera.
It is thia evaluation problem that has plagued moat attempts to
introduce merit pay to public education.

Second, the cont:-acts litsrature focusea attention on the

nature of the production activity in which workers are encaged.
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It explains why an analysis of the production activity provides

the beat clues to the reaponses that particular compenaation

plans will &licit. We will argue that compeaelling explanations

for the failure of moat merit pay plans must focua on the nature
of teachers’ work.

Third, the contracts literature emphasizes the importance cf
tradeoffa between the geina from providing incentives for
enployees to work hard and the coata of various ways of

evaluating workeors’ contributiona. Implicit in this emphasis on

tradeoffs is the often neglected recognition that a merit pay
system that brings about modest increases in teachers’ effort
levelas might not be worthwhile if the coasts of the measurea taken
to evaluate workers’ contributiona are extremely high.

In the next sections we use the framework provided by the
contacts literature to explain the evidence on the two main kinds
of performance-based compensation plans, known as "new atyle

merit pay" and "old style merit pay.”

B. "New Style Merit Pay"”: A Piece-Rate Compensation Sysaten

One type of merit pay, which has been called '"New Style Merit
Pay,"”1l and payment by results,2 bases individual teachera’ merit
pay bonuses on the teat score gainas of their students. The
attractiveness of this strategy ias that the evaluation problem is
solved by actually measuring certain dimenaions of each teacher’s
output, and thereby avoiding the subjectivity of the evaluationa

under "old atyle merit pay,"” where bonusesa are based on
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supervisors’ evaluationa of teachers’ actions. There are only a
faw documented cases of achool districte that have used "new
atyle merit pay"”, although merit pay plans that compensate

teachers on the basis of student teat score gaina have recently

been supported by several state legislaturea.3 1In this section

we show that "new atyle"” merit pay is very much like what
econoriasts know as a piece-rate compensation system, and that
tecching does not satiafy the conditions under which this type of
compensation aystem is efficient.

Approximately 30 percent of U.S. workers in manufacturing are
employed under piece-rate contracts, the moat common form of
payment by results (Pencavel, 1977; Seiler, 1984). Piece-rate
contracts work well when the true contribution of the individual
worker to the firm’s output can be measured at relatively low
coat. Commercial laundries’ contracts with workers who iron
sahirts provide an example. The number of shirts ironed provides
a good measure of the worker’s contribution to the firm.

Conauer complaints provide a check on quality. Multiple
dimensiona of output can be managed by providing a achedule of
piece rates for Zifferent typea of clothing.

Piece-rate contracts do sometimes elicit opportunistic
behavior. For example, workers may neglect the maintenance of
the machinea on which they work, aince they are not rewarded for
machine maintenance.4 For many tyraes of werk, however, the costs
of such opportuniam are outweighed by the advantagea that niece-
rate contracta have over contracts that attempt to control

opportuniam by monitoring worker actions. In particular,
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plece-rate contracts provide strong incentive for workers to find
the moat rapid wey to iron shirta. High productivity results in
immediate rewarda; eshirking resulta in immediate penalty.

Why haven’t merit pay plans that compensate teachera on the
basia of their output, measured, for example, by atudent teat
acore gains, become popular? One reason concerns the nature of
the incentivea that such a compenaation ayastem provides. Any
explicit lisat of pay rates for specific levela of atudent test

acore gaina (economistas would refer to auch a liat aas a payment

algoritha) createa a apecific price--& piece-rate--for each

atudent’s teat score gain in each subject area. For example, an
algoritha that basesa ccmpensation solely on average reading acore
gaina implicitly pleces a zero price on atudent gains in other
subject areas. Moreover, it places an equal weight on each
atudent’s gain. If teacher time ia viewed as a private good
(tire apent with one atudent reducea time available for other
atudents), then thia algorithm creates incentives for teachers to
allocate time ao that the laat unit of time apent with any child
yialdas the same expected teat acore gain. Thias meana that there
are incentiveas for teachera to minimize the time they spend with
children whose teat scores will not respond to modest increases
in attention.

There is limitsd evidence that teachers do respond to payment
by reaults by allocating their time to specific aubject areas and
children. For example, in the middle of the 19th century in
England, elementary school teachera worked under a payment by

resultas plan that based their compensation on the number of
-8~
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children who acquired a set of nar-owly defined skills. This led

to a narrowing of the curriculum to exclude all nonteated skills,
including many skilla theat were perceived to be important, but
were difficult to teat (Coltham, 1972).

Other evidence comea from the performance contracting
experiments sponsored by the Office of Economic Opportunity in
the early 1970s. In these experiments, private firms provided
reading instruction to public school children, with the firm’a
compenasation dependent on atudent teat score gaina. In at least
one of the sites, teachers concentrated their time on children in
the middle of the teat score distribution, neglecting children at
the top of the distribution, who would advance well on their own
(teat acore gains above a threshold were not rewarded), and
children at the bottom of the diatribution, whose teat acores
would not respond to modeat additional amounta of teacher time
(Gramlich and Koshel, 1975).

Why are the responses of teachers to the incentives implicit
in the teat score algorithm problematic? If different time
allocationa among subjects and students are desired, why not
simply alter the algorithm, for example, by giving weight to
sakill development in more skill areaa, arnd perhapa by weighting
achievemnent gains of some children more than thoase of othera?
There are two problems with thias solution: lack of conaensua
about the appropriate weights, and the nature of teacheras’ work.
Consider each problem in turn.

Most policy debates about public education avoid the divisive

topic of weighta--at ita core, a diascuasion about whose education

-9-
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mat-ers the most. Instecad of explicitly debating what the
weights ashould be, it is common in public education to delegate
reaource allocation decisions to teachers and adminiatrators,
with the inoperable adronition that they provide every atudent
with the opportunity to fulfill hias or her potentisl. Such
delegation ia not conaiatent with the deaijn of contracta that
pay teachers on the basis of their output.

If the public achoola’ lack of consenaus on weights were the
only problem in paying teacheras on the baasis ¢cf their students’
progress, one would expect to see more extenaive use of asuch
compenasation achemea in private achools, where, preaumably,
family choice leada to greater agreement on achool goala. The
limited available evidence suggeatas that performance baaed pay
for teachera ias relatively rare in private schools, however. In
1983, only seven percent of Catholic high achools used any fornm

of merit pay, and none of thoase achools base pay differentials on

atudent tesat acore gaina (The Catholic High School: A National
Portrajt, 198%5).

Why aren’t teachers paid on the basis of their students’ test
score gains, even in organizations in which there is relatively
high consensua on goala, union power is negligible, and contract
form is management’as prerogative? UWe believe that the anawer
concevns the nature of the work in achoola. Even in schools in
which there ia a high lecvel of conaenaua on goala, the goala are
nultidinmenaional--for example, raise the average reading level in
each clasa, and elimninate druga and violence from the school.

While it may be reasonable to attribute the average reading gsin
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of a group of students to a particular teacher working with
atudents behind a cloased claaaroom Z-or, it is not poasible to
measure gach teacher’s contribution to the second goal. 1In fact,
eliminating violence and drugs from a aschool requires that
teachers open their clasaroom doors and work aas a team to monitor
atudents’ actiona while not in class. If teachera’ pay is based
sclely on succeaa in raising reading scores, teachers have atrong
incentives to keep their clasaroom doors closed, and neglect the
teanwork outside of clasasrooms that zonutributes to accoaplishment
of the sacond goal. Moreover, the atrataeagy veed in aome
laundriea to combat this form of opportuniam, namely, hiring
workera to tend to the taaka neglected by piece-rate workers (for
examnple, maintaining the machinery), does not work well in
achoola. As many achoola have found, teachers, who work with
studenta every day in clsaa, and who know atudents’ names and
their personalities, are typically more effective in eliminating
drugs and violence from a school than apecialized aecurity
offiers are.

School principals, as well as teachers, realize that much of
the important work in achonls muat be done by teacheras working
together and that compensation algorithrsa that reward only thosae
dimensions of performance for which aach teacher’s contribution
can be measured create pervers incentivea. This may exélain
why paying teachers on tha baaias of their students’ teat acores
is extraordinarily rare in Am'rican education.

It is iwmportant to note that our explanation rests on the

nature of teechaera’ work and the ircaentives that piece-rate
-11-
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conpensation aschemes provide. This is quite different from the
typical objection to "new satyle merit pay', which emphasizes the
insdequacies of atandardized teata. While it is true that

standardized tests of, say, students’ reading akills often do not

provide measures of studenta’ true skilla, and consequently of

the fruits of teachers’ work, the limitations of teata are not

the fundamental problem with "new atyle merit pav.” Even if
testa were developed that meaaured gquite accurately studenta’
skilla in particular aubject areas, incentives to allocate time
atrategically to particular atudenta and particular subject
aresa, and to neglect esspects of the job such sa eliminating

druga and violence, would remain.

C. "0ld Style Merit Pay"”

The significance of teamwork and the presence of school
principala who have direct supervisory functiona suggest the
poasibilicy of basing teachers’ compensation on principals’
avaluations. In fact, such "old astyle merit pay’” ia the common
model for merit pay. In thia section, we explore the extent to
which the framework proviuad by the contracta literature helpa us
to understand why moat experiments with "old style merit pay”
have failed.

The leasons from the contracts literature regarding the
conditions under wh:.ch it is efficient to base the compensation
of individual workers on supervisora’ asaseasmenta of their

actions can be aummnarized aa followa. Merit pay ie efficient
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when the nature of the activity in which workers are engaged is
such that supervisoras can provide relatively convincing anawera
to the following two gqueationa posed by workaersa:

l. Why does worker x get merit pay and I don’t?

2. What can I do to get merit pay?

Unloading boxea from a truck is often suggested as an
activity where supervisors can answer workers’ gquestions about
performance-based pay differentiala. Supervisors can state that
worker X was paid more than other workera because he carried two
boxea ot a time, while other workers carried one at a tinme.
Worrers are likely to accept this anawer because they recognize
that carrying two boxes at a time is in fact productive. They
also recognize that the na*ture of the activity gives worker x few
poaaibilitiea for opportuniastic behavior--that is, for actions
that make him appear producpive, but in fact do not contribute to
the unloading. Supervisors can anaver workers’ aecond queation
by atating that thay can earn higher pay by carrying two boxea at
a time. Workers are likely to find this anawer acceptable
because the required action ia something they can do, if they
choose to.

The nature of teachers’ work is very different from jobs like
unloading a truck. As is the case with all joba, aome teachers
are more effective than othera--hence, the call for merit pay.
However, moat analyasts agrae that there are no clearly defin .
behaviors that conr.stsrily result in high performence.> In
other wordsa, there is no analog to carrying two boxeas on every

trip.
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One consequence of the imprecise nature of the teaching
activity 1s that supervisors cannot answer convincingly teachers’
queations about why teacher x got merit pay and they did not. As
one of the administrators we interviewed commented:
+e::] know who the good teachers are. They’re so and =0,
a0 and aso, and so and ao. Why are they good teachersa?
Well, I don’t know; they are juat good teachers; but I
know who they are...
Many teachers who are denied merit pay find this answer
ur.satiafactory. One reason is that they are aware that the
nature of teaching, with itas closed clasaroom dooras, and the
networks of relationshipa among teachersz and between teachera and
parents, providea great potential for opportuniatic behavior. 1In
other worda, there are many thinga that a teacher mould do to
inpreas a principal and to suggest that he was more effective
than his colleaguea. Examples include using friendships with
parents to spread ruaiors abocut other teachers’ incompetence, and
not sharing materials that could help other teacheras. Thus,
teachers have reason to queation whether merit pay went to
teachers who were in fact the moat productive or to those who
were moat facile in impreasing aupervisors.

A second consequence of the imprecise nature of teaching 1is
that supervisors cannot anawer convincingly teacher’s second
queation: what can I do to earn merit pay? In other words, they
cannot suggest apecific actiona that the teacher can undertake
that both the teacher and the aupervisor recognize will enhance
the teacher’a effectivenesa. Without an unequivocal anawer to

14~




this second queation, teachers may have little incentive to
change the:r behavior in pursuit of higher income. Worse vet,
teachers may learn the leasson that concealing their problems and
playing up to. evaluators is what the organization rewards--
dramatically complicating managera’ evaluation problenm.

In effect, the leaaon from the contracta literature is that
the problema with "old style merit pay" are more fundamental than
carelesa implementation, or inadequate training of evaluators--to
name but two of the explanationa often given for the failure of
merit pay plana. The problem liea in the nature of the teaching
activity itaelf. Specifically, it ia the lack of a blueprint for
effective teaching that preventa supervisors from providing
convincing anaweras to teachers’ queations about why teacher x got
nerit pay and they did not, and what they can do to earn merit
pay.

What the contracts literature does not reveal 1s exactly what
problema arise under merit pay that haa led moat achool diatricta
tc drop thia type of compenasation system after a brief trial.
While our ficld work was not deaigned to addreas thias queation,
we did learn some intereating thinga about the problemas merit pay
causesa, particularly from teachera and adminiatrators in two
districts that have had merit pay for more than twenty yeara, and
have altered their plenﬁ several times to deal with perceived
problema. The commenta of thease participanta are informative in
underatanding what happena when sasupervisors rannot answer
teachera’ queationa about why aome teachers get merit pay and

octhera don’t.

-15-

17



One theme that ran through our interviews is administrators’
perception that many teachera who received evaluation ratinga
lower than thay felt was juat responded by working leas hard. Aa
one teacher told an administrator: *“If that’s all you care, then
that’s all you’ll get."”

What constitutes a just rating from a teacher’s point of
view? We heard frequently that the absolute floor was the rating
the teacher had received in the laat rating period. Rarely do
discusasiona of marit pay focus on the significance of the
repetitive nature of the evalustiion proceaa. Yet teachers see
their "merit" ratings in terms of what they and others have been
told by supervisors in the past.

The rising expectations and the pressures from teachers for
higher ratings over time were recurrent themes in the commenta of
adaininistrators. Morccover, several adainistrators cited
negative consequences that aroase from giving a teacher a lower
rating than the teacher had receive:! in the paat. One principal
mentioned that when he gave an older teacher with no better than
adequate performance a rating lower than his predecessor had
given her, the teacher, who had planned to retire at the end of
the year, became 80 incensed that ghe postponed her retirement
for two yeara. The key point here is that even an evaluation
aystemn that produces valid and reliable performance ratinga ia
not enough to guarantee the auccesas of merit pay. If teachers

feel that the ratingas are unjuat and evaluators cannot convince

-16-

18




them to the contrary, their reactions to the ratings may
undernine the education atudents receive.

Several school principals commented that prior to the
introduction of merit pay, they often gave teachers ratings
higher than the teachera actually deserved, and encouraged the
teachers to live up to the high ratinga. The principals reportec
that thias was the most effective strategy for atimulating many
teachera to improve their performance. While this evaluation
strategy produced ratinga that were not objectively valid, the
principala felt it promoced their primary goal of atimulating
teacheras to work hard in helping children to learn. In
particular, this approach allowed administrators to focus on the
apecific problems a teacher was atruggling with, without an
atmosphere of concealnment.

Nany of these same principals decried the use of merit pay
becauae it reduced their ability to pursue the strategy of
encouraging teachers through high ratinga. Under ner1£ pay,
principals were under pressure from superintendentsa, who muat
defend the coat of merit pay to their school boarda, to keep the
number of top ratings low and to provide a atrong defenase of the
top ratings they did give. At the same time, principalas felt
under presaure from teachera to provide explanationa for why they
had not geitn given the top rating while the teacher in the next
clesaroom had. As one principal stated: "merit pay turnas my job
from being a coach into being a referee.'” And he implied that

hia teachera no longer saw him as a helpful coach, but aa a
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critical referee--and this threatened his ability to motivate his
teachers to high effort levels.

Sone readers may conclude that one of the benefits of merit
pay ia that it presaureas principals into actually evaluating
teachere objectively, one of the moet important parte of their
job. There ia aomething to this argument. Most principals whon
we interviewed certainly felt this preasure. There is more to be
said, however. School principals need teachera. Principala’
primary job is to enaure that the children who pass through their
achool learn as much as possible. Yet they don’t teach any
atudenta. Teachers do the teaching, and the principals’ succesa
dependa to a large extent on their ability to encourage teachers
to work hard and work together. When a principal gives a teacher
a lower aevaluation than the teacher had previousasly received, the
teacher may lose some money. _But the principal may loae the
cooperation that he needs tuv make the achool work. Our field
notes contain many stories principalas told about the distreasaing
consaquences of giving teachera’ ratinga lower than the teachers
expected.

In effect, marit pay dramatically increases the tensions
surrounding the formal evaluation proceas, and increases the
intensaity with which teachers ask why they did not receive the
top rating and what they can do to receive a better rating next
time. In moat experiments with merit pay for teachera, achool
principals have not been able to reaspond to these gquestions
convincingly. We believe that the lack of convincing, apecific

responses to teachers’ queations contributes in a central way to
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the low morale and “problems of administration® that are cited in
a recent survey as the primary reason achool diatricta drop merit
pay.®

Our evidence leads us to emphasize the :importance of the
imprecise nature of teachers’ work in contributing to the demise
of "old satyle merit pay.” One of the readera uf an early draft
of this paper commented that, if we were correct, and the problenm
was not simply poor public sector management, we should expect
that "old atyle merit pay” wculd not be common in for-profit
educational institutiona. While an in-depth exploration of thias
proposition was beyond our resourcas, we did attempt to reapond
to thia comment by learning about the compenaation policiea of
Stanley Kaplan, the largeat of the for-profit firms specializing
in prejaring atudents to take standardized tents, asuch as the
Scholaatic Aptitude Teat.

Stanley Kaplan does monitor the performance of its teachers
closely, in part by obaerving them in ;he classroom, and to an
even greater extent, by soliciting student evaluations of each
teacher’s performance. 1In fact, Kaplan’a atudenta are quick to
complain when the quality of inatruction does not justify the
coat of the course. Kaplan uses the feadback from studenta in
deciding which teachers to diamisa. The firm does not use this
information in determining individual teacher’s compenaation,
however. 1In fact, teachere who work for Stanley Kaplan ere paid
in much the same way public school teachers are paid. All
teachera are paid according to a saiary gcale that baases

compensation on experience--on the number or conurases taught.
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There are no bonuses for superior performance.

We aasked the personnel director of Stanley Kaplan why the
firm doesa not use performance-based pay. Her anawer included
these pointa. All Stanley Kaplan teachers are effective:; those
who are not are diamissed. There are aome teachers who are
auperatars, and the firm haa coneidered paying bonuses to theae
teachera. The firm has rejected this plan becauae of its
managers’ perception that the poaitive impact of bonusea on the
performances of the superstars would be rmore than offaet by
negative effects on the performancea of effaective teachers who
don’t receive bonuses, don’t know why they were passed over, and
can’t be told how to become superstars.

In the context of our paper, the Kaplan evidence can be
interpreted as inaplying that even when management can make
relatively accurate fine-grained distinctions among teachers,
rRanagenent would not be able to convince the merely good teachers
of the superior performance of some of their co-workeras. As a
result, the responses to the pay differentials would not further
the goals of the organization. Thusa, the imprecise nature of the
teaching activity prohibita evaluatora from anawering the hard
queationa teachers poase about "old style merit pay'" and leads a
succesaful profit-making firm to base compensation on experience.
It is important to add that Stanley Kaplan uses evaluation
aggresaively, even without merit pay, both to diamiaa

ineffective teachers and to offer useful advice to effective
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teachers. Tl.is approach is obviously similar to that taken by

adminiatrators in many public schools.

IV. WHY DOES MERIT PAY SURVIVE IN SOME SCHOOL DISTRICTS?

A. Our Research Strategy

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

We began our search for the anawera to these questions by
identifying achool districts that have used merit pay for a
number of years. Two Educational Reaearch Service (ERS) reports
were helpful in this ;egerd. The first (Porwoll, 1979)
identified 115 school districts in the U.S. that used merit pay
in 1978. The second (Calhoun and Protheroce, 1983) reported the
results of a asurvey that inquired whether each of these 115
diatricts was atill using merit pay in 1983, gnd if not, why not.
We used the 47 diatricts that reported in the 1983 asurvey that
they were still using merit pay aa the population frnom which we
aelected diastricts for atudy.

We had hoped to identify urban districts within this
population. The reason is that, since many urban districts are

thought to have particularly serious problems with poor teaching
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quality and low teacher morale, analysis of enduring merit pay
plansa in urban districtas might provide important inaights about
the factors that contribute to the aucceass of performance-based
contracta for improving teachers’ performance. We found no urban
diastricta with long-lived merit pay plana. 1In fact, we could not
find even one documented case of a large, once-troubled achool
diatrict that had succesafully used merit pay to improve itas
performance, To the contrary, one of the atriking aspects of the
liat of districts with enduring merit pay ias the large percentage
of very amall districtas serving relatively homogeneous astudent
populations. Moreover, theae districta tend to use very sasmall
amounta of money aa merit pay bonuaes.

We then looked for diastricta that had used merit pay for at
leaat five years and either used pay differentiala of at leaat
$1000, or served more than 10,000 studenta. We found seven
districts that met these criteria. We spent several days in aix
of theae districts interviewing teachers and edministretors with
the goal of learning how each merit pay plan worked and what

teachersa’ and administrators’ reactions to the plans were.
B. Characteriatica of the Districts
The six districta that we visited vary in size, from 2500

students to 60,000 students. Three are located in the southwest:

one in the northeast; one in the midatlantic region and one in

the northcentral region of the country. Two diatricts have




collective bargaining: the union role in the other four 1is
inaignificant.

All of the six districts are considered to be among the best
in their geographical areaas--places where teachera like to work,
and where high housing prices reflect the deairability of the
public achoola. In evaluating the role merit pay plays in
contributing to these diatricta’ accomplishments, it is important
to focus firat on attributea other than merit pay that the
districtas have in common.

All of the districts have salary schedules, tc which merit
pay is added, that are above avaerage for their geographical
areas. The high salariea and good working conditiona permit
these districts to be selective in chooaing among applicanta for
teaching positions. None of these diatricts adopted merit pay as
a reaponse to the idea that there was not enough money to pay all
teachera well, so they would at leaat pay a few good teachera
well. In fact, we heard from several administrators comments
such aa this one: "No merit pay aystem would ever work without
salariea at a point that teachera can live on."

Hone of these diatricts use merit pay as a astrategy to give
negative aignals to teachers. perceived to be ineffective.
However, uaing evaluation practices quite unrelated to merit pay,
these districts do diamiss teachers judged to be incompetent, and
are presaured by parents to do so. Thesge practicea have not been

reaisted by teachera’ uniona in the two districts with .elatively

powerful unionsa. The union leaders in these districts atated




that they made sure that due process was observed, but that it
was not in the union’a intereat to protect incompetent teachers.
One leason to be learned from examining the characteristics
of aschool districts with long-lived merit pay plans is thet
attractive working conditions may be a prerequisite for the

survival of merit pay.

C. Characteristics of the Enduring Merit Pay Plans

Working conditions do not provide the whole answer to why
merit pay survives in a few diatricta. In fact, merit pay haa
been dropped by a great many diatricta that appear agimilar to the
districta we studied that do have long-lived merit pay plana.
Thua, to explairn the survival of merit pay in our diestricta, we
need to look at the plana themselves.

The &ix merit pay plans thut we learned about differ in many
respects. However, in every caae,- the pl;n incorporateas a
atrategy for dealing with the two queations that many teachers
ask about merit pay:

1. Why does teacher x get merit pay and I don‘t?

2. Whet can I do to earn merit pay?

The atrategiea conaist of varying combinationa of four themea:

extra pay for extra work; make everyone feel apecial; make the

program inconap:icuocus, and legitimation through participation.
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1. Extra pay for extra work.

One common theme in the long-lived merit pay plans is that
the definition of performance is altered so as to reduce emphasis
on clasasroom teaching, and increecae emphasias on completion of
tasks outaide the classryoom. For evample, the numerical rating
ayatem used by one diatrict to determine merit pay awarda gives
achool and community aervice the same weight aa clasaroon
performance. Another district requires that a teacher complete
aix outaide activities to be eligible for merit pay. As one
teacher commented: "This isn’t nmerit pay; it’s how you get the
yeirbook done."

A complementary practice is to make the teacher responsiblea
for documenting that he or she is worthy of merit pay. Aa part
of the merit pay application proceass in several diatricts,
teachers had to prepare lengthy documents describing their
acco.,plishments and providing evidence in the Zorm of
testimonials from colleagues and parents. One teacher commented:

When I finished this laat time, I had a volume no lesa than

three inches thick of evidencesa, arguments, and materialsa.

Theae practices, which we call extra pay for extra work,
provide one set of relatively convincing anawera to the two
questiona teachera raise about merit pay. Administrators can
clearly state that teacher x received merit pay because he
devoted time to organizing a variety of activitiea and to

documenting hia accomplishments, bo*h in the clasaroom and
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outside the classroom. If another teacher wants merit pay, he

can do theae same thinga.

A second theme is to quietly award merit pay to almost all
teachera. Thias strategy is moat pronounced in one district in
which a numerical rating aystem is used to deteaine whether
teachers receive an award of $0, $500, £1000, 81500, or £2000.
Teachera whom we interviewed were unawar > of the distribution of
actual awards, but typically were pleased that they received a
substantial award. In fact, every tee-her who participaied in
the voluntary merit pay program (over 90 percent of eligible
teachers in the district) received a poaitive award; 85 percent
of the teachers raceived either $1500 or $2000.

We suapect that the bunching of the ratings at the top of the
acale and the relatively amall monetary differential between the
top two awarda ias important in minimizing ill-feeling on the part
of teachers in achools headed by hard grading principala. In
thia diatrict, having the principal be a hard grader means that
the effective teacher gets a $1500 annual bonus inatead of a
$2000 bonus.

In effect, the "make everyone feel special' strategy deals
with teachers’ potentially deatructive questiona sbout merit pay
by reducing the number of teachere who ask. We find it

intereating that che "make everyone fael special” theme wasa




particularly evident in the two districts in our sample that have

had merit pay for more than twenty years.

3. Make merit pay inconapicuous.

In several districts, the deaign of the merit pay ayatem ia
such that the incentiveas are of little intereat to a large
percentage of the teachaera. For example, in one diastrict,
eligibility for merit pay requires ten years of service,
completion of six activities outside the classasroom, and
satisfactory performance evaluations. The reward for fulfilling
these requirementas ia 8600 (somewhat more, i1f coupled with
advanced dagrees). Only 40 parcent of the teachers in thia
district who do fulfill the length of service requirement choosae
to participate in the voluntary merit pay plan.

In another diatrict, teacheras can apply for one of four
different award levals, with each level having different
requirenenta. While the award levela are aizable, 31000 for
level I, 24000 fcor level IV, the requirementas are ao demanding
that only twelve percent of the teachera apply for any level
(two-thirda of these teachers receive awarda). For example, the
level IV requirenmenta include a Maataear’s Degree and 30 hours of
graduate creditas, superior teaching skillas, as damonatrated, for
exanple, by "representing the district at the atate or national
level as a resource peraon, chairperson, or coamittee member,"”
and asuperior profeasional contributions, aa demonatrated, for

exanple, by serving "in an official capecity in the mar.agement of
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the professional associations or organizations related toc a
apecific field of atudy” (quotationa from achool district
deacription of performance based compenasation plan). For the
vast majority of the teachera in this achool diutrict, the
financial awards do not juatify the extra work.

In all of our didtricts, merit pay haam a low profile. In
part, this stema from the perception that merit pay is something
almoat any teacher could earn, but that the financial rewarda do
not justify the extra work. Another element is that teachers are
urged not to discuaa with colleagues either who receives nrerit
pay or the amount of the swaraa. In theae districts, where moat
teachers like their joba, the primary effect of secrecy seema to
be to reduce teachers’ intereat in merit pay and thereby to
reduce the number ©of teachers who aak the hard queations about
why some teachers get rerit pay, and others don‘’t. One could
easily imagine, however, that in diatricts where teachers worked

under more difficult ¢conditions, secrecy might have a very

different result.

4, Legitimati artici ion

One final attribute of merit pay in our districts concerns
the process by which the programs were designed. In all of the
districts, teachers played a significant role in the design nf
the merit pay plane. Moreover, in ea -~ of the two districts that
have had merit pay for more than twenty years, the ayatem has

been revised several timea in response to teacher complaints. We
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believe that teachers’ participation in the design, and redesign,
of the merit pay plana contributea to their longevity. One
reason ia that the proceaa of participation reveala information
about teachers’ preferencea, information that ias critical for
supervisora to have in order to predict teacheras’ resaponsea to
incentivea; but this information ia extremely difficult to
collect unlesa teachers volunteer it. Participation givea
teacheras a reaaon to volunteer information, and a mechanisnm
through which to do so. A second reaaon that perticipation
contributeas to the longevity of merit pay plans ias that it
creates the impreaaion that merit pay is not a system thruat upon
teachers, but rather one they halped to create. Seen as such,
teachers may atill ask why aome teachers get merit pay and othera
don’t, but the intenaity with which they ask the quesastions is
diminished. Teacheres recognize that if many of them find the

program objectionable, they can change it.”7

V. A ROLE FOR MERIT PAY?

As the observant reader will already have concluded, merit
pay in the districts we studied is not primarily pay dependent on
success in teaching studenta, as measured either by atudent teat
acore gaina, or by auperviaors’ evaluations of teacher actiones in
the clasarocom. This raises two questionsa: Does merit pay, aas it
actually opaeratesa, have any influence on the performance of the
achool districte we atudied? What does merit pay do that these

districts could not do without marit pay?
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Merit pay in the districts we studied does not appear to have
atrong effectas on the way teachers teach. Thia ia not surpriaing
given the attributes of the enduring plana. Thia concluaion ia
also compatible with the theme of Section III: the nature of
teachers’ work ias auch that baaing individual teachera’ pay on
aaseasnents of their performance is unlikely to motivate teachers
to work harder.

If merit pay doesn’t motivate teachers to work harder, why do
a very few districts retain it? Our interviews with teachers and
adainiatrators asuggest that merit pay helps theae six diatricts
solve problems quite different from the problem of motivating

teachera. Theae prcblema include:

1. how to support a éood teachers who differ in their

relative needs for income and free time.

2. how to encourage mmaaningful dialogue between teachers and

administrators about difficult iassuea such as the quality of the
evaluation proceas.

3. how to build community support for the public schools.

In the diatricts we viaited, merit pay contributes to
solutiona to theae problems in the following ways.

1. Extra pay for ext:c work provides opportunities for
ta2achers with large financial needs to augment their incomes by
spending time on achool-related activities.

2. The ongoing diascuaaione of how merit pay worka, what ite
problema are, anc¢ what changea are needed, provide foruma for

neaningful dialogue between teachers and administrators
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concerning difficult issues such as the nature of the avaluation

process.

3. The merit pay plans contribute to the perception that
teachers are accountable. As one teacher commented about why
memnbers of the community supported merit pay for teachers:

The people out there who are paying taxes want to make aure

that in the area of teacher pay, thoase who are doing the resal

work are the onea who get the rewarda, above and beyond the
standard.
And there is another side to the coin. As one administrator
remarked:

[(Merit payl] has meant a lot of money for & lot of teachers

that would otherwise not have bean provided, knowing the

Board of Education.

We do not mean to imply *hat merit pay is necessary to solve
the problems of satisfying teachers’ varied needs, encouraging
dialogue, and promoting community support for the schools. In
fact, a far greater number of achool districts solve theae
problems without merit pay than with merit pay. For example,
Rany diatricts meet some teachera’ needa for extra income through
extra pay for extra work without calling this merit puy, and
through small grants competitions.® Many districts use the
collective bargaining process to promote meaningful dialogue
between teachera and adminiatratora. Many districts promote
community support through volunteer programe, public-private

partnershipa, and outreach activities.
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What we do want to suggest is a different way of looking at
merit pay. This ia uaeful because, if the past is any guide to
the future, the current, perhaps waning, wave of intereat in
nerit pay will not be the laat time that educatora feel pressure
to adopt this type of compensation plan. In thinking about merit
pay in the future, it is useful to ask whether it can play a
modeat role in contributing to solving the problems of satiefying
teachers’ varied needs, encouraging meaningful dialogue between
teachers and administrators, and promoting community support for
the achoola. In moat sachool diastricta, the anawer {o thisas
quesation will be an emphatic no. But in a few districta the
answer could be a tentative yea. We hope that our work provides
aome clu;s about the typea of diatricts where an answer of maybe
nakes sense, and what types of merit pay plana hold some promise.

There ia another thaeme in our evidence, one that would seen
to apply to districts both with and without merit pay. It is the
theme of improving teachers’ performance through evaluation. In
order for evaluation to contribute to the goal of helping
teachers improve, it auat be carried out by akilled and
knowledgeable supervisors in an atmosphere that rewarda honeaty
and cooperation. When teachera who conceal their failings get
higher pay than those who do not, the etmosphere for useful
evaluation end advice is poisoned. If supervisors are to engage
in a useful dialogue with teachera, they muat act in a way that
ia conaistent with the suatained nature of their reliationship
with teacheras. Evaluation is a repetitive sequence thet creates

expectationa, memories and sensitivitiea that can either
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contribute to improved performance or, if treated insensitively,
undermine it. It was the goal of merit pay’a advocates to put
the power of money into the evaluation prcceasa, aa a way to
inprove teachers’ performance. That goal ia miaguided. But the
broader leasson, that school adminiastrators muat work to create
relationahips with teachera in which evaluationa contrikbute to
improvement, change, and cooperative problem-solving, ia one that
sust not be forgotten even after the preasaures for merit pay

diaaipate.
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FOOTNOTES

See Bacharach, Lipsky and Shedd, 1584.

See Coltham, 1972.

See The Nation Responds: Recent Efforts to Improve

Education, 1984, p. 45, for a reference to legialation that
provides atate financial support to school districts that

adopt ""new atyle merit pay"” plansa.

See Pencavel, 1977.

See Wise et al., (1984, p. 10) for a discussion of the clainms

and refutationa concerning the role of apecific teacher

actiona in foatering student learning.

See Calhoun and Protheroe, 1983.

The importance of voice ae a mechaniam for improving the

parformance of organizations is elegantly developed by

Hirachman, 1972.

See, for example, Smell Grants for Teachers (no date).
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