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What is a pay for performance plan? 

A pay for performance plan is an approach to compensation which requires all or a portion of 
an employee's pay to be placed at risk, contingent on attainment of one or more specific, 
measurable goals within a designated time frame. The most fundamental types of pay for 
performance plans are the traditional commission-based systems used to provide sales people 
compensation commensurate with the value of their contributions to the employer's success. 
In the 1980s, pay for performance plans for chief executive officers, vice presidents, and, at 
times, all employees of a corporation, became a common phenomenon across the United 
States. Such plans are standard practice in the private sector today. In recent years, school 
districts have begun to follow suit, although targeted employees have varied widely, from 
superintendents to assistant superintendents, principals, teachers, or all employees of a given 
school. Some school initiatives have been organized on a statewide basis, including those in 
Kentucky, North Carolina, and South Carolina. Maryland offers a variation on the pay for 
performance scheme, providing cash awards for school improvements to high performing 
schools. In Connecticut, although there is no State-controlled plan, the practice of pay for 
performance is nearly universal at the local level. Large urban districts also have been prone 
to gravitate to this type of compensation plan. School districts in Boston, Charlotte- 
Mecklenburg, Cincinnati, Columbus, Houston, Indianapolis, Los Angeles, Minneapolis, - 
Newark, ~ h i a d e l ~ h i a ,  and Portland (Oregon) all have pay for performance plans in place for 
their superintendents, and a number of these districts incorporate some other staff members as . 

well. Principals andlor entire schools seem to be more commonly used as the subjects of pay 
for performance programs, while assistant superintendents are rarely included. In recent 
months, such area jurisdictions as the City of Alexandria and Prince George's County, 
Maryland, crafted pay for performance contracts for their superintendents. 

In general, pay for performance plans are intended to spur creative juices toward achievement 
of an elusive goal. In cases where others besides the superintendent are covered, the plans 
typically provide group incentives designed to stimulate high levels of employee collaboration 
in pursuit of a difficult objective. 



What policy decisions are critical to the design process for a pay for 
performance plan? 

Development of a plan design begins with formulation of responses to the following three 
questions: 

1) What outcomes do we want to value? 

2) What incremental progress between current conditions and desired outcomes can we 
reasonably expect to achieve in the time frame of measure? 

3) How much are we willing to pay to get the desired results? 

All objectives addressed in a pay for performance plan need to meet the following standards: 

1 )  they are important; 

2) they are precisely, reliably measurable; 

3) they can be measured in a timely fashion; 

4) they can be explicitly defined. 

A number of brouhahas have resulted from a failure to meet the fourth standard. For example, 
if a School Board directs a superintendent to reduce the number of dropouts, and no one 
properly defines up front the set of circumstances under which a student may clearly be 
identified as having "dropped out," then disagreements will inevitably arise as to whether the 
objective has been met. On the other hand, if an objective is only measured by the State and 
communicated in a report published a year after the fact, then rewards for achevement of the 
objective will not be made in a timely fashion and employee frusaation will result. 

Einstein once declared that "not everything that is important can be measured, and not 
everything that can be measured is important." Pay for performance plans are designed only 
to deal with items which are both imuortant and measurable. Traditional performance 
evaluation processes may be necessary supplements if employee behaviors, other than those 
dealt with in a pay for performance plan, are to be incorporated in the annual review. 

A number of other particulars need to be addressed in order to tailor a pay for performance 
plan's incentives. First, the question naturally arises, "How much pay should be at risk?" 
The answer to this question, in both the corporate and public school arenas, varies widely. 
Some corporations provide potential incentive pay equal to the base salary. School districts 
are typically more conservative, generally sticking to bonus potentials in the range of 5 to 
20% of base salary for top executives. Often, an employee's full raise is at risk, meaning pay 
does not increase from one year to the next in the event that no incentive targets are met. In 



some cases, traditional performance evaluation criteria are used to determine eligibility for a 
"merit raise" half that available to the general population. Achievement of the performance 
goals can then increase the pay raise to a level equal to or higher than that granted to the 
general employee population. When the broad employee population of a school or district is 
included in a pay for performance plan, there usually is no risk of loss on employees' part, but 
bonuses are more constrained, in the range of 1 to 5% of base pay. 

Another critical issue involves the mix of short term versus long term incentives. The 
corporate experience of the 1980s was that a considerable amount of "gaming" occurred with 
respect to meeting stated short term goals in ways which were not conducive to fulfillment of 
the employer's best long range interests. Adjustments were made to provide for longer time 
frames of measurement, often as long as five years. In the Hay Group's book, Peovle. 
Performance. and Pay, published in 1996, a typical executive compensation mix was 
described as consisting of 50% of base pay, 25% of short term incentive pay, and 25% of long 
term incentive pay. The notion of providing long term incentive pay is uncommon in the 
public school environment. Due to low average tenure across the country for public school 
superintendents, it is not believed that there would be much enthusiasm to commit to long 
term measurement plans. Of course, some school boards, anxious to preserve continuity in 
executive leadership, may offer a long term incentive based solely on a superintendent's 
willingness to stay five years. Long term incentive money can be placed in a "Rabbi trust" 
(SO named because the person who first thought of it was a Rabbi) until the vesting date 
occurs, at which time the employee receives the full amount, along with the tax liability. 

When staff members, such as assistant superintendents, are to be covered by a pay for 
performance plan, a decision must be made as to whether their raises should be tied to 
fulfillment of broad organizational goals, specific functional goals, or both. 

A further issue involves the question of the number of objectives which should be spelled out 
as performance incentives. This can vary from 1 to as high as 20 depending on school board 
priorities. There appears to be a general consensus among local districts that student 
achievement should not be the sole criterion. The reason for this is that employees tend to 
engage in the behavior for which they are rewarded, to the detriment of behavior that goes 
unrewarded. Most people agree that a single-minded obsession with student test scores is not 
likely to inspire well balanced, thoughffil attention to the myriad of other pressing matters 
which confront a school district in any given year. 

The final critical concern involves the careful reflection of the desired goal. The ancient 
admonition, "Be careful what you wish for," comes into play. For example, if a goal is 
established for the number of students at the 70" percentile of a standardized test to increase, 
then students already known to perform above that level are apt to receive less instructional 
attention. Similarly, students deemed hopelessly below the 70" percentile, say, those at the 
25" percentile or below, may also be somewhat neglected, since they are virtually certain to 
fail regardless of what their educators do for them. Only students below but "within striking 
distance" of the 70" percentile are likely to benefit from this incentive program. A way to 
reduce "gaming potential" might be to add goals to increase the number of students 



performing at the 80' percentile or higher, as well as to increase the number scoring at the 50' 
percentile or higher. Still another approach might involve awarding bonus pay based on the 
total percentage of students whose scores improved with respect to the previous year. This 
techruque works only when all students are tested every year, a situation which does not 
currently exist with respect to the Fairfax County Public Schools. 

School districts which offer incentives solely to executives, such as superintendents. assistant 
superintendents, or principals, consistently report recurring resentment from nonparticipating 
groups, on the grounds that their contributions are going unrecognized. This leads to a need 
to reevaluate the objectives of the pay for performance plan to decide whether the mix of 
targeted employees is optimal. As a general rule, if an organization excludes some employees 
from bonus eligibility, the pay for performance plan is designed in such a way that those who 
have a chance to earn extra for outstanding results also face the prospect of a below average 
raise in the event that goals are not met. 

How elusive should the goals be? The consensus seems to be that they should be difficult but 
clearly attainable. Targets set unrealistically high are not apt to have the desired motivating 
influence. Targets set too low are unlikely to inspire public confidence in the value of the 
process. 

A final, specific concern applicable to public school districts involves a need to forestall long- 
range unintended consequences for the students. The tendency of pay for performance plans 
to reward school employees based on changes in student performance is seen by some as 
shifting the ultimate responsibility for student learning away from the students themselves, 
landing it squarely on the shoulders of school district staff. This shift in perception is feared 
as a mechanism which will cause students to alter their view of life from an "internalized 
locus of control" to an "externalized locus of control." People who have an externalized locus 
of control believe that they are not in charge of their own lives, that others are responsible for 
ensuring that their lives run smoothly. Jack Frymier, co-director of the Ohio State Center for 
the Study of Motivation and Human Abilities, in his publication." Accountability in 
Education: Still an Evolving Concept," says, 

Teachers are responsible to help students learn how to 
assume responsibility, how to find and use 
information, how to study, and how to develop 
interests, acquire skills, and achieve positive attitudes 
toward learning and life. But teachers must not 
assume responsibility for students' learning or for what 
their students do. Doing so would negate a 
fundamental purpose of schools and schooling. 

He goes on as follows: 

Ifteachers accept the notion that they are accountable for their 
students' learning, then teachers will be forced by 



circumstances and logic to do things that foster development of 
an externalized locus of control on the part of their 
students ... Teachers will insist that students do as they ate told 
rather than think for themselves. 

Some policymakers may attach considerable credence to this type of argument, while others 
may dismiss it as abstract psychological speculation. Those who believe this is a valid, 
critical concern mav wish to stress elements of individual students' accountability. For 
example, basing promotion decisions for a given student on his or her test scores may be a 
way to refocus that student's sense of internalized commitment to academic achievement. 
Similarly, including test scores on transcripts sent to college may have this effect. Another 
approach which policymakers may opt for is to add one or more objectives to the pay for 
performance plan which are designed to promote a student's development of a mature state of 
individual responsibility for his or her learning. Measures which might fall into this category 
include enrollment in Advanced Placement or International Baccalaureate courses, numbers of 
advanced studies diplomas earned, or the extent to which students voluntarily seek additional 
inshuction in summer school, after school remediation, community workshops, or PTA 
sponsored enrichment courses. Voluntary commitments to engage in peer tutoring programs, 
whether as tutorers or "tutorees," might also be perceived as a meaningful measure of the 
extent to which Fairfax students are accepting personal responsibility for learning. 



What is the purpose of using pay for performance incentive plans? Aren't 
employees supposed to be dedicated to their jobs without special 
enticements? Are these plans guaranteed to work or are they just a fad? 

For most of human history, the connection between an individual's work and the resulting 
outcomes was relatively straightfonvard. A farmer produced crops which could be traded for 
necessities of life. Craftsmen produced tangible products for which there were ready, willing 
buyers. When the industrial age dawned, people went to work on assembly lines, did what 
they were told, and made easily understandable contributions to the manufacture of a product. 

The information age is characterized by complexity and ambiguity. Organizations, including 
public school districts, pursue broad agendas relying upon application of diverse talents. The 
need to achieve synergy from the efforts of large numbers of disparate, loosely connected 
individuals often generates attempts to clarify organizational goals and to seek ways to 
develop collaboration skills as a means of bridging the gaps between workers and enabling 
them to pool their talents in pursuit of an overriding purpose. In a school, for example, it can 
be easy to "miss the forest for the trees." A math teacher, accustomed to focusing on 
elaboration of the techniques for working with fractions, may not be in a good position to 
enhance long-range academic achievement of a student who doesn't comprehend English. 
Similarly, a computer lab instructor may not know what specific skills the students need to 
conduct research in their current Social Studies class or to analyze results of a Physics 
experiment. A unified organizational commitment to the goal of maximizing student 
achievement may prompt the organization to stress means to properly coordinate the efforts of 
all school employees in order to most effectively achieve the desired results. Without such an 
overriding emphasis on this need for coordination, individual employees will be more inclined 
to tend to the needs of their specific "trees" (explicitly defined job functions) without 
developing a full appreciation for the challenges confronting the forest as a whole. Extremely 
dedicated employees, tending diligently to the needs of their own trees, could still fail to 
engage in behaviors which will enhance the wellbeing of the forest taken as a whole. 

Anyone who owns the forest, then, or has a lot at stake in assuring the forest's continued 
health, will want to introduce change mechanisms designed to motivate the tree caretakers to 
adopt a more collaborative world view. If the forest owner hires someone to manage the 
forest, there is apt to be particular reason to want to be sure that the forest manager is 
motivated to invest the necessary time and energy to promote the needed collaborative world 
view and to take actions to teach the tree caretakers how to collaborate effectively. 

In a recent audit presentation, "The Applicability of Business Models to the Fairfax County 
Public Schools," a chart on change management success factors was discussed. This chart 
was developed by the American Productivity and Quality Center to identify the five essential 
components of an effective organizational change process and promote forewarning of the 
negative consequences which are likely in the event that one or more of these components is 
missing. It may be helpful to revisit this chart in the context of determining a valid rationale 
for a pay for performance plan. 





The five important factors, then, are "vision," "skills," "incentives," "resources," and "action 
plan." If there is no organizational vision, to maximize student achievement or to provide a 
gifted quality education for all students, the employees of the organization will not establish a 
connection between their assigned duties and those of the thousands of cohorts laboring 
throughout the same organization. The vision, then, is important as a means of achieving a 
common understanding of what desired end result is hoped for as the cumulative result of 
everyone's individual efforts. As the chart shows, without a vision, confusion is inevitable. 

Vision alone does little to bring about change, however. Employees must also have the skills 
to engage in the new behaviors which are necessary to achieve the change. Do they need to 
work together more than they used to do? Do they need better underswing of technology? 
If the change being required hinges on application of skills the employees have not developed, 
then anxiety ensues. The people being relied on to carry out change lack the self confidence 
to do so, and a pleasant outcome is unlikely. 

The third essential change factor is "incentives." People who work on repair of a home are 
somewhat less concerned about the long-range effectiveness of those repairs than the 
homeowner is, since they will not be living in it. Employees of a company are exchanging 
their services for compensation designed to support their personal lifestyles. They are 
naturally inclined to have some degree of concem about the company's profitability and long- 
range viability, but this concem pales in intensity when compared to the owner's interest in 
these objectives. An owner wanting to achieve a complicated change, then, may wish to enlist 
the employees as energetic partners by providing them with some sense of ownership. This 
generally entails participation by the employees in the spoils of victory once the organization 
succeeds. These incentives, then, serve the purpose of altering the employees' perspectives, 
away from those typical of hired hands, to those of the owner, thereby heightening the 
intensity of the commitment to making the change succeed. If the incentives are not provided, 
employees will not share the owner's perspectives and will change more gradually than the 
owner would like. 

If employees are asked to carry out a complex change without adequate provision of 
resources, frustration is inevitable, and successful change is unlikely. 

If employees are provided with vision, excellent skills development training, powerfully 
motivating incentives, and abundant resources, they will still do poorly if no concrete plan of 
action is furnished. There will be uncertainty as to how to proceed, and a long ma1 and error 
process will set in, as false starts are made. 

The use of incentives, then, is one piece of a composite set of factors found historically to 
maximize the likelihood that a complex organizational goal will be achieved. It is not a 
panacea and produces little of value unless properly placed in the context of a strategy which 
gives proper attention to all five critical factors. 

Many pay for performance plans have failed to produce the desired results. Reflection on the 
Change Management Chart should help the reader to understand the reasons why. 



How do employees typically react to pay for performance plans? 

Dr. Allen Odden, Director of the Consortium for Policy Research in Education at the 
University of Wisconsin-Madison, cites two critical factors governing employee acceptance of 
a pay for performance plan: 

1) expectancy; 

2) belief that promises will be kept. 

Dr. Odden indicates that "expectancy" refers to the degree to which employees "deep down 
inside" believe that the stated goals are reasonable and achievable. He has found that teacher 
assigned probability of achieving a school-based student achievement goal is the single best 
predictor of whether the goal will actually be met. Dr. Odden believes that the optimum 
teacher expectancy rate is about 75-80%, meaning that if about three quarters of the affected 
teachers believe a goal can be met, then it is likely that the goal will be met, but it  is also 
likely that the goal is not too easy to meet. A higher teacher expectancy rate is a sign that "the 
bar has not been set high enough." A significantly lower teacher expectancy rate means that 
the goal will probably not be achieved. The old saying, "whether you think you can, or think 
you can't, you're right," comes into play. Employees who are not coniident of their ability to 
achieve a goal are less likely to put their hearts and souls into the effort, and failure becomes a 
self-fuifilling prophecy. 

After a pay for performance plan has been in effect for a few years, expectancy hinges largely 
on whether a parricular school has a track record of meeting its goals. Other factors. known as 
"system enablers," must then be brought to bear to bolster employee confidence. These 
"enablers" might be an effective leadership style by the principal, well-tailored staff 
development programs, or well-structured sessions designed to make student performance 
data available and to facilitate insightful analysis of the data's implications with respect to 
future instructional needs. Some districts arrange to obtain answer keys for state exams and 
do their own prompt scoring in order to provide quick feedback to teachers. 

Employees may not trust their employer to follow through on promised bonus commitments 
once goals are achieved. Perhaps budgetary constraints in the past led to policy decisions 
which ran counter to employees' expectations about the pay raises they would receive. If this 
is the case, an initial trust building exercise is imperative. If necessary, a commitment should 
be made to set aside ample bonus funds in escrow as a means of guaranteeing their 
availability. 

Some districts using pay for performance incentives indicate that distrust often exists between 
employees as well. A compensation method aimed at rewarding team performance can be 
viewed as arbitrary in the sense that poor individual performers on successful teams receive 
bonuses equal in amount to those of their counterparts. whereas outstanding individual 



performers on unsuccessful teams receive no bonuses at all. This frustration is 
understandable, particularly in light of America's traditional emphasis on individuality. In 
such cases, it is helpful to remind people that the pay for performance incentive is only a 
small part of an individual's total compensation package, and that considerable means remain 
in the district's compensation system to provide meaningful rewards for long-range individual 
performance excellence. 

One problem experienced by some districts is that of a cycle of victory or defeat. Schools that 
gain a reputation for having "winning teams," that is, consistently meeting their objectives, 
become attractive to top-notch teachers, who then transfer from "losing teams" to become part 
of the "winning action." This in tum leaves the "losing team" schools in even worse shape, 
further exacerbating their challenges in meeting their goals the following year. A district 
which intends to implement universal school-based pay for performance plans needs to 
determine means to counteract this transfer tendency. Some districts offer extra pay to 
teachers who stay 3 years at a designated low performing school. 



What are the pros and cons of basing pay for performance incentives on 
individual performance? group performance? school-based performance? 
district performance? 

Researchers at Coastal Carolina University developed a synopsis of the advantages and 
disadvantages associated with each of the above approaches. With respect to plans oriented 
toward individual performance, they concluded that: 

1)  rewarded behaviors tend to be repeated; 

2) incentives help employees to align their goals with those of their employer; 

3) individual incentives are readily accepted as being in keeping with "the American way." 

On the other hand, individual-based plans generally have a number of disadvantages: 

1) single-mindedness is promoted; 

2)  many employees fail to grasp the connection between the incentives and their 
performance; 

3) quality can be compromised in a narrow-minded quest to meet the stated goal; 

4) employees may become so dependent on supervisors who control rewards that innovation 
declines. 

Group oriented pay for performance plans are also a "good newshad news" proposition. 
Group plans are found to foster group cohesiveness. They also make performance 
measurement easier, since group output is easier to get a handle on than individual 
productivity is. The disadvantages include: 

1) individualists have dizculty relating to the team rewards; 

2) "free riders" can contribute less than their fair share but get the same rewards as everyone 
else; 

3) a cohesive team may unite in thwarting the objective to make some point: 

4) in many cases, defining the exact composition of a meaningful group is difficult; 

5) groups may have an attitude of competitiveness, which could hinder overall organizational 
performance. 



The Coastal Carolina research was based on corporations as opposed to school districts. They 
did not study school-based incentives, but they offered the following conclusions with regard 
to corporate plant-based programs: 

1) overall cooperation improves; 

2) confidence builds that improving productivity really is rewarded; 

3) when rewards are tied to worker expertise, such as reducing costs associated with their 
functions, employees tend to be more innovative out of a desire to prove how much 
expertise they have. 

Disadvantages of site-based plans are as follows: 

1) just as in group plans, "free riders" get unfair rewards; 

2) cost reduction goals may be ambiguous or too abstract for many employees to relate to; 

3) many professionals may not have the same opportunity to reduce operational costs that 
those "on the front lines" do, so they may not be highly motivated to contribute to the 
program's success. 

Corporatewide plans have been found to be good for the following reasons: 

1) the organization can adjust the incentives easily from year to year; 

2) employee commitment is enhanced. 

Difficulties arise, however. Employees typically have a hard time establishing a direct 
relationship between their specific jobs and the overall, "bottom line" results achieved by the 
organization. Managerial behavior can become contrived with respect to meeting short term 
goals at the expense of long term ones. 



What has been the experience of school districts which have relied on pay 
for performance plans to boost student achievement? 

There have been only limited numbers of pay for performance applications in place for 
extended periods. The State of Kentucky has had a system in place for all its schools since 
1993 and Charlotte-Mecklenburg school district started its program in 1991. 

Kentucky 

The Kentucky pay for performance plan originated after passage of the Kentucky Education 
Reform Act. A comprehensive set of student standards and tests was devised and ratings were 
developed to categorize each student as "novice," "apprentice," "proficient," or 
"distinguished." The State's goal is for 100% of students to receive a rating of proficient or 
higher by the year 2010. A score of 100 out of a possible 140 points is necessary to be 
considered "proficient." Awards are given out every other year. To earn an award, a school 
must close the gap between its current average student performance and "1 00" by at least 10% 
in the 2 year time frame. For example, a school with an average score of 40 has a gap of 60 
points below the target of 100, so it must get a score of 46 to be eligible for the award. 

A review of the program by the Consortium for Policy Research in Education found that 95% 
of Kentucky's schools have improved their scores since the program started. The number of 
proficient or distinguished students has doubled. Statewide, average scores have improved by 
19%. The study identified a serious shortcoming of the program: too little attention was 
initially focused on the means of identifying effective action plans to improve school 
performance. State officials are now identifying best practices in successful schools in order 
to provide strategic advice to the others. 

Officials at the Kentucky Department of Education have also reported significant levels of 
dissatisfaction with the mechanics of the awards system. First of all, as the number of award- 
winning schools has increased over the years, the total pot of the award money has not 
increased commensurately, so that the amount awarded per school has declined. In addition, 
the award program originally called for all certified professionals in an award-winning school 
to get together and vote on the means to distribute the money. Support employees have 
typically been denied any share. The State intends to change the rules so that the distribution 
of award money is centrally stipulated. 

In the 1998-99 school year, 171 of the 176 districts in Kentucky had at least one school which 
qualified for a reward. 

Charlotte-Meeklenburg 

In the 1990-91 year, the district initiated its Benchmark Goals Program. Under this program, 
each school was given a set of targets. One example was: 
















































































































































































































