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Over two decades of research on teachers and the teacher labor market have made two 

empirical truths abundantly clear. First, the way school districts pay teachers fails to send key 

signals to the teacher labor market about schools’ hiring needs. Second, teachers have significant 

and varied impacts on student outcomes. The related disconnect between teacher pay, school 

hiring needs, and teacher quality creates a host of issues that make it harder for schools to ensure 

that all students have access to effective teachers. Given this, we recommend states and districts 

restructure teacher compensation to differentiate by subject/specialty area, school type, and 

performance. In this memo, we argue that recent evidence underscores the need for differentiated 

compensation in schools and—crucially—highlights factors that can help it succeed. 

 

Differences in School Hiring Needs 

Teacher staffing challenges (often referred to as “teacher shortages”) have dominated the 

news during the COVID-19 pandemic. But staffing challenges are not new. Schools have long 

had a harder time staffing STEM and special education teaching positions than elementary 

education positions (Cowan et al., 2015). Schools also struggle to staff positions if they serve 

higher proportions of students of color and/or students from low-income households. Schools 

serving these groups of students tend to have higher rates of teacher attrition (Goldhaber and 

Theobald, 2022; Hanushek et al., 2004), more job vacancies (Goldhaber et al., 2023), and thinner 

applicant pools for open positions (James et al., 2023). No matter the measure, there is ample 

evidence that teacher quality is inequitably distributed across students (Goldhaber et al., 2015; 

Lankford et al., 2002). Although these problematic patterns have been documented for decades, 

public education has continually failed to address them systematically. 

 

Teachers’ Impacts on Students Vary, But Aren’t Well-Captured by Credentials  

A second hallmark of two-plus decades of research on teachers is that teachers have 

varied impacts on student test scores (e.g., Aaronson et al., 2007; Rivkin et al., 2005) as well as 

non-test outcomes, like attendance (e.g., Backes et al., 2023; Jackson, 2018; Kraft, 2019). These 

differences in teacher impacts have been found to have important long-run effects on students’ 

college and labor market outcomes (Chetty et al., 2014). The challenge for school districts is that 

teachers who appear to be similar based on readily observable characteristics (e.g., experience, 

degree level, licensure status) often still have quite different impacts on students. Although we 

know teachers tend to become more effective during their early careers, it is difficult to 

determine who will be an effective teacher prior to seeing how they perform in the classroom 

(Gordon et al., 2006); indeed, research finds that the best predictor of a future teacher’s 

performance is that teacher’s prior impact on students (Atteberry et al., 2015).  

 

The Way We Currently Pay Teachers Ignores These Differences 

The prevailing pay structure for public school teachers—the single salary schedule—fails 

to recognize that some positions are harder to fill than others, and that some teachers are more 

effective than others. The uniform salary schedule is often justified by appealing to 
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egalitarianism, in that it treats every teacher “the same”. However, the absence of differentiation 

in pay cannot erase the very real differentiation in work environments in schools and in pay 

opportunities outside of teaching. By ignoring these differences, the uniform schedule may be 

seen as egalitarian from a teacher perspective, but it creates inequities for students and often the 

wrong incentives.  For example, if certain schools are more challenging places to work because 

student and family needs are greater, then paying teachers the same no matter where they work 

incentivizes teachers to move toward schools where students and families have less need. If 

teachers with a background in science and engineering have higher wage opportunities outside of 

teaching, then a uniform salary schedule discourages teachers with such a background from 

entering teaching.  

Teacher pay is typically not differentiated based on subject, school working conditions, or 

performance. Ignoring these differences would not matter much if teachers failed to respond to 

financial incentives. But there is abundant evidence that—like employees in other sectors of the 

economy—teachers do respond to incentives. Research on incentives to address staffing 

challenges, for example, finds that extra pay for hard-to-staff subjects and schools influences the 

workforce decisions of teachers and increases the likelihood of recruiting or retaining teachers in 

high-needs areas (e.g., Clotfelter et al., 2008; Cowan and Goldhaber, 2018; Feng and Sass, 2018; 

Morgan et al., 2023; Theobald et al., 2023).  Indeed, the call for raising pay to deal with COVID 

teacher shortages presumes that prospective teachers respond to incentives.  

Evidence on how teachers respond to incentives for performance presents a more 

complicated picture. Many people conclude that the national push for performance incentives 

and evaluation reform during the Obama administration was a failure. Indeed, the best evidence 

suggests these reforms failed to improve teacher workforce quality nationwide (Bleiberg et al., 

2021; Kraft et al., 2020). But a national look at these reforms masks striking examples of success 

at the district level, where pay and evaluation reforms in some cases improved student 

achievement by changing who was in the workforce and how productive they were (Biasi, 2021).  

For example, research suggests the longstanding pay and evaluation reform in 

Washington, DC schools (known as IMPACT) significantly improved teacher performance in the 

district for over a decade (Dee and Wyckoff, 2015; Dee et al., 2021). Evidence from a recent pay 

and evaluation reform in the Dallas Independent School District provides further evidence that 

well-designed pay reforms can improve teacher performance and student achievement 

(Hanushek et al., 2023). 

 

The Path Forward 

For effective teacher compensation policy, the direction forward is clear: states and 

districts should increase compensation in subject areas and schools with acute staffing needs and 

these salary increases should be conditioned on evidence of teacher effectiveness. In a world of 

constrained resources, such targeted salary increases will be both more feasible and more 

effective than across-the-board pay increases. By contrast, broad-based pay increases end up 

being spread too thin and do little to encourage prospective teachers to pursue high-needs areas 

or address equity concerns about the extent to which effective teachers are fairly distributed 

across students (Dee and Goldhaber, 2017). To address shortages of high-quality teachers that 

disproportionately affect some schools and subjects, policy should provide targeted pay increases 

to effective teachers working in high-poverty schools and shortage subjects. 

Reforming pay to recognize different staffing needs is relatively straightforward. But 

linking pay to teacher performance is more complex, especially regarding what is being 
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rewarded. For example, it matters whether the source of variation in performance is effort or 

talent and accumulated skills.  If the primary driver of performance is effort, then it only makes 

sense to reward based on the most recent performance.  If the underlying source is talent/skill, 

then systems could make longer-term commitments based on several years of performance. 

Systems that reward teachers for only the most recent year gains of students have generally not 

found positive impacts (e.g., Marsh et al., 2011; Springer et al., 2010, 2012; Yuan et al., 2013)—

perhaps because the primary driver of difference in teacher performance is talent/accumulated 

skill, rather than effort alone. 

On the other hand, performance pay programs linked to well-implemented and rigorous 

teacher evaluation—which make longer-term commitments to teachers based on demonstrated 

skill and a track record of positive impacts on students—have been shown to be effective.  For 

example, in Washington DC’s IMPACT program, incentives led to more top teachers staying 

while more low-performing teachers left (both voluntarily and involuntarily). Designing and 

implementing performance pay tied to differentiated teacher evaluation is challenging and time 

consuming, but feasible.  

Incentivizing performance has implications that go beyond compensation reform. For 

example, performance-focused reforms, like those in Washington, DC, need to be part of a larger 

set of human resource management reforms that rethink how schools monitor, support, evaluate, 

and pay teachers. One reason that the teacher policy reforms of the Obama era did not 

meaningfully change outcomes in many districts is that school systems failed to align all the 

components of their human resource management systems (Goldhaber and DeArmond, 2023). In 

most states, evaluation systems adopted in the 2010s failed to effectively distinguish teachers 

based on performance—everyone received similar ratings (Kraft and Gilmour, 2017). Without 

capturing meaningful variation in performance, evaluations cannot inform decisions about 

development or pay, let alone decisions about teacher training and preparation (Goldhaber, 

2019). 

Information about a teacher’s skill and performance is most valuable early in his or her 

career, when teacher turnover is highest and when teachers are most sensitive to differences in 

salary (e.g., Hendricks, 2014, 2015; Johnston, 2022). If schools know earlier who their highest 

performing teachers are, they can retain them by offering them greater pay and promotion 

opportunities. It’s also the time when it would be least painful for teachers and supervisors to 

make high-stakes separation decisions. But that requires investment—in pulling together a 

teacher’s track record of impacts on students, and in more frequent classroom observations to 

meaningfully differentiate performance.  Accordingly, school districts should focus their limited 

resources on teacher evaluation that is tied to appropriate incentives during the first five years of 

a teacher’s career.  

 

A Role for States 

School districts need local discretion when it comes to managing their teacher 

workforces. What works in a labor market with lots of available, skilled workers may not work 

where there is less teacher talent available.  But states also have an important role to play.  States 

can act in three ways: by providing incentives for district actions, by setting requirements for 

districts, and by providing guidance and information. 

State Incentives. Districts can be incentivized to engage in reform by making bonuses 

immediately available to teachers in high-poverty schools and shortage subjects, with the 

condition that districts accepting these bonuses commit to implementing locally designed, state-
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approved evaluation systems that differentiate pay by measured teacher effectiveness. Another 

example comes from the school finance reforms of HB3 in Texas, which incentivized 

performance pay.  Texas provides grants to individual districts if they have an outcome-based 

teacher evaluation system and if they use it to provide financial incentives for effective teachers 

to move to schools serving disadvantaged populations. This incentive fund is designed to build 

on successful strategies implemented in Dallas Independent School District without mandating 

specific approaches that might not work in other districts. 

State Requirements. States can require districts to collect evidence about teachers’ 

impacts on student learning and other outcomes to inform objective measures of teacher 

effectiveness. Because some individual school systems may not have the capacity or political 

will to measure teacher quality or benchmark themselves against other districts, states should use 

this information to provide objective evidence on teacher performance. States can also require 

districts to consider performance for professional advancement, by redesigning their licensure 

systems to include performance-based milestones (e.g., through a tiered licensure system). Given 

that schools learn a lot more about a teacher’s effectiveness during the first years on the job, 

states may have a role to play in delaying full licensure until after the first several years of 

teaching. For instance, states could provide promotion opportunities and career pathways to 

teachers with strong early career track records. They could require that teachers with poor early 

career track records be removed so they do not continue to harm students.  

State Guidance and Support. The design and implementation of human resource policies 

that satisfy state requirements is a district responsibility, but many districts may lack the capacity, 

experience, or political will to build well-designed and well-implemented systems. States can 

support the design and implementation of teacher evaluation by sharing best practices and 

providing support tailored to district needs. Research suggests that, when objective information 

about teacher performance is available, principals use that information when making decisions 

(e.g., Loeb et al., 2015; Rockoff et al., 2012). Having high-quality performance information is 

especially important given how difficult it is to determine who will be an effective teacher before 

they start teaching. State support for district evaluation systems can help ensure that district 

reforms function as intended and are not in name only. For example, if the state uses its 

longitudinal data to measure teachers’ student achievement gains and if districts establish their 

own metrics for assessing classroom performance, a state could verify that the ratings provided 

during classroom observation are correlated with the achievement gain measures.  Such 

oversight is possible (e.g., Glazerman et al., 2011), but it requires leadership, commitment, and 

strategic purpose. 

 

Summary 

For too long, teacher compensation and related human resources policies have 

contributed to public school staffing challenges, which, in turn, have contributed to declining 

student performance in many schools. Effective teachers need to be well-compensated. In many 

schools, they are not. To be most effective, states should support school districts in creating pay 

systems that provide teachers with financial incentives so that our lowest-performing schools are 

staffed with our most effective teachers.   
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