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Performance payi 
Low impact for low cost, based on limited evidence 
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Definition 

Performance pay schemes create a direct link between a teacher’s wages or bonus, and the 

performance of their class. A distinction can be drawn between awards, where improved performance 

leads to a higher permanent salary, and payment by results, where teachers get a bonus for higher 

test scores. These bonuses can be retrospective (payment after satisfactory pupil performance) or 

prospective (such as ‘loss aversion’ approaches where the bonus is given up front, but then paid back 

if the results are not satisfactory). A key issue is how performance is measured and how closely this 

is linked to outcomes for learners. 

Search terms: performance/incentive pay; teacher incentives; performance-related pay; merit pay, 

loss aversion 

Evidence Rating 

There is one meta-analysis which was conducted in the last ten years. Most of the research tends to 

be correlational, although some studies with stronger causal warrant have emerged from the USA 

over the last few years. In general, it is hard to make causal claims about the benefits of performance 

pay on the basis of existing evidence. Overall the evidence rating is limited. 

 Cost Information 

In the US, in one study, transfer incentive payments were $20,000 and retention bonuses $10,000, 

both over two years (approximately £7,600 and £3,800 per year respectively). Similar sums of 

between $15,000 and $5,000 have been awarded in merit pay schemes. However, in England, pay 

increases are usually of the order of £2,500 per teacher or £100 per pupil across a class of 25. We 

have used these figures to estimate the cost to schools in England.  

Overall cost estimates are therefore low. 
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Teacher performance pay programs distribute bonuses to individual teachers and sometimes to school 

wide staff. Performance is usually measured as value-added student test scores alone or in 

combination with some other assessment (such as principal evaluations). These evaluations examine 

the impact on student test scores from short-term, pilot performance pay programs. 28 studies, impact 

on test scores 0.019. 

i Copyright © [2016] The Education Endowment Foundation. All rights reserved. 

 


