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Abstract 
This research highlight reviewed the study of Lavy (2015) on the impact of performance related pay for 
teachers on students’ lifelong human capital outcomes. 
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Tying what teachers earn to what students learn 
has reemerged as an important educational 
policy lever and regained much interest among 
researchers and policymakers both in the United 
States and around the world (Liang, 2013; Liang 
& Akiba, 2011; Podgursky & Springer, 2007). 
Theoretically, performance pay programs can (a) 
motivate teachers to strengthen their instruction, 
(b) improve the quality of the teaching 
profession, and (c) enhance student learning 
(Lazear, 2003). On the first issue, a recent study 
has provided some evidence that when aligned 
with teacher evaluation focusing on instruction, 
performance related pay is promising in 
enhancing teachers’ instructional practices (Liang 
& Akiba, 2015). On the second one, we still have 
no evidence of its impact on teacher recruitment 
and retention. 
Most of the empirical research to date on 
teacher performance related pay has focused on 
the third issue, especially on the short-run 
student outcomes as measured by standardized 
test scores (e.g., Atkinson et al., 2009; Glewwe, 
Llias, & Kremer, 2010; Winters, Ritter, Greene, & 
Marsh, 2009). Although those studies generally 
found higher student achievement in the short-
term, none has been able to examine the impact 
on students’ long term human capital outcomes. 
Lavy (2015) strived to fill this knowledge gap by 
studying the long run effect of an experiment 
conducted in Israel between 2000 and 2001 that 
rewarded teachers with extra pay for improving 
students’ performance in high stakes exams at 
the end of high-school. Using data collected from 
10,229 students in the experiment and 

restricted-access panel datasets from Israel’s 
National Insurance Institute (e.g., information on 
income and earnings from the Israel Tax 
Authority), Lavy found positive impact of 
performance related pay on a broad scope of 
long run human capital measures. More 
specifically, treated students are 4.3 percentage 
points more likely to enroll in a university and to 
complete an additional 0.17 years of college 
education. In addition, exposure to a teacher 
who received performance related pay also led 
to a 7 percent increase in the student’s annual 
earnings, to a 2 percent reduction in claiming for 
unemployment benefits, and a 1 percent decline 
in receiving disability payment from the 
government.  
This study is a first endeavor to examine the 
impact of teacher performance related pay on 
the lifelong outcomes by following students from 
high-school to adulthood. The positive impacts 
reported in the study suggests that linking 
teacher compensation to student outcomes is 
promising not only in motivating teachers to 
enhance students’ academic attainment in the 
short-run (Lavy, 2009), but also in improving 
lifetime well-beings. The findings can be of 
important references for educational policy 
making in countries implementing or 
contemplating performance pay for teachers.  
Both the level and the structure of teacher 
compensation are important factors affecting 
teacher and student outcomes. Research has 
shown that higher salary is positively associated 
with the recruitment and retention of better 
teachers (e.g., Podgursky, Monroe, & Watson, 



20            Journal of Postdoctoral Research April 2015: 19–20 
 

2004), and higher student achievement (e.g., 
Akiba, Chiu, Shimizu, & Liang, 2012). However, 
we know much less on the effectiveness of 
different compensation schemes, a most notably 
one being performance pay. Lavy (2015) 
encourages researchers and practitioners around 

the world to examine the long-term impact of 
teacher performance related pay within their 
country-specific policy, cultural, and social 
contexts.  
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