A Unifying Framework
for Education Policy Analysis®

Hugh Macartney' Robert McMillan? Uros Petronijevic?

November 6, 2016

*We would like to thank Raj Chetty, Damon Clark, John Friedman, Caroline Hoxby, Juan Carlos Suarez Serrato,
and seminar participants at Chicago Harris, Columbia, Duke, McMaster University, the University of Ottawa and
the NBER Public Economics meeting for helpful comments and suggestions. Mike Gilraine (University of Toronto)
provided outstanding research assistance. Financial support from SSHRC and the University of Toronto is gratefully
acknowledged. All remaining errors are our own.

TDepartment of Economics, Duke University, 213 Social Sciences Building, Box 90097, Durham, NC 27708, and
NBER. Email: hugh.macartney@duke.edu

#Department of Economics, University of Toronto, 150 St. George Street, Toronto, ON M5S 3G7, Canada, and
NBER. Email: mcmillan@chass.utoronto.ca

$Department of Economics, York University, Vari Hall, 4700 Keele Street, Toronto, Ontario M3J 1P3, Canada.
Email: upetroni@yorku.ca



Abstract

This paper develops a framework that allows us, for the first time, to compare the cost effective-
ness of widely-discussed education policies, including incentive-based reforms. Central to the
cost-effectiveness calculation, we propose an empirical strategy to separate the overall impact of
teachers on student achievement into an incentive-varying component — labeled teacher effort —
and incentive-invariant teacher ability while imposing minimal assumptions. The strategy draws
on exogenous variation in the incentive strength of a well-known federal accountability scheme
and rich administrative data covering all public school students in North Carolina over time.
Our results from identifying contemporaneous teacher effort and ability separately indicate that
a one standard deviation increase in ability is equivalent to 18 percent of a standard deviation
increase in student test scores, versus a 5 percent increase in scores for a one standard deviation
increase in effort. Further, the overall effect of teachers (measured by value-added) is increasing
in accountability incentive strength. We then implement a structural estimation procedure to
uncover the persistence of ability and effort, showing that effort affects future scores positively,
though by less than ability. Combining these estimates with a model of school decision-making
allows us to place incentive-based reforms on a common footing with a range of alternative edu-
cation policies. For illustration, we show that incentive-based reforms can be more cost-effective

than reforms that target teacher ability as a means of improving average student performance.

Keywords: Education Policy Analysis, Incentive-based Reform, Cost Effectiveness, Teacher
Value-added, Incentives, Accountability, Education Production, Teacher Effort, Teacher

Ability, Persistence



I. INTRODUCTION

Education policy remains high up the public policy agenda, not only because of its potential
for building fundamental skills in society, but also because of a pervasive sense that many
public schools continue to fail. The search for viable policies to improve public school
outcomes is reflected in two strands of recent education research. One influential strand
assesses the importance of teachers in the production of student achievement, estimating
sophisticated value-added (‘VA’) measures that seek to capture the overall performance
impact of a given teacher (see, for example, foundational papers by Chetty, Friedman and
Rockoff 2014a,b.) These types of measure have become the focus of policy interventions that
include, controversially, dismissing low value-added teachers (Hanushek 2009). A second
prominent strand of work studies the impact of accountability incentives on student and
school performance — an issue not taken up in the value-added literature. A number of
persuasive papers show that accountability schemes, which have become widespread in the
United States over the past two decades, have succeeded in improving student achievement
in a variety of settings.!

Given these separate literatures, it is natural for policy makers to wonder how policies
that target teacher quality and policies that provide explicit incentives for teachers and
schools might compare. This calls for a way of computing the benefits of each in terms of
student achievement against the costs of the respective reforms. Yet the existing literature
does not offer a means for placing the two types of policy on a common footing.

This paper sets out a unifying framework to allow such a comparison for the first time.
Our starting point is to draw a formal distinction between two inputs into education pro-
duction: teacher effects that are invariant to the incentive environment and those that are
responsive to it; for convenience, we label the former ‘teacher ability” and the latter, ‘teacher
effort.’”> This distinction in hand, we then provide a general approach for identifying the

effects of teacher ability and teacher effort in terms of student scores, invoking minimal as-

!See, for instance, Carnoy and Loeb (2002), Lavy (2002, 2009), Hanushek and Raymond (2005), Dee and Jacob
(2011), Muralidharan and Sundararaman (2011), and Imberman and Lovenheim (2015).

2These labels are not entirely in line with common parlance. We will take effort to be any incentive-related action
that raises scores, including (but not limited to) devoting more time to lesson planning, interacting more with students’
parents, and organizing extra tutoring sessions after school and on weekends. While ability is sometimes viewed as
being amenable to change (perhaps through teacher training), our measure of ability will equal the component of
teacher value-added that does not change over time, conditioning on teacher experience.



sumptions. The approach speaks to the benefit side of the policy calculation — specifically,
the benefits of permanent teacher ‘ability’ (and policies that influence the composition of
the teacher pool) versus teacher and school effects that can be altered by incentive policies.

Our strategy exploits exogenous incentive strength variation associated with the federal
No Child Left Behind Act of 2001 (‘NCLB’) — a proficiency system that sets achievement
targets along with penalties for target non-attainment — and rich administrative data cov-
ering all public school students in North Carolina over time. As is well-appreciated in the
literature (see Reback 2008, for instance), proficiency schemes like NCLB make students
matter differentially at the margin according to their likely test performance relative to a
fixed performance target. Drawing on this insight, our approach compares teachers who
teach classrooms with higher versus lower fractions of marginal students, both before and
after the incentive reform was implemented in North Carolina in 2003.

Since we observe many teachers before and after, we are able to estimate teachers’
incentive-invariant ability levels using standard VA methods in the pre-reform period. Teacher-
effect estimates of this type have been shown to be unbiased predictors of teachers’ average
impact on student test scores and important long-run outcomes (see Kane, McCaffrey, Miller,
and Staiger 2013, Chetty et al. 2014a, and Kane and Staiger 2014). Once NCLB is imple-
mented, however, we demonstrate that these performance measures vary systematically with
incentives, while holding constant estimated teacher ability from the pre-reform period. Ac-
counting for the incentive shock’s impact on effort in a semi-parametric way allows us to
separate out the relative importance of teacher ability and effort contemporaneously: a one
standard deviation increase in teacher ability is equivalent to 18 percent of a standard de-
viation increase in student test scores, while an analogous change in teacher effort accounts
for 5 percent of such an increase.

We then use measures of teacher ability and effort to investigate the extent to which
each input persists in determining future test scores. To estimate the persistence of teacher
ability, we rely on data from the pre-NCLB period and methods used previously in the
literature, in which we regress future test scores on standard VA control variables and our
measures of teacher incentive-invariant ability. In line with prior work (Jacob, Lefgren, and
Sims, 2010; Chetty et al. 2014a), we find that approximately 40 percent of the initial effect

of teacher ability persists after one year and that 20 percent remains after four years.



Estimating the persistence rate of teacher effort is more challenging. The ideal experi-
ment for cleanly identifying the persistent effects of the NCLB-related effort shock in 2003
would amount to repealing both NCLB and the state’s accountability program — the ABCs
of Public Education — in 2004 and beyond. In that case, no future effort decisions would be
made, allowing us to estimate how effort levels from 2003 (estimated in the first part of our
empirical analysis) persisted to affect future test scores, based on regressions analogous to
those used to estimate the persistence of teacher ability.

In practice, both accountability schemes continued to operate, and as a consequence,
educators faced two contemporaneous effort decisions every period after NCLB’s introduc-
tion, each affecting contemporaneous test scores while also being correlated with the initial
effort response in 2003. Given these features of the observational setting, our approach
involves controlling for the contemporaneous test score effects stemming from these two on-
going programs while estimating the persistence of effort from 2003. We do so using our
model to develop a structural estimation approach — one that also accounts for the fact that
contemporaneous NCLB effort is a function of the persistence effect that we are trying to
estimate.3

Structural estimates of the persistence of effort reveal that 13 percent of the initial effort
effect persists one year ahead, which amounts to approximately 32 percent of the one-year
persistence of teacher ability. Not accounting for the test-score effects of contemporaneous
effort decisions results in an overestimate of the persistence rate of effort, with a much higher
fraction — 50 percent — of the initial effort effect being estimated to persist forward, thus
highlighting the need for the structural strategy.*

These estimates of ability and effort and the persistence of each are vital ingredients in
the approach we devise for placing alternative education reforms, including those that alter
accountability incentives, on a common footing. Effects on student achievement in the short

and longer term associated with ability and effort inform the benefit side of the relevant

3To see that one regressor (contemporaneous effort) is inherently a function of the main parameter of interest, note
that proficiency-count systems cause educators to make effort decisions by considering how close to the proficiency
target a student is expected to score in the absence of any additional effort. But students’ predicted scores depend
on the degree to which the effort they received in the prior period persists forward, thus rendering contemporaneous
effort decisions a function of the persistence rate.

4The faster decay we find for effort relative to ability is in line with teachers ‘teaching to the test’ to some degree —
a phenomenon that is often discussed but rarely identified empirically. The fact that a portion of prior effort carries
over in scores indicates, however, that effort does have longer-term benefits.



calculation. On the cost side, given that NCLB incentives are sanctions-based, we use our
structural model to monetize the value of NCLB sanctions. These costs of incentive reforms
can then be placed alongside systematic cost calculations made in the prior literature.
Being able to quantify and compare the benefits and costs of policies affecting teacher
ability and effort for the first time allows us to extend the policy discussion in a useful way.
The prior literature (notably Hanushek (2009, 2011) and Chetty et al. 2014b) has focused on
altering the teacher ability distribution as a policy lever to raise student scores. Specifically,
policy proposals have featured the notion of replacing teachers whose value-added falls in the
bottom five percent of the measured distribution. Building on our finding that incentives
matter when measuring the effects of teachers, changing formal incentives constitutes an
alternative way of raising student and school performance. Using our framework in an
illustrative way, we examine circumstances in which an incentive-based reform can be more
cost-effective than the leading ability-based reform considered in the literature, our estimates
indicating that it costs 12 percent less on a per-teacher basis for the same longer-run gain.
The remainder of the paper is organized as follows: The next section describes institu-
tional background to our setting, including the accountability programs we rely on for iden-
tification and the rich data used in our analysis. Section III presents motivating descriptive
evidence; Section IV sets out a framework for analyzing the production of student achieve-
ment that provides the basis for our empirical approach; Section V outlines the empirical
strategy we employ to decompose ability and effort contemporaneously and also describes
the results from that exercise; and Section VI presents our strategy for estimating the per-
sistent effects of effort (versus ability) along with the associated results. Section VII uses
the model and estimates to set out a new framework for comparing alternative education
policies, which we then use to conduct informative policy comparisons, and Section VIII

concludes.

II. INSTITUTIONAL BACKGROUND AND DATA

We conduct our analysis in North Carolina, a state that provides significant variation in
performance incentives across teachers and schools as well as rich longitudinal data covering

all public schools, their teachers and students. We discuss each in turn.



II.LA. Accountability Incentives

On the institutional side, the state offers useful incentive variation arising from two separate
accountability regimes. The first of these, North Carolina’s ABCs of Public Education, was
implemented in the 1996-97 school year for all schools serving kindergarten through grade
eight. Under the ABCs, each grade from three to eight in every school is assigned a grade-
specific growth target, which depends on both average previous student performance and a
constant level of expected growth. Based on average school-level gains across all grades in
student standardized mathematics and reading scores, the ABCs pay a monetary bonus to
all teachers and the principal if a school achieves its overall growth target.®

Provisions under NCLB — the second of the accountability regimes operating — were im-
plemented in North Carolina in the 2002-03 school year,% following the passage of the federal
No Child Left Behind Act in 2001. In contrast to the ABCs’ rewards-based approach, NCLB
sets penalties for under-performing schools. The program categorizes students into nine sub-
groups and requires schools to ensure that the percentage of students in each subgroup who
achieve proficiency status on the relevant state test meets the state-mandated target. If a
school fails to meet any of its subgroup-specific targets, it faces an array of penalties that

become more severe over time in the event of repeated failure.”

II.B. Data and Descriptive Statistics

Alongside these accountability regimes, North Carolina provides rich longitudinal education
data from the entire state, available through the North Carolina Education Research Data
Center (NCERDC). These data contain yearly standardized test scores for each student in
grades three through eight, encrypted identifiers for students and the teachers who proc-
tor their tests, as well as unencrypted school identifiers. Thus, students can be tracked
longitudinally, and linked to a teacher and school in any given year.

Our sample runs from 1997-2005 and is substantial, covering over 2.5 million student-
year observations. In terms of performance measures, it includes end-of-grade (EOG) test

score performance data for mathematics and reading for all third to eighth grade public

®For more detailed descriptions of the ABCs program, see Vigdor (2009) and Macartney (2016).
5We will refer to an academic year by its second calendar year. On that basis, NCLB took effect in 2003.
"A more detailed description of NCLB can be found in Ahn and Vigdor (2014).



school students in the state, although we focus on students in third to fifth grade, for whom
we can construct teacher VA estimates accurately.® We also observe a ‘pre-test’ in grade
three, which is written at the beginning of the year and is treated as the grade two baseline
test for third graders.

Table 1 provides summary statistics for the unrestricted sample of students. In the anal-
ysis below, we construct our ability and effort measures for each teacher by using individual
student test scores. These are measured on a developmental scale, designed so that each
additional point represents the same amount of knowledge gained, irrespective of the base-
line score and school grade. Both the mathematics and reading scores in the table show
a monotonic increase across grades, consistent with knowledge being accumulated in those
subjects over time. The test score levels are relevant under NCLB, which requires that a
given proportion of each of the nine student subgroups (referred to above) exceeds a target
score on standardized tests.

The longitudinal nature of the data set enables us to construct growth score measures for
both mathematics and reading, based on within-student gains. Those gains are positive, on
average, in both subjects across grades, though the largest gains occur for both subjects in
the earlier grades. Student gain scores are, as noted, the focus of the ABCs program, which
sets test score growth targets for schools, requiring that students demonstrate sufficient
improvement as they progress through their educational careers.

The data set includes information about individual students’ gender, race, disability
status, limited English-proficiency classification, free lunch eligibility, and grade progression.
In the aggregate, about 40 percent of students are minorities (non-white), 6 percent are
learning-disabled, only 3 percent are limited English-proficient, and 44 percent are eligible
for free or reduced-price lunch. Around 25 percent of students have college-educated parents,
and very small fractions of students repeat a grade. These demographic characteristics serve
as control variables in our analysis below.

Given our interest in exploring the separate effects of teacher ability and effort, we
need to match students in the EOG files to their teachers in an accurate way in any given
year. We construct the sample used in our analysis by following previous studies that use the

NCERDC data, restricting attention to students in third through fifth grade (as mentioned),

8See the discussion at the end of the section for an explanation.



Table 1: Student-Level Summary Statistics

Mean  Std. Dev. Obs.

Performance Measures
Math Score

Grade 3 144.67 10.67 905,912

Grade 4 153.66 9.78 891,971

Grade 5 159.84 9.38 888,469
‘Future’ Math Score

Grade 6 167.16 11.01 739,386

Grade 7 172.61 10.70 617,669

Grade 8 175.79 11.36 503,091
Math Growth

Grade 3 13.88 6.30 827,738

Grade 4 9.20 6.02 817,240

Grade 5 6.92 5.35 815,602
Reading Score

Grade 3 147.03 9.33 901,235

Grade 4 150.65 9.18 887,153

Grade 5 155.79 8.11 883,689
‘Future’ Reading Score

Grade 6 157.07 8.66 737,192

Grade 7 160.76 8.00 616,384

Grade 8 163.32 7.56 502,229
Reading Growth

Grade 3 8.20 6.71 838,387

Grade 4 3.85 5.58 811,890

Grade 5 5.49 5.22 810,216
Demographics
College-Educated Parents 0.25 0.43 2,757,648
Male 0.51 0.50 2,778,454
Minority 0.40 0.49 2,7767,29
Disabled 0.06 0.24 2,778,635
Limited English-Proficient 0.03 0.17 2,778,623
Repeating Grade 0.02 0.13 2,778,734
Free or Reduced-Price Lunch 0.44 0.50 1,998,653

Notes: Summary statistics are calculated for all third through fifth grade student-year
observations from 1997 to 2005. The free or reduced-price lunch eligibility variable is not
available prior to 1999. Math scores are measured on different scales before and after
2001. We are able to convert second edition scale scores to their first edition counterparts
for all tests except the grade three pre-test (the ‘grade two’ test). Thus, all level and gain
math score summary statistics are expressed on the first edition scale except grade three
gains, which are calculated using first edition scores prior to 2001 and second edition
scores for 2001 onwards. ‘Future’ math and reading scores are the scores we observe for
our sample of third to fifth grade students when they are in sixth, seventh, and eight
grades. We use these scores when measuring the persistent effects of teacher ability and
effort. We do not follow students past 2005, as the math scale changes again in 2006 but
no table to convert scores back to the old scale was created by the state.




where the teacher recorded as the test proctor tends to be the teacher who taught the students
throughout the year. We also follow Clotfelter, Ladd, and Vigdor (2006) and subsequent
research by only counting a student-teacher match as valid if the test proctor in the EOG
files teaches a self-contained class for the relevant grade in the relevant year and if at least
half of the tests administered by that teacher are for students in the correct grade. Special
education and honors classes are excluded from the analysis, but we retain students who

repeat or skip grades.

III. MOTIVATING DESCRIPTIVE EVIDENCE

In this section, we present suggestive evidence to motivate the subsequent empirical analysis.
First, we provide clear evidence of an incentive response consistent with there being the
targeted effort increase, as expected under proficiency count incentive schemes; second, we
provide correlational evidence suggesting that teacher value-added is responsive to incentives.

Our strategy for uncovering teacher effort draws heavily on the introduction of NCLB
in 2003, treating that as an exogenous shock to educators’ performance incentives. It has
already been well-established that proficiency-count systems like NCLB provide educators
with strong incentives to direct resources to students who are on the margin of passing
relative to the fixed target, potentially at the expense of those in the tails of the predicted
test score distribution.® Thus, the introduction of NCLB should give rise to an inverted U-
shaped increase in test scores, peaking where students are directly at the margin of passing.

That prediction is captured empirically in Figure 1, which shows that this is exactly the
response that occurred in North Carolina when NCLB was introduced in 2003. The figure
indicates that gains over predicted test scores in 2003 were highest for students predicted to
score close to the test-score proficiency threshold. Gains over predicted scores are decreasing
as one moves further away from that threshold, consistent with the standard predicted effort
responses to proficiency-count programs.

In contrast, also shown in the figure, students experienced no gain over their predicted
scores at any point of the predicted score distribution in the pre-NCLB period. The flat
profile pre-NCLB lends credence to the notion that the incentive shock was exogenous:

distance from the passing threshold has essentially zero predictive power.

?See, for example, Reback (2008), Ladd and Lauen (2010), and Neal and Schanzenbach (2010).
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Notes: This is Figure 3 from Macartney et al. (2015). The figure is constructed
as follows: In each year, we calculate a predicted score for each grade four student
and then subtract off the known proficiency score target from this prediction —
the horizontal axis measures the difference. We then group students into 2-point
width bins on the horizontal axis. Within each bin, we calculate the average
(across all students) of the difference between students’ realized and predicted
scores. The circles represent these bin-specific averages: the solid circles represent
year-2003 averages; the hollow circles are year-2000 averages. The figure also shows
the associated 95 percent confidence intervals for each year. Standard errors are
clustered at the school level.

Figure 1: Inverted-U Response to NCLB

Next, building on the notion that NCLB provided differential incentives to exert greater
effort depending on how marginal students were relative to the fixed score target, we provide
evidence indicating that teacher-year fixed effects, which are commonly used to measure
teacher effectiveness, actually covary with a simple proxy for NCLB incentive strength in
2003.19 We start with the proxy for incentive strength, defining a student as ‘marginal’ if she
is predicted to score within +/ —4 developmental scale points of the proficiency cutoff,! and
calculate the fraction of students in each classroom who are marginal in that sense. Then,
since teacher-year VA represents average residual student test score gains within a classroom,
teacher-year VA should be an increasing function of average student NCLB incentive strength
within the relevant classroom.

This is also what we find, as Figure 2 shows. Teacher-year fixed effects depend positively
on the proportion of marginal students within a classroom. The relationship is significant
(at the one percent level) and positive in each grade in 2003, with a one standard deviation
increase in the proportion of marginal students within a classroom being associated with 7,

17, and 11 percent standard deviation increases in teacher-year VA in third, fourth, and fifth

10The estimation of teacher-year fixed effects is discussed in much greater detail in Section V below.
The results are robust to various alternative choices of cutoff for defining marginal students.



grade, respectively. These raw-data patterns suggest NCLB caused teachers to exert more
effort in a manner guided by the prevailing incentives. In contrast, in the pre-NCLB period,
we would expect there to be no relationship between the proportion of marginal students in

a classroom and teacher VA, as we document in Section V.!?
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Notes: This figure depicts the relationship between teacher-year VA measures and the fraction of marginal students
within a classroom in the year 2003. To construct the figure, we first group teacher-year observations into 20 equally-sized
(vingtile) bins of the distribution of the fraction of marginal students on the horizontal axis. Within each bin, we calculate
the average proportion of marginal students and the average teacher-year VA estimate. The dots in each panel represent
these averages in 2003. The lines represent the associated linear fits, estimated using the underlying teacher-year data.

Figure 2: Teacher-Year Fixed Effects versus the Proportion of Marginal Students

IV. THEORY

In this section, we present a model that serves to motivate our approach to identifying
teacher ability and effort separately as well as estimating the persistence of each — issues we

address later in the section.

IV.A. The Environment

The model has two main elements: an education production technology and the teacher
effort decision, made in light of prevailing accountability incentives. Teacher and student
assignments are taken as given, and we suppress several other aspects of education production
to ease exposition, including student effort, student peer effects, and parental help. In Section
IV.C, we discuss the implications of allowing for a more general setup — one that allows for

alternative specifications of the technology as well as other inputs.

12There, we argue that more than simple correlational plots are required to account for a confounding negative
correlation between marginal student presence and teacher ability. In that section, we estimate incentive-invariant
teacher ability and account for potentially differential sorting of students to teachers in 2003, along with the effects
of teacher experience and random classroom shocks to performance to ensure that the relationship in Figure 2 indeed
reflects a teacher effort response.

10



IV.A.1 Production Technology

We begin with the education production function. As the exact specification of the tech-
nology is unknown and many inputs are unobserved, researchers typically limit analyses to
inputs that are observed in school administrative data sets. Furthermore, most studies ex-
amine the effects of contemporaneous inputs, accounting for the history of past inputs by
controlling for prior test scores. In contrast, our analysis focuses on both the contempora-
neous and dynamic effects of two unobserved inputs, namely teacher ability and effort.

To fix ideas, we abstract from other inputs and follow convention in the literature by
making
Assumption 1: The education production technology is linear.
Specifically, we consider the following representation for the technology, which makes explicit

how each of the two inputs affects student learning, both contemporaneously and over time:

Yigst = D [Weitm +Vweiam] + Vigist - (1)
0<t/'<t

Equation (1) describes the test score of student student 4, assigned to teacher j in grade g at
school s and time ¢. Here, a;(; ) is the ability of the teacher whom student i was assigned to
at time t', e;(; »y is the effort choice of that teacher at that time, and v;4;, is an error term.!'3
Our empirical goals are to separately identify teacher ability and effort, a;; ) and e;(; ),
and their effects on test scores, {’ygt,,”yzt,}tfq. To simplify the analysis, we equate the
contemporaneous effects of teacher ability and effort, assuming ~{, = 7§, = 1. Separate
identification of ability and effort will require observing a teacher in at least two different
time periods in which effort incentives differ, a condition satisfied in our setting by the

introduction of NCLB into a state with pre-existing incentives.
To clarify the link between the technology just outlined and our subsequent empirical
analysis, one can first multiply the prior score by v, which represents the rate at which the

stock of knowledge accumulated up to period ¢ — 1 persists to affect current test scores;** this

parameter is a composite measure of the persistent effects of teacher ability, teacher effort,

13 As we discuss in Section IV.C, neither the omission of other education inputs nor the assumed linearity of effort
and ability are critical to our empirical analysis.

14Todd and Wolpin (2003) provide a detailed discussion of specifications for the production technology that render
the contemporaneous test score a function of prior test scores.

11



and random shocks to performance. Next, subtract the result form both sides of the test

score equation:

Yijgst — VYij'g—1s't—1 = Q") T €5(i¢)

+ Y [ = )i + (e — Y10 €i6n)

0<t/<t—1

+ (Vigjst = Wijg—1js't-1) - (2)
The resulting expression for test scores, with the relevant (simplifying) relabeling, is
Yijgst = Vijrg—1s5't—1 T @5 + €5jgq + €ijgst - (3)

The simplified production technology thus implies that the test score of student ¢ depends
on his or her prior score (or accumulated stock of knowledge), his or her teacher’s ability,
the effort the teacher chooses to devote to the student, and a random shock to performance.

We will use this as the basis for estimation below.

IV.A.2  Effort Decision

In this subsection, we first describe teachers’ effort decisions under the ABCs, showing that
the program results in relatively uniform effort incentives across teachers within a school.
We then show that NCLB’s introduction generates systematic variation in incentives across

teachers, providing a means to identify teacher effort separately from teacher ability.

ABCs: The ABCs program sets growth targets that are grade- and subject-specific for
each school and then aggregates across all grade-subject pairs within a school to form a
school-level growth score. Let G5 denote the highest grade served by school s. In the ABCs
legislation, average growth targets in a subject-grade are set as a linear function of students’
prior scores. Let a denote the (pre-determined) coefficient that multiplies student prior

scores to form these targets.!> School s passes the ABCs when the sum of the differences

15Using a single multiplicative coefficient, a, and one prior score in the ABCs target is a simplification. In practice,
the ABCs program sets targets using both student prior math and reading scores, and individual multiplicative
coefficients for each. We note, however, that the actual targets are linear in the prior scores, which is all that is
needed for our theoretical results.

12



between average and target scores in each grade is greater than zero:

Gs

yzsgt Yy g—1s't—1
> 0. 4
) i (4)

9=3 {i: i€gst}

Here, the sum is taken over all students who are in grade ¢ in school s at time ¢, and N,
is the number of students in that grade in school s at time ¢.

Substituting the production technology from equation (3) into equation (4) yields

Gs Gs
Egst > Y <(Oé — Y)Yg-15t—1 — Qgst — égst) ; (5)
9=3 9=3
where the upper bars denote school-grade-year-specific averages. We let F'(-) denote the
cumulative density function of the school-average error term, ZQG';S €sqt- To simplify the
exposition, we make
Assumption 2: The cost of teacher effort does not depend on student characteristics and
is given by the strictly increasing and convex function, c(e;jgst)-
Specifically, we assume that an additional unit of effort is associated with the same ad-
ditional cost, regardless of whether it is directed toward a high-performing student or a
low-performing student. In Section IV.C, we discuss the implications of relaxing this as-
sumption, showing that it is not critical to our main analysis.
Letting Ny denote the total number of students attending the school, we model the
school as a centralized decision-maker, choosing a sequence of effort levels across all students

{eijgst JIt in each year to maximize the following expected-utility payoff:

Gs Gs Nst
babcs(l—F(Z(<a—v>yg_1st_1—agst ))) S5S clege). (6

g=3 9=3 {i: i€gst}

Here, b?°* represents the financial bonus that is paid to all teachers and the school prin-
cipal when the school passes the ABCs. To further simplify the notation, we define Q ; =
25:53 ((a —Y)Yg—1st—1 — Ggst — gst) The first-order condition for the optimal effort devoted

to any student ¢ is given by

13



aoCcs 1
b f(Qst>N_t = Cl(eijgst) ) (7)
gs

where f(-) is the probability density function of 25253 €sqt- Lemma 1 establishes a useful

property characterizing ABCs-related effort.

Lemma 1 Assume constant grade sizes within each school, such that Nygy = Ngg for all
g,9 € Gg. Then each student receives the same amount of effort within a school: ABCs

effort varies only at the school level.

The proof of Lemma 1 follows immediately from the first-order condition in equation
(7), which shows that both the marginal benefit of effort and the marginal cost are the same
for all students within a given school.!® Since in practice, student characteristics do not vary
much over time within schools, we follow Macartney (2016) and assume that schools reach
steady-state levels of ABCs effort, implying that all effort variation occurs across schools

and is driven by variation in the steady-state likelihood of ABCs success, denoted by f(€2%).

NCLB: Starting in 2003, schools face incentives under NCLB, in addition to the ABCs.
NCLB sets test score proficiency targets that are fixed across students in a given grade; and
it requires that a predetermined percentage of students within a school achieve proficiency
status. We abstract from NCLB’s subgroups here, instead assuming that only the school-
level pass rate is relevant for success or failure under NCLB.17

Letting ygT’"C”’ denote the test score proficiency target in grade g under NCLB, the
probability that student ¢ reaches proficiency status under NCLB may be written as

1 - H(?JgT’mlb — VYig—1st—1 — (j — €igst), (8)

16The result depends on there being no interaction between student characteristics and teacher effort in either the
production technology or the cost function. While allowing for such interactions may overturn the result, it does not
invalidate the empirical analyses that follow, as we discuss in Section IV.C.

1"We do not model subgroups directly, which is a reasonable first-order approximation to the incentives we exploit:
holding fixed whether or not a given subgroup is held accountable under NLCB, the marginal benefit of effort for
educators within that subgroup is always higher for students who are predicted to score near the proficiency threshold,
irrespective of whether the subgroup is actually accountable. While students within accountable subgroups receive
more effort, schools face incentives to devote effort to all marginal students, as marginal students who are not members
of accountable subgroups in the current year may be members of accountable subgroups in future years.
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after using the production technology in equation (3), and letting H(-) represent the cumu-
lative density function of €. Aggregating across all students, the school’s expected pass

rate becomes

T nclb

no Gs 1-— H(yg — VWijrg—1s't—1 — G5 — Cigst) 9
=Y N - ©)

g=3 {z iEgst}

We follow Neal and Schanzenbach (2010), assuming that the school’s NCLB payoff is
increasing in the fraction students who are proficient (independent of how that fraction
compares with the required school-level proficiency rate) and approximating the total number
of students who pass as the expected number who pass. Since NCLB does not pay out a
financial bonus when schools succeed, nor does it apply a financial sanction when schools
fail, we cannot write down an explicit benefit of having a higher school-level pass rate under
NCLB. Instead, we assume that educators attach some value to higher performance, letting
U(-) denote the strictly increasing and concave reward function that takes the fraction of
students who pass as its argument.!®

Combining the model of NCLB with that of the ABCs above, the school’s objective

function in 2003 becomes

Gs
Ug =" (1= F(Q)) + U(Ra) =Y > cleijgu): (10)

923 {Z ’iEgst}
and the first-order condition for the effort devoted to any student i is now

Tnclb __ . . — p.
+ \I//(Rst) h(yg Vyl]’gfls’tfl a] ezgst)

babcs 0
f( S) Ngst Nst

= c(€ijgst) - (11)

This equation makes clear how the effort devoted to each student within a school now
has both an individual and common component. The individual component comes from
NCLB given that. Under this scheme, a student’s position in the student ability distribution
determines how much effort he or she receives under this scheme, as dictated by the function
h(ygT’"db — VYij'g—1s't—1 — A5 — 6ijgst>-

To understand which students receive the most additional effort under NCLB; it is helpful

18Neal and Schanzenbach (2010) model the expected fail rate and thus have a strictly increasing and convex penalty
function.
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to decompose teacher effort implied by equation (11), writing the total effort received by
student 4 as the sum of ABCs- and NCLB-related effort, e;jg = €% + e}, Here, e
represents steady-state ABCs effort, which does not vary within schools, and €%, represents
student-specific NCLB effort. We denote the score that educators predict students to achieve
without any additional NCLB response as §ijgst = Y¥ijrg—15t—1 + G5 + e:abcs. The following
proposition establishes that students with intermediate predicted scores are those who receive
the most additional effort, while students at the high and low extremes of the predicted score

distribution receive comparatively less effort.

Proposition 1 Define m;(Yijgst) = ygT’”db — Yijgst s the distance between the NCLB test
score proficiency target and student i’s predicted score and assume that h(-) has a unimodal
distribution. Then there exists an intermediate value §*, such that m;(y*) is relatively small
in absolute terms, which results in maximal NCLB effort within a given school. Further,

effort is decreasing as y decreases below or increases above y*.
Proof See Appendix. m

Proposition 1 implies that the students for whom the distance between the proficiency
target and predicted score is relatively small (in absolute terms) receive the most additional
effort under NCLB. Students who are predicted to score far above the threshold are likely to
pass without any additional help, while students who are predicted to score far below require
a prohibitively costly amount of effort to change their expected proficiency status. Thus,
the marginal net benefit of extra effort for educators is highest among students predicted to
be on the margin of passing. NCLB therefore generates variation in effort that occurs across
students within schools, in contrast to the ABCs, where effort varies mainly across schools.

While the result illustrated in Proposition 1 is not new to the literature,'® it serves in
our empirical analysis to identify teacher ability and effort separately and to estimate the
persistent effects of each. Next, we use the model to provide intuition for our identification

strategies.

9For example, similar results are established in Reback (2008) and Neal and Schanzenbach (2010).
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IV.B. Using the Model to Motivate Identification Strategies
IV.B.1 Intuition for Separating Ability and Effort

Our first goal is to separately identify teacher ability and effort. Here, the model suggests
a natural way to decompose traditional teacher-year VA measures, representing average
residual test scores across all students within a given classroom, into teacher ability and
effort components. To explain the intuition, we make an additional assumption about the
cost of effort:

Assumption 3: The cost of effort is given by c(e) = ge2, where d > 0.

In this case, the VA estimate for teacher j in 2003, gj2003, may be written as

Nj2003
_ Yijgst — VYij'g—1s't—1
qj2003 = N
p 72003
Nj2003
. Qj + €ijgst + €ijgst
= E N
P 52003
Nj2003 Nj2003
b / J J
_, ARy Y (Bst) h(mi — eigst) N €ijgst (12)
— U3 - Ar EVEEE
ngst stt i—1 Nj2003 i—1 Nj2003

where the third equality follows from substituting the first-order condition for effort (equation
(11)) into the previous line. A teacher’s VA measure in 2003 thus captures the teacher’s
incentive-invariant ability level, a;, baseline ABCs effort, average NCLB-related effort across
all students in the teacher’s class, and classroom average noise in test scores.

Proposition 1 showed that NCLB effort will be highest among students for whom the
distance between the proficiency target and predicted score, 7;, is relatively small in absolute
terms. At the same time, students who are predicted to score relatively far away from the
target (in either direction) receive comparatively less effort. Equation (12) shows that these
student-specific effort incentives influence teacher VA measures directly, as average classroom
effort is a function of average student incentives: 31720 %

Since students who are predicted to be on the margin of passing (scoring relatively

close to the proficiency target) receive the most additional effort under NCLB, it follows

that average classroom effort will be increasing in the classroom fraction of these marginal
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students. In Section V, we use this fact to generate exogenous variation in effort incentives
across teachers, allowing us to identify teacher ability and effort separately by comparing

teacher VA performance in 2003 to that in prior years when NCLB incentives do not operate.

IV.B.2  Intuition for Estimating the Persistence of Effort

Our second research question involves estimating how the effects of ability and effort persist.
Focusing on effort, in 2004 we allow prior-period NCLB effort to persist at a potentially
different rate than pre-NCLB test score inputs, which persist at the common rate 7, noting
that we have no way of separating out different components prior to NCLB’s introduction.

Test scores in 2004 are written as
_ neclb ~abcs nclb e _nclb
Yijgst = Y (Wijrg—15t-1 — eij’g—ls’t—l) T aj+ e + € T Cijrg—1st—1 T Eijgst; (13)

where ¢ denotes the persistence rate of NCLB effort from 2003. ABCs effort is denoted
as €% to indicate that it is no longer necessarily the steady-state level of effort chosen by
school s prior to NCLB, owing to NCLB’s potential disruption of ABCs targets.

There are two key challenges to identifying the persistence of effort, ¢, empirically.
First, NCLB-related effort decisions in 2004 are a function of NCLB effort from 2003 and the
persistence rate. To see this, note that the student-specific term in the first-order condition
for effort becomes h(yl ™ — (yijrg—191-1 — €[5 ) — a; — €05 —epdh, —qeendt L))
in 2004. The persistence rate of prior-year effort determines student human capital in 2004
and, correspondingly, how close to the test-score proficiency target a student is expected to
score. Educators thus make contemporaneous student effort decisions in 2004 based in part
on the degree to which they believe prior effort will persist.

Second, the persistence rate of prior effort may also potentially affect schools’ ABCs

incentives. In particular, writing the probability of a school passing the ABCs in 2004 as

Gs
1-F ( > ((a — VFgorst—1 + (7 = V)E ) — Tger — % — )) . (14)

9=3

then if v > ¢, NCLB effort from the prior year decreases the probability of ABCs target

attainment in 2004, holding all else equal. This is due to the discrepancy between the actual
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persistence of effort and the rate assumed in setting the ABCs target. The target takes the
full prior score into account, not discriminating between potentially differential persistence
rates of the inputs that contribute to that score. If effort persists at a lower rate than non-
effort inputs, however, test scores in 2004 increase at a lower rate than they would in the
pre-NCLB period, when non-effort inputs are responsible for all test score gains. Since the
ABCs target holds schools to the same standard as in the pre-reform period, the same level
of test score improvement from the year ¢t — 1 makes it more difficult for schools to reach
contemporaneous ABCs targets in 2004 relative to pre-NCLB years.

It is also clear that average 2003 NCLB effort is the key determinant of the distortion
to 2004 school-level ABCs incentives. There is no distortion only when effort persists at
the same rate as all non-effort inputs, such that v = 7°. Otherwise, responses to NCLB in
2003 have direct implications for schools’” ABCs effort choices in 2004, as schools respond to
the changed likelihood of meeting ABCs targets. It is important to note, however, that the
model implies that ABCs effort continues to be the same across all students within a given
school. In Section VI, we make use of these observations as a way to control for the effects

of ABCs effort while estimating the persistence of NCLB effort from 2003.

IV.C. The Implications of Considering a More General Model
Non-Linearities: Interactions between Student Characteristics and Teacher Effort

In the model, teacher effort does not interact with student ability in the production function
and that the costs of effort do not depend on student characteristics. Neither assumption
need hold true in practice for our empirical analyses to be valid. The key claim from our
model (Proposition 1) is that NCLB creates the strongest incentives to exert additional
effort to marginal students, relative to the effort identical students would have received prior
to NCLB. While interactions in the production technology — for example, complementarities
between teacher effort and student ability — or heterogenous effort costs across students
change relative effort levels across students, such specifications still imply that marginal
students receive the greatest amount of additional effort. One can alternatively conceptualize
the idea as marginal students receiving the largest within-student increase in effort, relative
to the counterfactual scenario without NCLB. This result does not depend on the linearity

assumed above, as it is also predicted by data-generating processes with more complicated
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interaction terms.

Models with interactions between student characteristics and teacher effort do affect the
result in Lemma 1, which shows that ABCs-related effort is uniform across students within
a school. Uniform effort levels imply that there are no effort differences across teachers
within schools prior to NCLB, allowing us to measure the NCLB-related increase in effort
relative to a common baseline across all teachers. If the data-generating process involves
interactions between student characteristics and teacher effort, then the sorting process of
students to teachers implies that some teachers start from different baseline effort levels
than others. Since we estimate NCLB effort below by controlling for a composite measure of
teacher ability and baseline effort, we require in this case that students are not differentially
sorted to teachers after NCLB is introduced.?® Without differential sorting, ABCs incentives
remain constant within-teacher, allowing us to identify NCLB effort responses even under

more complicated data-generating processes.

Other Inputs in FEducation Production

In focusing on teacher ability and effort, the model ignores many other inputs in education
production, including student effort, student peer effects, and parental help. As we explain
below, NCLB effort is estimated in a difference-in-differences type of framework, implying
that the effects of such inputs are eliminated if the inputs do not adjust in response to NCLB
incentives. It may be the case, however, that some inputs do adjust in response to teachers
changing their effort decisions under NCLB. For example, parents may decrease the amount
of help they give their children when teachers increase effort, or students may try harder
when they notice teachers giving them more attention. In these cases, our estimates reflect
such adjustments as the general effects of teacher effort. While we cannot isolate the partial
effect of effort in such instances, we do still estimate the policy-relevant parameters, as these

inputs will adjust in response to effort changes under any proposed accountability scheme

similar to NCLB.

20We test this assumption empirically below.
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V. SEPARATING CONTEMPORANEOUS EFFORT AND ABILITY

In this section, we describe our identification strategy for decomposing a teacher’s contribu-

tion to her students’ test scores into ability and effort components, then present our findings.

V.A. Identification Strategy

As a starting point, it is useful to place the decomposition we have in mind alongside the out-
put generated by standard teacher VA methods. Those methods construct average residual
test score gains across all classrooms taught by a given teacher, relying on several observa-
tions for the same teacher over time to minimize the influence of noise. VA estimates for a
given teacher thus reflect that teacher’s incentive-invariant ability and the average effort she
devotes to all of her students over many years.

If, on the one hand, effort incentives exhibit substantial within-teacher variation, VA
methods cleanly identify teachers’ incentive-invariant ability levels but the variation in effort
decisions over time implies that the effects of effort are averaged out. When, on the other,
incentives do not vary much over time for a given teacher, VA estimates reflect a composite of
both teacher ability and average effort. In neither case do VA measures distinguish explicitly
between the two components of teacher effectiveness.

Our approach to doing so involves a three-step procedure, with an emphasis on placing
very limited structure on the decomposition problem. By way of overview, we first compute
teacher-year fixed effects for each teacher from 1997 to 2005, a step largely in keeping with
existing approaches taken in the literature. Second, we use pre-reform data to identify the
sum of incentive-invariant ability and pre-existing baseline (ABCs) effort using the Empirical
Bayes estimator of teacher VA (Kane and Staiger, 2008; Chetty et al., 2011). Third, we
estimate NCLB-induced teacher effort, using the estimated teacher fixed effects from 2003
along with estimates of the sum of teacher ability and baseline effort, and the fraction of
students in a teacher’s classroom deemed ‘marginal’ with respect to the NCLB target.?! We
now describe each step in greater detail.

1. Teacher-Year Fixed Effects: When estimating teacher VA, we regress contempo-

raneous math scores on cubics in prior math and reading scores and several other student

21Here, binary and continuous definitions can be applied. As we show, the underlying results are insensitive to the
specific definition chosen.
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characteristics, in addition to the teacher-year fixed effects that are our primary focus. In
doing so, we follow recent studies.

While test scores that are standardized (usually at the grade-year level) are the main
outcome measure in the literature, we opt to measure test scores on a developmental scale
instead. On the one hand, standardizing test scores guards against changes in testing regimes
over time; on the other, de-meaning effectively removes the effects of aggregate changes
in performance incentives. As our primary interest is assessing how teacher effort affects
student learning, we prefer to preserve all incentive-related performance variation over time
and therefore measure test scores on a developmental scale throughout our analysis. Here,
we rely on the careful psychometric design of these scales, which ensures that one can track
improvements or declines in learning as students progress through school.

We define a set of controls, z;;4s, to include student race, gender, disability status, limited
English-proficiency classification, parental education, and an indicator for grade repetition.
The inclusion of these variables helps mitigate any bias stemming from non-random student-
teacher matching, as they are likely correlated with innate student ability and previous
teacher assignments. A teacher-year fixed effect is calculated for a teacher only if she has
greater than seven but fewer than forty students in her class with valid test scores and
demographic variables in the relevant year.??

To estimate teacher-year fixed effects, we use the full sample from 1997 to 2005 and run

the following grade-specific regressions (for third, fourth and fifth grades):*

Yisgur = f Wigrg—15t-1) + @it + T8 + €ijgst » (15)

22In doing so, we follow the existing literature that has used the North Carolina data. We exclude a student
from the value-added analysis if any of the following criteria are satisfied: (1) multiple scores for current or lagged
end-of-grade (EOG) math or readings tests; (2) EOG scores corresponding to two or more teachers in a given year;
(3) EOG scores corresponding to two or more grades in a given year; (4) or EOG scores corresponding to two or more
schools in a given year.

23We estimate the teacher-year fixed effects using Stata’s ‘areg’ command, which solves the co-linearity problem
arising from including a fixed effect for each teacher-year pair by estimating each teacher-year effect relative to an
arbitrarily selected constant (equal to the average teacher-year fixed effect in the case of constant class size). Since
the regressions are grade-specific, the teacher-year effects provide a ranking of teachers over time (1998 to 2005)
within a given grade. For more details, see McCaflrey et al. (2012).
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obtaining the teacher-year fixed-effects estimates as

n(g,t ~ .
(j. _ i:) Yijgst — f(y,-j/g_ls,yt_l) — ‘,E;:jgst/B
. =1 n(]a t)
N P
—a + babcsf(rst) +1 g’ (Rst) f‘g h(yg“,nclb  AVYiitg 15t — O — eigst) E
YT TN I |
j dNgst " AN, Py Ni2003 jt
= aj + Qj + 1nclb€jt(m]‘t) + gjt (16)

where the second equality follows from equation (12) in the model above and 1, is a binary
variable that switches on to indicate the post-NCLB period. Teacher-year fixed effects consist
of incentive-invariant ability and, in North Carolina, they also consist of baseline ABCs effort,
which is denoted as e; throughout the empirical analysis. From Lemma 1, ABCs effort does
not vary across teachers within a school, implying that VA methods will capture variation
in incentive-invariant ability prior to NCLB.

Once NCLB takes effect in 2003, the composition of students in a teacher’s classroom
helps to determine effort incentives. In particular, since schools want to devote more effort
to students who are predicted to score near the test score proficiency standard, the fraction
of these marginal students in the classroom, m, is likely to influence teacher performance
in 2003 and beyond.

While teacher performance in 2003 is a function of classroom marginal student presence,
we cannot estimate the effect of NCLB incentives by simply regressing teacher-year fixed
effects on the fraction of marginal students within a classroom because students are sorted to
teachers in a systematic way. Specifically, the proficiency cutoff is set at a relatively low level
in North Carolina, implying that marginal students are typically low-performing students,
who tend to be sorted to low-ability teachers. Therefore, teacher ability and marginal student
presence within a classroom are negatively correlated, implying that the estimated effect of
NCLB incentives (as measured by marginal student presence across classrooms) is downward
biased when one does not control for teacher ability. We address this issue by estimating
teacher incentive-invariant ability in the pre-NCLB period and controlling for it directly
throughout the analysis.

2. Incentive-Invariant Ability and Baseline Effort: Consistent with much of the

existing literature, we assume incentive-invariant ability is fixed over time, conditional on
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teacher experience.?* We assume baseline ABCs-related effort is fixed also, as ABCs in-
centives only vary at the school level under the plausible conditions outlined above, and
most schools reach steady-state levels of effort prior to NCLB.?® For each teacher j, we es-
timate the combination of her fixed ability and baseline effort by employing the Empirical
Bayes (“EB”) estimator of teacher VA (see Kane and Staiger, 2008; Chetty et al. 2011) in
the pre-NCLB period. Specifically, we estimate the following pooled specification across all
grades and years from 1997 to 2002,%° in which we regress test scores on grade-specific cubic
polynomials of prior scores, indicators for student ethnicity, gender, limited-English profi-
ciency, disability status, parental education, grade repetition, grade and year fixed effects,

and controls for teacher experience:%

yijgst = fg(yiij/g,lslt) + $, B + h(expjt) + wijgsu where

ijgst

Vijgst = fj + Ot + €ijgs, and pj = a; + ¢;. (17)

The EB estimator uses several years of data for each teacher to construct an optimally-
weighted average of classroom-level residual test scores in order to separate teacher ability,
t;, from classroom-specific shocks, 6;;, and student-level noise, €;;,5;. While we implement
the same procedure as previous studies, we note that in our setting, EB estimates consist of
both incentive-invariant ability and baseline ABCs effort, fi; = (cﬂ\e_])

3. NCLB-Induced Effort Response: We define a student as ‘marginal’ if she is
predicted to score within +/ — 4 developmental scale points of the proficiency cutoff, noting
that various alternative definitions yield the same outcome. For each classroom, the relative
incentive strength measure, m;;, is defined as the fraction of students in that classroom who

are marginal. We then identify the component of teacher-year quality that is attributable

to NCLB effort incentives by regressing teacher-year fixed effects ¢;; on mj;, while holding

#For estimators that allow teacher ability to ‘drift’ over time, see Goldhaber and Hansen (2013), Chetty et al.
(2014a), Rothstein (2014), and Bacher-Hicks et al. (2014).

25 Assuming that baseline effort is fixed over time in our setting is reasonable, given that the pre-existing value-added
incentive scheme is approximately uniform in its effects on teacher effort (see Macartney et al. (2015)).

26Due to the differential timing of the 2001 math developmental scale change in third grade, and the unavailability
of second grade scores in 1996, we run a separate regression for third grade from 1998 to 2000.

2"We paramaterize the experience function by including indicators for each level of experience from zero to five
years, with the omitted category being teachers with six or more years of experience. We choose this specification
to be consistent with Chetty et al. (2014a). Wiswall (2013) shows that such a restrictive choice may be restrictive,
biasing estimates of the dispersion in teacher quality — an issue we intend address in future work.
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constant teacher incentive-invariant ability (and baseline effort) and teacher experience:

—

Qjt = o+ pmy, + Maj + e;) +w(expje). (18)

Once accountability pressure due NCLB is introduced (captured by mj;), teachers may exert
additional effort, according to the amount of pressure they face. We thus test whether there
is a systematic relationship between ¢;; and mj; due to NCLB in 2003 but no relationship
prior. We identify effort as a predicted value from equation (18), e(m;a003), representing the
response to the new incentive scheme and capturing the relationship (conditional on ability
and experience) between teacher-year performance and the classroom fraction of marginal

students in 2003, given by:
€(mj2003) = ﬁmj2oo3- (19)

V.B. Results from the Ability /Effort Decomposition

This subsection presents the results of the ability and effort decomposition in three parts.
First, we present summary statistics for the key teacher-level variables of interest and report
our main estimates for the effects teacher ability and teacher effort. Second, we supplement
these estimates by relying entirely on within-teacher variation in performance and showing
that greater improvement occurs among teachers with stronger incentives. Third, we assess
the main threat to identification, showing that students were not sorted differentially to

teachers (based on teacher ability) in 2003 in a way that can cause bias in our results.

V.B.1 Identifying Ability and Effort

Table 2 reports means and standard deviations of the main teacher-level variables and es-
timates of interest, while Figure 3 presents the incentive-invariant teacher ability distribu-
tion,?® where incentive-invariant ability is defined as the EB estimate from equation (17).
The distributions are similar among third, fourth, and fifth grade teachers, with means of
-0.07, -0.09 and -0.06 developmental scale points, and standard deviations of 1.68, 1.37 and

1.3 developmental scale points, respectively. The EB estimator shrinks teacher effects to-

28This includes the baseline effort level discussed in the prior section, which is also assumed invariant to NCLB
incentives.
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ward the mean to minimize the influence of measurement error, thus resulting in observed
standard deviations that are downward-biased. The estimated ‘true’ standard deviations
reported in Table 2 are slightly larger, at 2.16, 1.63 and 1.63 developmental scale points.
Averaged across grades, mean teacher ability is -0.074 scale points and its standard devia-
tion is 1.79 scale points, or equivalently 0.18 student-level standard deviations. (The latter

is within the upper bound of the range found by most previous work that estimates teacher

quality.)
Table 2: Teacher Performance Variables
Teacher-Year Estimated Fraction of Estimated
Value-Added Ability Marginal Students, m ;¢ Effort
Gr. 3 Gr. 4 Gr. 5 Gr.3 Gr.4 Gr. 5 Gr. 3 Gr. 4 Gr. 5 Gr.3 Gr.4 Gr. 5
Mean -0.17 -0.11 0.19 -0.07  -0.09 -0.06 0.33 0.21 0.23 0.56 0.80 0.45

Observed SD 2.65 2.80 2.31 1.68 1.38 1.30 0.16 0.14 0.15 0.27 0.64 0.36
Estimated SD - - - 2.16 1.63 1.63 - - - - - -

Obs. 24,105 22,246 20,596 6,547 7,816 7,046 17,371 16,075 14,817 2,144 2,598 2,570

Notes: This table presents means and standard deviations of the main teacher-level variables of interest. Summary statistics
for teacher-year VA measures and for the fraction of marginal students in classrooms are calculated over all available teacher-
year observations from 1997 to 2003. Due to the unavailability of second grade scores in 1996 and the change to the math
developmental scale in 2001, we are unable to calculate marginal status for third graders in 1997 and 2001, and for fourth
and fifth graders in 2002, thus explaining the smaller sample sizes. Summary statistics for estimated ability are calculated
over all teacher-grade observations, where we include a teacher in a grade-specific distribution if she is ever observed teaching
in that grade. A given teacher can be in more than one grade-specific distribution. The observed standard deviation is the
raw standard deviation, while the estimated standard deviation is the estimate of the true standard deviation of teacher
ability, obtained from the EB procedure. Summary statistics for estimated teacher effort are calculated across all teacher
observations in 2003.

Panel (a) of Table 3 reports the underlying estimates of p from equation (18), while the
top panels of Figure 4, (a) through (c), show the grade-specific partial relationships between
¢+ and mj;. For each grade, we plot the relationships that prevail in 2003 and a pooled
regression of all pre-NCLB years that additionally includes year fixed effects. In 2003, there
is a clear increasing relationship between the part of the teacher-year effect unexplained by
ability and experience and the proportion of marginal students in the classroom. Relative
to the 2003 raw-data patterns found in Figure 2, we add plots of the corresponding relation-
ships in pre-NCLB years, noting that our three-part procedure accounts for any correlation
between incentive-invariant ability and NCLB incentives. The estimates in panel (a) of Ta-
ble 3 imply that, conditional on teacher ability and experience, a one standard deviation

increase in the proportion of marginal students within a classroom is associated with a 9
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fifth grades, respectively. We include a teacher in a grade-specific distribution if she is ever observed teaching in that
grade. A given teacher can be in more than one grade-specific distribution.
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Figure 3: Incentive-Invariant Ability Distributions

percent, 22 percent, and 16 percent standard deviation increase in teacher-year VA in third,
fourth, and fifth grade, respectively. As expected, there is virtually no relationship in the
pre-NCLB years, once we account for the negative correlation between teacher ability and
the classroom fraction of marginal students.?

Incentives under NCLB cause modest average improvements in student test scores: a one
standard deviation increase in the fraction of marginal students in a classroom corresponds
to test score improvements of 0.03, 0.06, and 0.04 student-level standard deviations in third,
fourth, and fifth grade, respectively. Panels (d) through (f) of Figure 4 present the full
distributions of effort in each grade in 2003, where effort is constructed as the fitted value from
equation (19). The last three columns in Table 2 report the associated means and standard
deviations. Mean effort for third, fourth and fifth grades is 0.56, 0.8, and 0.45 developmental
scale points, respectively (the average across grades is 0.61 points). Dispersion in effort

across grades is 0.27, 0.64 and 0.36 points, and is 0.48 scale points across all grades, which

29When controlling for teacher ability in the pre-NCLB period, we apply the jack-knife EB estimator, which uses
information from all other years excepting the one in question (Chetty et al., 2011). This avoids mechanical correlation
in measurement error driving any of the results.
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Table 3: The Effects of NCLB Incentives on Teacher Performance

Panel (a): Teacher-Year VA as Dependent Variable

Third Grade Fourth Grade Fifth Grade
2003 Pre-NCLB 2003 Pre-NCLB 2003 Pre-NCLB

Effect of mj;  1.55*** 0.09 4.39%*%  _0.85%FF  2.41%** 0.06
(0.20) (0.13) (0.32) (0.15) (0.23) (0.16)
Observations 2,144 10,452 2,598 11,551 2,570 10,609

Panel (b): Change in Teacher-Year VA as Dependent Variable

Third Grade Fourth Grade Fifth Grade
2003 2000 2003 2000 2003 2000
Effect of mj;  2.08*** -0.40 4.11%** -0.64** 2.48%** -0.53
(0.17) (0.27) (0.32) (0.30) (0.24) (0.35)
Observations 2,651 2,393 2,453 2,385 2,397 2,187

Notes: In panel (a), we present estimates of p from grade-specific regressions of equa-
tion (18). In the year 2003 regression, additional controls include teacher ability and
teacher experience. The result in the pre-NCLB columns comes from a pooled regres-
sion of all pre-NCLB years that additionally includes year fixed effects. For third grade,
the pre-NCLB years stretch from 1998 to 2000, and 2002; for fourth and fifth grade,
they stretch from 1997 to 2001. In panel (b), we regress the change in teacher-year
VA from 2002 to 2003 or from 1999 to 2000 on the fraction of marginal students in
classrooms in 2003 and 2000, respectively, as well as cubic functions of 2002 and 1999
teacher-year VA. The reported coefficients are the effects of the fraction of marginal
students within classrooms. Standard errors clustered at the school level appear in
parentheses. =" denotes significance at the 1% level;"" denotes significance at the 5%
level; and * denotes significance at the 10% level.
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Teacher—Year VA vs. Proportion of Marginal Students in Class Teacher—Year VA vs. Proportion of Marginal Students in Class Teacher—Year VA vs. Proportion of Marginal Students in Class
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Notes:This figure illustrates teachers’ 2003 effort responses. In panels (a) to (c), we present grade-specific partial rela-
tionships between teacher-year effects and the fraction of students in a teacher’s class who were marginal. To construct
these figures, we first residualize mj; with respect to the other controls in equation (18). For the pre-NCLB years, these
controls also include year fixed effects. The horizontal axis measures residualized m; ;. We group teacher-year observa-
tions in 20 equal-sized groups (vingtiles) of the residualized mj; distribution on the horizontal axis. Within each bin,
we calculate the average residualized mj; and the average teacher-year effect. The circles in each panel represent these
averages. The lines represent the associated linear effects, estimated on the underlying teacher-year data. In panels (g) to
(i), we present grade-specific densities of 2003 effort levels. To construct these figures, we first obtain 2003 effort for each
teacher by taking the linear prediction (fitted value) from equation (19). We then plot the distributions of these effort
levels separately by grade.

Figure 4: Effort Predictions and Effort Distributions in 2003

amounts to 0.05 student-level standard deviations. Taken together, the evidence indicates

that there is meaningful variation in teachers’ effort in 2003, strongly correlated with the

fraction of students in their classes who are marginal.

V.B.2  Within-Teacher Performance Improvements

We show the further relevance of NCLB incentives by documenting that they cause within-

teacher performance improvements. Specifically, we construct the difference between 2003

and 2002 teacher-year fixed effects, as

452003 — 42002 = @; + €52003 + €j2003 — (@ + €j2002 + €j2002) = €j2003 — €j2002 + €;2003 — €j2002, (20)

and estimate the relationship between this difference and the fraction of marginal students

whom that teachers faced in 2003, m;z003. To ensure that mean reversion is not responsible
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for the results, we also control for a cubic function of 2002 teacher-year VA.

Panels (a) through (c) of Figure 5 show the partial relationships between performance
improvement in 2003 and msg03, while panel (b) of Table 3 reports the underlying slope
coefficients. As expected, within-teacher performance improvements are clearly increasing
in the fraction of marginal students within classrooms in 2003. The transition from 1999
to 2000 is used as a placebo control in each grade, revealing a flat relationship and lending
support to the claim that the 2003 patterns reflect teachers improving performance

as a

result of NCLB effort incentives.

Performance Improvement vs. Proportion Marginal

Performance Improvement vs. Proportion Marginal Performance Improvement vs. Proportion Marginal

1

Difference in Teacher VA

2

0

Difference in Teacher VA

st ooeg 2

2
L
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L

2003 ----—- 2000

2003 ---—- 2000

2003 ---—- 2000

(a) Third Grade (b) Fourth Grade (c) Fifth Grade
Notes:This figure illustrates teachers’ 2003 effort responses. In panels (a) to (c), we depict the relationship between the
change in teachers’ annual performance from 2002 to 2003 and from 1999 to 2000 and the fraction of students in their
classes who were marginal in 2003 and 2000, respectively. To construct the panels, we first construct the change from
t — 1 to t between each teacher’s teacher-year fixed effects from those years, as shown in equation (20). For each teacher-
year, we then calculate the fraction of students in the 2000 or 2003 class who were marginal. We group teacher-year
observations into 20 equally-size (vingtiles) bins of the fraction marginal distribution on the horizontal axis. Within each
bin, we calculate the average proportion of marginal students and the average change in teacher-year fixed effects. The
circles in each panel represent these averages. The lines represent the associated linear fits, estimated on the underlying
teacher-year data.

Figure 5: Within-Teacher Performance Improvements

V.B.3 Rival Hypothesis: Addressing Potentially Differential Sorting of Students to Teachers

To infer teacher effort, we compare the relationship that prevailed between a teacher’s perfor-
mance and the fraction of students in her class who are marginal in 2003 with the relationship
that prevailed in previous years. Since we see a positive relationship in 2003 and no relation-
ship in prior years, we argue that the 2003 relationships reflect changes in teachers’ effort,
drawing on the theoretical predictions concerning responses to proficiency-count systems (see
Proposition 1).

A competing explanation is that students were sorted differentially to teachers in 2003
such that high (incentive-invariant) ability teachers received larger fractions of marginal
students. While we control for teacher ability in the process of estimating effort responses, if

high-ability teachers were better able to respond to the demands of NCLB, we might worry
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that this non-linear relationship between teacher and student ability is driving the results
rather than additional effort being exerted by a given teacher.

A natural way to evaluate this rival hypothesis is to test whether the relationship between
the fraction of marginal students in a classroom and teacher ability changes in 2003. We
conduct this test by regressing the fraction of marginal students in each class on grade and
year fixed effects, our measure of combined teacher incentive-invariant ability and baseline

effort, and an interaction of that term with a year-2003 indicator:
My =g+ Ay + N+ Bi(a; +¢;) + Ba(a; +¢;) x 1(t = 2003) + ¢j, ¥t <2003  (21)

If principals began differentially sorting students to teachers on the basis of ability in 2003, we
would expect to find the coefficient on ability and baseline effort not equal to zero (82 # 0).

Table 4: Tests for Differential Sorting of Students to Teachers in 2003

1) (2) (3) (4)
Full Sample Third Grade Fourth Grade Fifth Grade

Ability -0.0034*** -0.0010 -0.0046*** -0.0055***
(0.0008) (0.0010) (0.0011) (0.0017)

1(t = 2003)x Ability  -0.0033** -0.005*** -0.0045** 0.0027
(0.0014) (0.0019) (0.0019) (0.0025)

N 39,932 12,599 14,151 13,182

Notes: This table presents the results of regressions based on equation (21). The
dependent variable in each column is the fraction of students in a teacher’s class who
are marginal. Teacher ability is estimated using the EB estimator from equation (17),
and we use the leave-year-out (or jack-knife) EB estimate in pre-NCLB years to avoid
mechanical correlation between EB estimates and outcomes. Standard errors clustered
at the school-level appear in parentheses. *** denotes significance at the 1% level;"”
denotes significance at the 5% level; and * denotes significance at the 10% level.

Table 4 shows the results from estimating variants of equation (21). Overall, there is a
small negative relationship between the fraction of marginal students who are in a teacher’s
class and that teacher’s incentive-invariant ability. This reflects the relatively low test score
proficiency standard in North Carolina and the sorting of historically low-performing students
to low-ability teachers. The estimates in column (1) imply that a one standard deviation
better than average teacher has 0.61 percentage points fewer marginal students in her class
(which corresponds to a 2.3 percent reduction relative to the mean fraction). The sorting
patterns appear to change slightly in 2003, but such that high-ability teachers receive smaller
fractions of marginal students than in the pre-NCLB period. This change is in the opposite
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direction to that required to bias our results upward.

While we are able to isolate the relationship between teacher performance and NCLB
incentives conditional on teacher ability, the low test score proficiency target and the sorting
patterns of students to teachers result in slightly stronger effort incentives for low-ability
teachers. Figure 6 shows grade-specific relationships between e(m;;) and a; + e;. For each
grade, we plot the relationships that prevail in 2003 and the pooled pre-NCLB control years.
In 2003, there is a clear decreasing relationship between NCLB effort and incentive-invariant
ability. In the control years, the estimated functions are virtually flat.

The lack of a relationship between ‘placebo’ NCLB effort and teacher ability is reassuring,
as NCLB incentives did not operating in those years: e(mj;) is identified by holding ability
constant, implying that we automatically account for the correlation between ability and
mj; in the estimation routine. Since mj; is not associated with any incentives prior to
NCLB, there is no remaining relationship to identify. In contrast, in 2003, m;; reflects
NCLB incentives, and the analysis reveals stronger effort responses among the teachers who
faced stronger incentives. The slope coefficients are all significant at the one percent level
and are —0.01, —0.04, and —0.02, for third, fourth and fifth grade, respectively. Thus, a
one standard deviation lower ability teacher in 2003 exerted approximately 0.02, 0.07, and
0.03 developmental scale points worth of additional effort in third, fourth grade, and fifth
grade. These differences are very small, however, corresponding to 0.002, 0.007, and 0.003

student-level standard deviations.

NCLB Effort vs. Ability NCLB Effort vs. Ability

NCLB Effort vs. Ability

5
4

NCLB Effort
NCLB Effort
NCLB Effort

2

[ 5
Empirical Bayes Teacher Abllity

(a) Grade Three

[ 5
Empirical Bayes Teacher Abllity

(b) Grade Four

0 5
Empirical Bayes Teacher Ability

(c) Grade Five

Notes: This figure illustrates the relationship between NCLB teacher effort, obtained as the fitted value from equation
(19), and teacher incentive-invariant ability. We construct the figure by first grouping teachers into 20 equal-sized bins
(vingtiles) of the ability distribution. Within each bin, we calculate average ability and average NCLB effort. The circles
in each panel represent these averages. The lines represent the associated linear effects, estimated using the underlying
teacher-year data.

Figure 6: The Relationship Between Teacher Effort and Incentive-Invariant Ability
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VI. ESTIMATING THE PERSISTENCE OF TEACHER ABILITY AND EFFORT

In this section, we address whether teacher ability and effort persist at different rates. These
will prove to be vital ingredients in the policy analysis that follows. As in the previous

section, we outline our estimation strategy before presenting the empirical results.

VI.A. Estimating the Persistence of Ability

We begin by estimating the persistence of ability and baseline effort in a reduced-form way,
following the previous literature (for example, Chetty et al., 2014b). Specifically, we regress
student test scores in period ¢ + n on the full control vector from the Empirical Bayes
regression (equation (17)) and the ability of the teacher who taught the students in period
t:

o —

Yijgstin = Fo(Wi, 1)+ 2, B4 hlexps) + Bula+e)j + €., (22)

(%] 1jgst

Here, ability is measured with a jack-knife EB estimator, which uses information from all
years except the current year to form an estimate of teacher ability. This prevents mechanical
correlation between measurement error in test scores and in teacher ability from confounding
the results (Chetty et al. 2014a). The coefficient 3, represents the degree to which the effect
of teacher ability from year t persists forward to influence test scores in year t + n.

Figure 7 presents the estimated 3, coefficients from regressions that include test scores
exclusively from the pre-NCLB period. As a check, teachers do not affect their students test
scores in the years before they are matched with these students, as shown by the estimate at
t —2.39 As expected, a one unit better-than-average teacher in year t improves student test
scores by 1 developmental scale point, on average. The contemporaneous effect of teacher
ability fades away overtime, as 41 percent of the initial effect persists to affect test scores in
period t 4+ 1, and only 20 percent remains by period ¢ + 4.

These results align closely with the prior literature (Jacob, Lefgren, and Sims, 2010;
Chetty et al. 2014a). Having estimated the one-year ahead persistence of ability at 0.41,

we seek to obtain estimates of the persistence of teacher effort and contrast the two per-

30Since we control for once-lagged test scores when estimating teacher ability, the coefficient at t — 1 is identically
Zero.
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Notes: This figure reports estimates of the 3, coefficients from equation (22). Each
estimate is obtained from a separate regression in the pre-NCLB period from 1997
to 2002. The horizontal axis measures the number of year students are removed
from their period-t teacher while the vertical axis measures the impact of the
period-t teacher on students’ test scores in period ¢t +n. The dark circles represent
the estimated effects while the dashed lines represent the 95 percent confidence
intervals with the associated standard errors clustered at the school level.

Figure 7: Persistence of Teacher Ability and Baseline Effort in Pre-NCLB Period

sistence effects. Estimating the persistence of effort is a more challenging exercise, as the
strong within-student correlation of NCLB effort over time implies that one must account
for contemporaneous effort to avoid overstating the persistent effects of lagged effort. Yet,
because effort persistence helps determine student predicted scores, and educators make ef-
fort decisions based on anticipated student performance, contemporaneous effort is itself a
function of the persistence parameter. We also must take into account potential changes to
ABCs effort to avoid confounding school-level ABCs-related improvement with student-level
effort persistence.

We now develop a strategy for estimating the persistence of effort and discuss the iden-

tification issues in greater detail.

VI.B. Estimating the Persistence of Effort

VI.B.1 Measuring Student-Level Effort

In the analysis above, we identified teacher effort at the classroom level. While natural when
assessing whether teacher VA depends on performance incentives in a systematic way, given
that teacher-year VA itself represents classroom-level residual test score gains, classroom

effort is not our preferred measure for estimating persistence. Instead, more variation in the

34



data can be exploited by constructing a student-level measure, and then investigating the
rate at which student-specific effort persists.?!

We measure student-level effort by building on the non-parametric patterns in Figure 1,
which show that the introduction of NCLB had pronounced non-linear effects on student test
scores, in a way that is consistent with strong teacher effort responses to the scheme.?? In
particular, students near the passing threshold scored approximately 3 developmental scale
points higher than their predicted scores, a gain equivalent to 30 percent of the test score
standard deviation.

The incentive strength measure on the horizontal axis is constructed in three steps. In
the first step, we predict student performance in a flexible way in pre-NCLB years using

33

several covariates, including lagged test scores.”” In the second step, we use the saved

regression coefficients from the first step to construct a predicted score for each student in
2003, denoted ¥;j4s2003, by combining those coefficients with updated (but pre-determined)
student covariates. In the third step, we use the NCLB target, yg’"db, to compute incentive

strength as the difference between the predicted score and the target, written m; = ;452003 —

T,nclb 34
Yy .

Tnclb

g captures how ‘far away’ each student is from reaching

The difference ;452003 — ¥
proficiency status without additional teacher effort. In terms of the model in Section IV, we
write the predicted score ¢;;4s¢ as the sum of all non-NCLB effort inputs in the production
technology, Gijgst = VYijrg—1st—1 + a; + €:%°*. This represents the test score each student
would earn in 2003 had NCLB not been introduced. Taking the difference between realized
and predicted scores in 2003 allows us to write the variable measured on the vertical axis

in Figure 1 as a function of NCLB effort and random shocks to test scores: yijgst — Uijgst =

nclb

€iigst T €ijgst- Since effort incentives are strongest for students who are predicted to score

T nclb ~ 0

9 ), these students should receive the most

near the proficiency threshold (9;j4st — ¥

31t is well-established that much of the variation in student test scores occurs within rather than across schools
(Kane and Staiger, 2002). Thus, much of the variation in students’ predicted test scores is likely to occur within
schools. In turn, since NCLB proficiency targets are fixed across students, and the distance between predicted scores
and the target determines student-level incentive strength, much of the variation in educators’ effort incentives is also
likely to occur within schools. We therefore prefer to use a student-level measure of effort in order to make use of all
of the available variation.

32More details are available in Macartney et al. (2015).

3389pecifically, we regress contemporaneous 2002 scores on cubics in prior 2001 math and reading scores and indi-
cators for parental education, gender, race, free or reduced-price lunch eligibility, and limited English proficiency.

34The predicted score is invariant to any changes occurring in 2003, with variation in incentive strength arising
from the proficiency target ygT’"C”’ becoming relevant under NCLB.
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additional effort and gains over predicted scores should highest for them, exactly as shown
in the figure.®

These non-parametric patterns are used to estimate a student-specific effort function
that takes 9;jgst — ygT’”C”’ as its argument. We estimate the function by first differencing the
year 2003 and 2000 profiles in Figure 1 and then fitting a tenth-order polynomial to the
binned data using a weighted regression, with the weights capturing the number of students

in each bin. The resulting effort function, denoted by e (g;g5 — "), is plotted in Figure

8. The value of e (Gigst — g’”db) is used as the student-specific value of effort each student

receives in 2003.

Optimal Effort Function

Effort
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Notes: This is Figure 5(b) from Macartney et al. (2015). The horizontal axis
is the same as in Figure 1. To construct this figure, we first take the bin-specific
differences between the year 2003 and the year 2000 vertical-axis variable in Figure
1. The dots represent the resulting within-bin differences. We then estimate a
tenth-order polynomial on the binned-data, weighting the regression by the number
of student observations (across both 2003 and 2000) within each bin. At the
extremes of the horizontal axis (less then -3 and greater than 22), we estimate
linear regressions. The lines trace out the empirical effort function that results
from these regressions.

Figure 8: Student-Specific Effort Function e (g Tinelb)y

Yigst — yg

VI.B.2 Identifying the Persistence of Effort

Our measure of student-level effort, e;;.cg“;t, indicates the effort received by student i, who is

in the classroom of teacher j in grade g at school s in time ¢. With this measure in hand,

we turn to estimating the rate at which effort persists. In equation (13) of the model in

35To ensure that we do not systematically under- or over-predict test scores for certain parts of the distribution,
we conduct the same exercise with a pre-reform year. As can be seen in Figure 1, we do a good job predicting test
score outcomes in 2000 throughout the distribution, lending credence to the claim that the 2003 patterns reflect
student-specific NCLB effort.
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Section IV, we posit that test scores in 2004 are determined by the persistent effect of the
non-NCLB effort component of test scores (y;jrg—1541—1 — e%‘ilg”_ls,t_l), the contemporaneous
effects of teacher ability, ABCs-related effort, and NCLB-related effort, the persistent effect

of prior NCLB effort, and a random shock to test scores:
o nclb ~abcs nclb e _nclb
Yijgst = YV (Yijrg—15t—1 — eij’g—ls’t—l) T aj+ e+ Ciger TV €jrg—1st—1 T Eijgst- (23)

Here, €2*°* denotes the school-specific ABCs effort that results after NCLB’s disruption of
ABCs targets.

When modelling predictions about students’ likely performance without additional NCLB
effort in 2004, we assume educators know the persistence rate of effort, v¢, forming the pre-
diction as the sum of (i) the persistence of non-NCLB effort inputs, (ii) the effects of teacher
ability and baseline ABCs effort, and (iii) the persistence of NCLB effort. Drawing a dis-
tinction between the component of the predicted score that is independent of the persistence
of NCLB effort and the part that depends on it, we let ;4. denote the test score students
would earn in 2004 had NCLB not been enacted in the prior year. In that case, there is
no contemporaneous or persistent effect of NCLB effort and ABCs effort remains in steady
state, implying that §;jgs = V(Yijrg—15t—1 — 625?—15%—1) +a; 4+ €%, Substituting g;;gs into
the production technology in equation (23), test scores in 2004 are expressed as the sum of

predicted scores and contemporaneous effort responses:

o~ e _nclb nclb ~abcs
Yijgst = Yijgst + Y eij’g—ls’t—l + eijgst + Cst + €ijgsts (24)
TV TV

score predicted by educators effort responses

where ¢abes = gabes _ exabes denotes the 2004 school-specific deviation from steady-state ABCs

effort caused by NCLB’s disruption to ABCs targets.

When making decisions about how much NCLB-related effort to devote to each student
in 2004, schools again take into account the distance between students’ predicted scores and
the NCLB proficiency target, responding based on the NCLB effort function:

nelb ( ~ e _nclb Tnclb
" (Yigst + Cijrg—1s't—1 — Yg )- (25)

Equation (25) shows that the effort decision in 2004 depends on the effort students received
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in 2003 and the parameter ~, thus highlighting the correlation of effort over time.3¢
We account for this correlation using the following estimating equation for 2004 test

scores, motivated by equation (24):

~ e _mnclb( T,nclb nelb( ~ e _nclb T,nclb
Yigs2004 — Yigs2004 =7 € (yig—ls’2003 —Yg-1 ) + fe (yi932004 T €ig—152003 — Yg )
~abcs
+ PEia00a T Eigs2004- (26)

Taking the components of this equation in turn, the dependent variable is the difference
between the realized test score and the score students would have earned in 2004 had NCLB
not taken effect in 2003. By definition, it captures the effects of all new test score determi-
nants that result from the incentives created by NCLB, which include the persistent effects
of NCLB effort in 2003 and the contemporaneous effects of both NCLB and ABCs effort.

We define an empirical analogue to ;45 (the test score students would earn in 2004 had
NCLB not been enacted in the prior year) as the ‘counterfactual’ predicted score, which is
constructed for students in grade ¢ in 2004 by using our test-score prediction equation for
that grade (estimated prior to NCLB) and substituting predicted grade g — 1 test scores from
2003 for realized 2003 test scores. Realized scores contain NCLB effort from 2003 and are
thus a function of v¢. Using predicted scores in place of realized scores then ensures that
the counterfactual predicted score represents the score students would earn in 2004 if there
were no NCLB incentives in 2003.

Since the effort function and its inputs are both known in 2003, the effort devoted
to each student in 2003 is given by €"*(Jiy—152003 — yg’_"ldb) and is thus observed to the

econometrician. In 2004, we let €™ (Gigsa00a + V€1 o003 — Yo"

) represent the unknown
value of effort and allow the parameter 6 to amplify or diminish the NCLB effort response

one year after the introduction of the reform.

360ur structural assumption is that teachers choose their effort levels according to the underlying effort function.
Throughout the estimation routine, we allow effort decisions in future years to be amplified or diminished relative
to the first year of NCLB, but continue to assume that teacher effort is primarily determined by the estimated effort
function e™“'(-). Under this assumption, teachers can exert more or less overall effort in response to NCLB over time
but always choose to exert relatively more effort toward students who are predicted to score on the margin of the
passing threshold.
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Maximum Likelihood Routine

Since the input to the 2004 effort function depends on the persistence rate v¢, we are unable
to observe the level of effort received by students in 2004 directly without knowing the
persistence rate. Yet in order to credibly identify the persistence rate, we need to account
for the correlation of effort across time. We therefore use a maximum likelihood routine to

jointly estimate ¢, effort in 2004, e”db(gl-gsgm + 'yee;‘gd_bls,mo?) — ygT’”Clb

), and the scale factor
modifying the 2004 effort function, 6.

Our routine also accounts for potential changes to ABCs effort incentives in 2004. The
conceptual discussion in Section IV motivated the idea that the magnitude of NCLB’s dis-
ruption to ABCs effort should in large part be a function of the difference between the per-
sistence rates of non-effort and effort inputs and the average level of NCLB effort received
by students in a given school in 2003, (y*—~°) ZgG‘;:,) eptt , 1. We use the student-level effort

function €™ (g T,nclb

yigst - yg

us to control for it directly in estimation routine in order hold constant the effects of ABCs

) to calculate average school-level effort from 2003, which allows
incentives in 2004. Equation (26) is therefore modified by setting ¢%¢5, = e, with p
governing the effect of average effort (across all students) from 2003 on test scores in 2004.37

We implement the maximum likelihood routine by assuming €;450004 ~ N (11, 0%), treating
p and o2 as additional parameters to be estimated. The full parameter vector is given by w =
[v¢, 0, p, i1, %) and the main parameters of interest, v, 6, and p, are all separately identified.
In what follows, we establish separate identification by arguing that v and 6 are separately
identified, first by ignoring ABCs effort incentives, then expanding the argument to include
ABCs incentives, showing further that p is separately identified from both +¢ and 6.

Identification Argument without ABCs Incentives

Conceptually, separate identification of v¢ and 6 requires that conditional on 2003 effort,

nelb (7 T,nclb : L L : nelb(~ Le nclb
" (Jig—152003—Y, "y ), there is remaining variation in 2004 effort, " (figa00a+7 €}y 1 512003~
yo), and vice-versa.®® Such variation is guaranteed by the non-linear shape of the effort

3TWe calculate e%5505 as a jack-knife mean, leaving out the effort received by student i, to ensure that the estimates
of v¢ and p are not confounded.

38This condition is different from requiring that, conditional on the argument of the effort function in 2003,
Tig—15'2003 —y?ﬂdb, there is remaining variation in the argument of the effort function in 2004, ¥;g2004 +7°¢ e:-lgcibls/%% -

ygT‘”C”’, In general, it is not possible to estimate the effects of incentive strength separately from different time periods,
as the definition of the counterfactual predicted score and the linear form of NCLB incentives imply that student-
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function in 2003, which ensures that two students with the same level of effort in 2003 can
have different levels of NCLB incentive strength and, correspondingly, different levels of 2004
NCLB effort.

For example, referring to Figure 8, consider two students who each have a 2003 effort
level of 2 developmental scale points, but one student has an incentive strength value of
—3 scale points while the other has a value of 1 scale point. Despite having the same level
of effort in 2003, the students have different predicted scores in 2003 and continue to have
different predicted scores in 2004. The student with prior incentive strength of —3 is still
predicted to score relatively poorly but the extra effort she received last year moves her up in
the incentive strength distribution, making her more marginal with respect to the test score
target. This student receives more effort in 2004 than she did in 2003. The student with
prior incentive strength of 11 also gets a bump in his predicted score, which also moves him
up in the incentive strength distribution, but to a point where he receives less effort in 2004
because he is even further away from the proficiency threshold and therefore less marginal.

Following similar logic, we use a more general argument to establish that, conditional
on the 2003 effort function, identification of the parameters of interest requires a minimal
assumption about the form of the 2004 effort function, namely that it should not be flat. We
label this as the requirement that the function be “non-uniform.” Although we assume the
same functional form for the effort function in 2004 as in 2003, this assumption is not required
for identification. Indeed, any non-uniform effort function in 2004 would be sufficient.

To see this, suppose that the 2004 effort response is determined by some arbitrary non-
uniform function and — as above — consider any two inframarginal students (one with a
predicted score below the proficiency target and one above it) who receive the same level of
effort in 2003, due to the non-monotonic nature of the effort function. Incentive strength in
2004 shifts rightward for each student by the common amount of 2003 effort that persists. A
non-uniform effort function in 2004 then guarantees that at least some student pair satistying
the identical-effort condition in 2003 receives divergent levels of effort in 2004. Indeed, there
is zero variation in effort within all such student pairs only if the 2004 effort function is
uniform (or flat), implying that any non-monotonic effort function in 2003 and non-uniform

function in 2004 are sufficient for identification.

specific incentive strength in 2004 is nearly a perfect linear function of student-specific incentive strength in 2003.
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While separate identification of v and € relies on the non-monotonic form of the 2003
effort function, note that the precise functional form is not assumed but rather estimated
using our difference-in-differences strategy that exploits the introduction of NCLB in 2003

as an exogenous shock to incentives.

Identification Argument with ABCs Incentives

The key identifying assumption when adding the ABCs component is that ABCs incentives
operate across schools while NCLB incentives operate within schools, thus providing separate
identification of the incentive effects of the two schemes.

Here, we rely on an important difference between the designs of NCLB and the ABCs to
support this assumption. The ABCs sets only an average school-level growth target, implying
that average school-level effort is critical in forming the likelihood of each school passing or
failing the scheme. In contrast, NCLB sets a secondary, student-level target (the test score
required for subject matter proficiency) in addition to its primary school-level target (the
proficiency rate). The student-level target ensures that the distribution of student-level effort
within a school is relevant in determining the likelihood of school-level success under NCLB.

The argument for separately identifying ¢ from 6 is the same as above, while the ar-
gument for separate identification of p from both v¢ and 6 relies on there being significant
within-school variation of NCLB incentives. Given the fixed test score proficiency target of
NCLB, a direct consequence of large within-school variation of student test scores is that
NCLB incentives also vary widely across students within a given school. This ensures that
there are a sufficient number of marginal and non-marginal students within all schools with

differing values of €%, thus allowing us to separately identify p from 7¢ and 6.

VI.C. Results for Effort Persistence

The discussion of identification in place, we apply the estimation routine to the sample of
fourth grade students in 2004 who have non-missing math scores, third grade effort values
from 2003, and counterfactual predicted scores; the resulting sample size consists of 86,237
students.

Table 5 presents the results. The first column provides an estimate of the persistence of

effort without accounting for contemporaneous effort incentives. In this case, 50 percent of
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the initial effort effect persists one year into the future. As expected, this estimate overstates
the true persistence rate, as shown by the estimates in column (2). That is, once we account
for contemporaneous NCLB effort, the estimate of v falls to 0.13, implying that only 13
percent of the initial effort effect persists to affect 2004 test scores. The estimate of # = 0.51
in column (2) implies that the effort response is scaled down by 50 percent in 2004 relative
to 2003. The estimate of § < 1 means that the difference between the effort received by
marginal and non-marginal students at the average school becomes smaller in 2004 than in

2003, suggesting a smaller redistribution of effort.

Table 5: Maximum Likelihood Parameter Estimates

1) (2 (3)
Without Contemporaneous NCLB ~ With Contemporaneous NCLB With Contemporaneous NCLB

and ABCs Incentives but Without ABCs Incentives and ABCs Incentives

e 0.50*** 0.13*** 0.13***
(0.02) (0.03) ( 0.02)

0 - 0.51*** 0.47***
B} (0.02) (0.02)

p _ _ 0.33***
_ - (0.06)

m 0.97%** 0.87*** 0.30**
(0.05) (0.05) (0.12)

a? 20.30%** 20.14*** 20.13***
(0.14) (0.14) (0.14)

Observations 86,237 86,237 86,237

Notes: This table presents maximum likelihood estimates of variants of equation (26). The sample includes fourth
grade students in 2004. The dependent variable in each column in the difference between the realized and counter-
factual predicted math score. Standard errors calculated using the Outer-Product of Gradients method appear in
parentheses. ™" denotes significance at the 1% level;"™ denotes significance at the 5% level.

Accounting for ABCs incentives (in column (3)) results in an estimate of p = 0.33, which
implies that a one standard deviation increase in school-level NCLB effort from 2003 produces
a one percent of a standard deviation increase in student-level test scores. Although this is
a relatively small effect, the positive and significant estimate of p implies that NCLB effort
responses from 2003 strengthened ABCs incentives for the average school in 2004, leading to
student performance gains. Prior to NCLB, the average school passed the ABCs relatively
easily, implying that most schools were non-marginal with respect to the ABCs and easily
satisfied their targets. The NCLB responses in 2003 made it more difficult for schools to

pass the ABCs in 2004, thus making the average school more marginal with respect to the
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ABCs and thereby strengthening incentives.

It is important to note that the estimates of v¢ and 6 are nearly identical to those
obtained from the maximum likelihood routine that does not account for ABCs incentives
(the estimate of ¢ is also more precise). This lends credence to the assumption underpinning
the identification strategy: NCLB incentives vary within schools while ABCs incentives vary

across schools.

VII. PoLicy ANALYSIS

Building on the model and estimates presented above, this section sets out an approach
for placing incentive-based education reforms on a common footing with popular reform
proposals in the literature. Broadly speaking, the approach involves computing the benefits
in terms of student achievement for different policies, then calculating the respective dollar
costs to see which policy is more cost-effective.

Taking the benefits first, we use the model to set the incentives under the incentive-based
policy at a level equalizing the implied student performance effects across comparison policies.
Then, given our cost-effectiveness focus, we use the estimates of the contemporaneous and
persistent effects of effort to derive an upper-bound that, if satisfied by the per-teacher cost of
the incentive scheme, would make the incentive scheme more cost-effective than comparison
reforms, whose cost has been established in prior research; this step does not require any
additional analysis.

Computing the costs of incentive-based policies requires further steps. We require a
measure of the cost required to obtain a given amount of extra teacher effort. Given that
NCLB is a sanctions-based system that does not offer financial rewards or penalties, we
devise a procedure (described below) for estimating the per-teacher costs of extra effort
— this combines our model, the connection between NCLB and ABCs incentives, and the
ABCs’ bonus-payment design. Applying this procedure allows us to back-out the implied
value of the monetary equivalent of the NCLB sanction, given the effort response we observe.

This, in turn, yields the costs that we seek.

39This in the case for the average school. Some schools likely found it difficult to pass the ABCs prior to NCLB,
implying the NCLB response in 2003 made it even harder to pass in 2004. Such schools would become less marginal
and reduce ABCs effort as a result.
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This type of cost-effectiveness comparison involving incentive-based reforms has not been
carried out in prior work. To illustrate the approach, we compare incentive-based policies
for improving teacher effectiveness with policies that seek to improve average teacher pro-
ductivity by dismissing the lowest-performing teachers. Such ‘ability-based’ policies have
received considerable attention in the recent literature, with Hanushek (2009, 2011), Chetty
et al. (2014b), and Rothstein (2015) all analyzing policies that dismiss teachers whose value-
added falls in the bottom part of the measured distribution (for example, the bottom five

percent). 0

VII.A. Effects on Student Achievement

We begin by placing the two policies on a common footing in terms of their effects on
student achievement. Considering ability-based reforms first, Chetty et al. (2014b) provide
benchmark estimates that indicate that replacing the lowest rated teachers with draws of
new teachers results in an average two standard-deviation improvement in teacher ability
for that subset. Although our sample differs somewhat, these estimates provide values that
can be used in our setting as estimates for the benefits of a similar policy based on teacher
replacement.

Our model and estimates offer a way of raising teacher productivity by an equivalent
two standard deviations, on average, through an incentive-based reform. The reform we
propose has two aspects: setting tougher test score targets for students who are currently
non-marginal, and altering the value of the NCLB sanction (or reward under a comparable
pecuniary scheme). While NCLB does not offer financial rewards or penalties, we assume
teachers assign a monetary equivalent value to the NCLB sanction, which we denoted b7/
in the model and discuss in more detail below.

The required two standard-deviation performance improvement can be attained with an
incentive-based reform by first increasing the fraction of marginal students in each classroom

t.41

from the current sample average, 26 percent, to 86 percen This is accomplished by making

49The literature has also focused on reducing the attrition of the highest rated teachers. However, existing research
(Chetty et al., 2014b) suggests that such a focus on the top is a less cost-effective (ability-oriented) reform than
replacing the lowest rated teachers.

4INon-marginal students with predicted performance above the NCLB accountability target constitute 60 percent
of our sample. It is therefore possible to increase the proportion of marginal students in each class by 60 percentage
points (from the 26 percent average) by setting more difficult test score targets for non-marginal students.
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T nclb

g student-specific (instead of fixed within grades, as under NCLB) in

test score targets y
order to make more students marginal with respect to their targets, thus attaching stronger
effort incentives to a greater fraction of students in the classroom. To see this, continue to
assume that the cost of teacher effort is given by c(e) = Ze? (Assumption 3 from the model)
and use the equation for optimal effort (equation (11) from the model) to write the effort

decision of any teacher j as

N.
b“bcsf(Qs) + \I”<Rst) e h(y}"db — VYijrg—1s't—1 — G5 — Cigst)

27
dNgst dNg (27)
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When the target y] " is set closer to a given student’s predicted score, it increases
the value of directing an additional unit of effort to that student, captured by h(yg’”db —
VYijrg—1st—1 — A — €igst). A regime with student-specific targets thus increases each teacher’s
effort by making a greater fraction of her students marginal. In addition, holding all else
constant, making more students marginal with student-specific targets reduces the school’s
expected pass rate Ry, which creates stronger incentives to exert additional effort to all
students attending the school. This follows from the marginal benefit of effort being a
decreasing function of the school’s expected pass rate (that is, ¥’ (Rst) is downward sloping).

In equation (27), both the classroom- and school-level mechanisms work to increase
effort, and the reduced-form estimates in Table 3 imply that a 60 percentage-point increase
in the proportion of marginal students results in a performance improvement of 0.17 standard
deviations of the test score, on average — equivalent to the impact of nearly a one standard-
deviation increase in teacher ability.*?

We achieve the desired additional one standard-deviation performance improvement by
raising the value of the NCLB sanction. As mentioned, NCLB does not offer financial
rewards or penalties, but we assume teachers assign a monetary equivalent value to the NCLB
sanction, which we denote b". In particular, suppose the marginal benefit of improved

school-level performance under NLCB is given by W’ (Rst) = 0" A(R,;), where " is the

monetary equivalent of the benefit derived from better performance under NCLB and A(-)

42To see this, use the estimated effort effects and sample sizes for each grade in Panel (a) of Table 3 to construct
the following average effect across all grades: 2112(1.55)(0.6) + 2323(4.39)(0.6) + 2375(2.41)(0.6) = 1.72 developmental
scale points. From Table 1, the standard deviation of the test score across third, fourth, and fifth grade is approxi-
mately 10 developmental scale points, implying that the proposed reform results in a (£22) 0.17 standard-deviation

10
improvement.
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is a decreasing (but always positive) function of the schoool’s expected pass rate. Equation
(27) then implies that teacher effort is increasing in the monetary equivalent of the sanction,
b"’® making it is possible to raise effort further by increasing this value. Our reduced-form
estimates imply that a sanction set at 140 percent of its current value results in an effort-
driven performance improvement equivalent to the required extra one standard-deviation
improvement in teacher ability.*?

In this way, the proposed incentive-based policy results in a benefit comparable to replac-
ing the bottom five percent of teachers (in terms of value-added performance) with average
draws from the distribution of teachers. The first part of the proposed policy — setting
student-specific targets to increase the fraction of marginal students across classrooms — is
costless (aside from any administrative disruption). The second part involves setting a dif-

ferent monetary value for the NCLB sanction and is therefore associated with new costs. We

quantify the costs in the following subsection.

VII.B. The Cost of Each Reform

Comparing the costs of the ability-based and incentive-based reforms, the ability-based re-
form creates increased employment risk for teachers throughout the distribution, as esti-
mation error in value-added measures implies that any teacher can score in the bottom of
the value-added distribution with non-zero probability. Rothstein (2015) finds that compen-
sating teachers for the increased risk requires a mean salary increase across all teachers of
1.4 percent, which amounts to an average increase of $700 per-teacher in North Carolina,
where the mean salary is approximately $50,000. We therefore assume that implementing

the ability-based reform in our setting comes at an additional cost of $700 per-teacher.

VII.B.1 A Cost-Effectiveness Upper-Bound

Since there is no monetary bonus or sanction under NCLB, the analogous per-teacher cost
of raising effort through NCLB-type incentives is not immediately apparent. That said, our

estimates of the contemporaneous and persistent effects of teacher effort can be use to derive

“3Note that a 60 percentage-point increase in the fraction of marginal students achieves a one standard-deviation
ability increase in effort (from footnote 42). An average proportion of marginal students of 86 percent thus achieves
a 1.43 standard-deviation-of-ability effect (that is, (0.86/60) * 1 = 1.43), implying that a two standard-deviation
performance gain is achieved by a sanction that is 140 percent (2/1.43) of the current value.
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an upper bound that the monetary equivalent of the NCLB sanction would need to be no
greater than in order for the proposed incentive reform to be cost-effective.

To calculate that upper bound, we note above that our proposed reform involves setting
a value for the NCLB sanction that is 140 percent of the current (unknown) monetary
equivalent value. In that case, the resulting effort-driven improvement in teacher performance
is equivalent to a two-standard deviation improvement in teacher ability, as we showed above.
It is important to note, however, that the improvement under the incentive-based reform is
realized throughout the entire distribution of teachers while the improvement under the
ability-based reform is realized only within the subset of the bottom five percent of teachers
(in terms of value-added). Thus, achieving a comparable average improvement with the
incentive-based reform requires a sanction that is only 7 percent of the current value.**

If the monetary equivalent of the NCLB sanction is therefore less than $10,000 (i.e.
$700/0.07), a sanction that is 7 percent of the current value results in less than a $700
increase in per-teacher costs. This upper bound for the monetary equivalent of the sanction
is calculated by setting the contemporaneous effect of the incentive-based reform equal to the
contemporaneous effect of the ability-based reform. Our estimates of the persistence rates
of teacher effort and ability indicate that the effects of effort decay faster than the effects of
ability, implying that the benefits of the incentive-based reform fade out faster in the longer
run. We therefore adjust the upper bound of the cost-effectiveness threshold downward to
reflect the differential persistence of effort and ability, deriving a long-run upper bound of
$3,200 for the monetary equivalent of the NCLB sanction.*> The incentive-based reform is
thus more cost-effective than the ability-based reform in the long run if the NCLB sanction

is valued at less than $3,200.

44Gince the ability-based reform affects only 5 percent of teachers, we divide 140 percent by 20 to arrive at the 7
percent value.

43The long-run comparison depends on how effort effects persist beyond one year — an issue we intend to investigate
in future work. For now, we note that Figure 7 shows that the effect of ability on test scores four periods into the
future is 46.3 percent of the ability effect one period into the future (i.e. 0.19/0.41). Assuming a similar pattern for
the effects of effort, the effect four periods ahead amounts to 6 percent (i.e. 0.13*0.463) of the initial effort effect.
Thus, four periods forward, the incentive reform achieves 32 percent of the effect of the ability reform (i.e. 0.06/0.19).
Scaling the short-run threshold by 32 percent (i.e. $10,000%0.32) thus results in a long-run sanction threshold value
of $3,200.
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VII.B.2 FEstimating the Per-Teacher Monetary Equivalent of the NCLB Sanction

Our current estimates are still uninformative as to the actual costs of the proposed incentive
reform. Determining the cost of a performance improvement due to greater effort is chal-
lenging (as mentioned) because NCLB incentives are not associated with monetary bonuses
or penalties.

To address this challenge, we propose an approach that involves three steps: First, we
calculate the degree to which school responses to NCLB lowered the probability of passing
the ABCs, relative to the counterfactual scenario in which NCLB was not enacted; the
differences in these passing probabilities combined with the ABCs bonus payment determine
the expected financial loss each school brought upon itself by responding to NCLB. Second,
we use the expected financial loss along with our estimate of how schools respond to changes
in ABCs targets from Section VI to determine the relationship between financial incentives
and educator effort. Third, we use this relationship and the observed NCLB effort response
in 2003 to infer the monetary value educators place on the NCLB sanction, thus allowing us

to obtain a cost estimate of the proposed incentive-based reform.

Calculating School-Level Reductions in ABCs Passing Probabilities

We calculate school-level growth scores under the ABCs in 2004 for each school in the
counterfactual scenario where NCLB was not enacted, following the aggregation rules set
out under the ABCs and substituting in values from our model where appropriate. In
particular, since the ABCs measure performance using contemporaneous test scores and
set targets using prior scores, we require counterfactual test scores for each student from
both 2003 and 2004. Here, we use the predicted score in 2003 as the 2003 test score that
would have occurred without NCLB and the counterfactual predicted score from 2004 as
the test score that would have occurred in 2004. The differences between 2004 performance
and the ABCs target (which uses lagged performance from 2003) for all students are then
used to form school-level ABCs growth scores by following the aggregation rules under the

program.*® Using the model notation, the school-level growth score is given by

46While the model in Section IV abstracts from some of the detailed rules for calculating school-level ABCs scores,
this calculation follows those rules precisely. In particular, we sum the weighted and standardized grade-and-subject-
specific average differences between realized and target growth within each school.
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We also calculate school-level growth scores under the ABCs in 2004 in a scenario in
which schools only respond with additional effort in 2003. We do not incorporate 2004
NCLB and ABCs effort responses into the calculation, as we are interested in isolating the
reduction in ABCs passing probabilities caused by the initial response to NCLB. In this
case, we take the prior score for each student to be the realized prior score and the test score
that would have occurred in 2004 to be the sum of the counterfactual predicted score and
the persistence of the effort response from 2003. We again calculate the difference between
2004 performance and the ABCs target for each student and use these differences to form
school-level ABCs growth scores.?” In terms of the notation used in the model above, the

growth score in this case is given by

G Yijgst T 766%61?715%71 — Q¥Yijrg—1s't—1
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With school-specific ABCs growth scores, we are able to calculate the school-level prob-
ability of passing the ABCs, which is governed in our model by F(-), the cumulative density
function of average random fluctuations in test scores at a given school. We represent F'(-)
using a normal distribution with mean zero and assess the sensitivity of our analysis to a
variety of possibilities for the standard deviation of this distribution. Specifically, we let the
standard deviation of school-level randomness vary from 0.1 to 1 developmental scale points
in increments of 0.1.*® In each case, we calculate the school-level probability of passing the
ABCs with only the 2003 NCLB response, the probability of passing the ABCs assuming
that NCLB was never enacted, and the difference between the two, reflecting the degree to

which each school lowered the likelihood of passing because of their effort response to NCLB.

4"For both the scenario in which NCLB never occurred and the one in which we examine NCLB’s impact on ABCs
passing probabilities, we use realized reading scores as 2004 predicted reading outcomes in the calculations. ABCs
reading targets depend on both prior math and reading scores, however, so despite using realized reading scores as
2004 outcomes in both scenarios, we do change the ABCs reading targets to incorporate prior counterfactual math
scores where appropriate.

48For comparison, the standard deviation of the school-level ABCs score under the counterfactual scenario in which
NCLB was not enacted is 0.34 developmental scale points. Although not reported, using even smaller values that are
between 0.01 and 0.1 for the standard deviation of randomness does not alter any of our conclusions.
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The reduction in the ABCs passing probability due to the NCLB effort response is given by

Gs
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All else equal, the NCLB response decreases the likelihood of ABCs target attainment be-
cause the persistence rate of effort (7€) is lower than the persistence rate of non-effort inputs.
Since the ABCs program does not distinguish between sources of test score gains, ABCs tar-
gets increase at higher rate than the stock of knowledge with which students enter the 2004
academic year, making the targets more difficult to attain than in past years. The deviation
between the two persistence rates is critical to our method for inferring the monetary equiv-
alent value of the NCLB sanction, as it ensures that NCLB responses resulted in expected
financial losses (and associated effort responses) under the ABCs.

Panel (a) of Table 6 provides a summary of the school-level passing probabilities under
each counterfactual scenario. For a 0.1 scale-point standard deviation of noise, the average
difference between the two passing probabilities is 19 percentage points, while it is 8 per-
centage points for a 1 scale-point standard deviation of noise, and monotonically decreasing

in between.

The Relationship between School Effort and Expected Financial Loss

With the reduction in ABCs passing probabilities for each school in hand, we quantify the
relationship between expected financial losses and school-level effort in two steps. Central
to our approach is the implication from our model that average school-level NCLB effort
from 2003 is the primary determinant of the NCLB-induced change to each school’s ABCs
passing probability and, correspondingly, each school’s expected financial loss in 2004.

As our first step, we note that the analysis in Section VI already establishes an indirect
relationship between expected financial losses under the ABCs and teacher effort. In par-
ticular, we showed that student test scores in 2004 depend positively (p = 0.33) on average
school-level NCLB effort from 2003. We interpret this relationship as reflecting an indi-

rect relationship between expected financial losses under the ABCs and the associated effort
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Table 6: School-Level ABCs Passing Probabilities and Estimates of NCLB Effects

Standard Deviation of 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1
School-Level Error Term

Panel (a): Counterfactual School-Level Passing Probabilities

Average Passing Probability 0.73 0.71 0.68 0.65 0.64 0.62 0.61 0.60 0.59 0.58
if NCLB was only in effect
in 2003

Average Passing Probability 0.92 0.89 0.85 0.80 0.77 0.74 0.71 0.69 0.67 0.66

if NCLB was not enacted

Average Difference -0.19 -0.18 -0.17 -0.15 -0.13 -0.12 -0.10 -0.09 -0.08 -0.08
in Passing Probabilities

Panel (b): Estimates from Regression of Difference in 2004 Passing Probabilities on 2003 School-Level NCLB Effort

Effect of School-level 029 -024 -020 -0.17 -0.14 -0.12 -0.11 -0.10  -0.09 -0.08
NCLB Effort (0.03) (0.03) (0.02) (0.02) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Observations 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250 1,250

Notes: The unit of observation is a school in 2004. In panel (a), we calculate the probability of passing the ABCs for each
school, assuming NCLB only operated in 2003 and assuming NCLB was never enacted. The average passing probability
for each scenario is reported in rows (1) and (2), respectively, under each possible value for the standard deviation of the
school-level error term, as listed in the column headings. In row (3), we calculate the difference in passing probabilities for
each school across the two scenarios and report the average of these differences. In panel (b), we regress the difference in
passing probabilities on average school-level NCLB effort from 2003, and report the resulting estimates under each value of
the school-level error term. Standard errors are reported in parenthesis. Each coefficient is significant at the 1 percent level.

responses, as average school-level effort from 2003 determines the change to ABCs passing
probabilities but, conditional on student-specific effort from 2003, should not have any direct
effect on student test scores in 2004. As our second step, we estimate the relationship be-
tween school-level effort from 2003 and expected financial losses, using the resulting estimate
to scale the indirect effect of school-level effort on student test scores (p = 0.33). Scaling the
effect of lagged school-level effort on tests scores by the effect of lagged school-level effort on
expected financial losses results in the direct effect of expected financial losses on test scores,
which we assume is mediated by teacher effort. The intuition for the identification strategy
is presented in a diagram in Figure 9.

The second step — estimating the effect of school-level NCLB effort on expected financial
losses — is carried out by regressing the change in the school-level likelihood of passing the

ABCs in 2004 on average school-level effort in the prior year:

Aga000 = @ + BEmS + €52004- (31)
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The estimate B governs the magnitude by which a one-unit increase in school-level effort in
2003 lowers the likelihood of ABCs target attainment in 2004. Panel (b) of Table 6 reports
the estimated coefficients from equation (31). The coefficient ranges from —0.29, when the
standard deviation of noise is assumed to be 0.1, to —0.08, when the standard deviation is
assumed to be 1. A one unit increase in average school-level effort in 2003 thus reduces the
probability of passing the ABCs by a value between 8 and 29 percentage points.
Multiplying these values by the ABCs ‘high-growth’ bonus payment of $1500 per teacher
and scaling the estimate of p = 0.33 by the result provides an estimate of the direct relation-
ship between expected financial losses and effort-driven test score improvements in 2004. In
particular, a $1 expected financial loss under the ABCs causes an effort-driven increase in

average student test scores that is between 0.0007 and 0.0025 developmental scale points.

School-Level | # e (—0.29,-0.08) A School-Level ABCs € (0.0007,0.0025)

ﬁ/(é #1500

NCLB Effort Passing Probability S;ZZDLEQZH
in 2003 & Expected Financial Loss /”épl
p=0.33

Figure 9: Identifying the Effect of Expected Financial Loss on School Effort

Calculating the Implied Valuation of the NCLB Sanction

We use these estimates to infer the value educators place on the NCLB sanction by relat-
ing the observed effort responses to NCLB to the estimated relationship between expected
financial losses and effort. The average school-level NCLB effort gain in 2003 is 1.96 develop-
mental scale points. Combining the average effort response under NCLB with the estimates
above suggests that the NCLB sanction is valued between $784 (i.e 1.96/0.0025) and $2,800
(i.e. 1.96/0.0007) per-teacher. Based on the observed NCLB response as well as the re-
sulting variation in ABCs targets, and the ABCs financial bonus, we therefore estimate an

upper-bound value for the NCLB sanction of $2,800.4°

4OWe implicitly assume that educators respond the same way to a given expected financial loss irrespective of
whether the loss stems from the ABCs or NCLB. Conceptually, our first-order condition for optimal effort in equation
(11) shows that this assumption rests on there being one effort choice governed by one cost function. Manipulating
either the ABCs or NCLB object on the left-hand-side of equation (11) by a given amount then results in the same
change to effort decisions.

52



VII.C. A Cost-Effectiveness Comparison of the Two of Reforms

These cost calculations suggest that a program similar to NCLB that offers a bonus payment
between $784 and $2,800 per teacher when schools succeed could result in similar effort
responses to those observed under NCLB. These figures help determine the approximate cost
of such an incentive-based scheme, making it directly comparable to other policy reforms
discussed in prior work. In the current analysis, we compare our proposed incentive-based
reform to a common variant of the ability-based reform, which involves replacing the bottom
five percent of teachers.

Our estimates of the contemporaneous and persistent effects of teacher effort imply a
target long-run upper bound of $3,200 that the incentive reform would need to satisfy for the
monetary equivalent of the NCLB sanction in order for the proposed incentive reform to be
cost-effective relative to the ability reform. The (upper bound) estimate of $2,800 that we
estimate for the per-teacher cost of NCLB incentives falls below this threshold, suggesting
that the proposed incentive-based reform is potentially more cost-effective than the ability-
based reform. Recall that we only require a sanction set at 7 percent of its current value for
the incentive-based reform to achieve a benefit comparable to that under the ability-based
reform in the short run. Taking $2,800 as the true value of the NCLB sanction, 7 percent
of the sanction amounts $196 per teacher. Scaling this value to account for the effects of
effort amounting to only 32 percent of the long-run effects of ability implies that the required
per-teacher cost of the incentive reform amounts to $612.50, or 87.5 percent of the $700 cost
required to compensate teachers for increased employment risk under the dismissal-based
reform.

As a final comparison between the two policies, recall that the ability-based reform affects
only a pre-determined fraction of teachers who fall in the bottom of the teacher performance
distribution. Our calculations of the costs and benefits of the incentive-based reform are
scaled to account for this feature of the ability-based reform, thus allowing us to compare
the two policies directly. However, it is important to note that the incentive-based reform
can be scaled to affect the effort decisions of the full distribution of teachers, while the

ability-based reform is limited in this regard.®® Thus, the incentive-based reform potentially

59To see why, note that the ability-based reform entails firing the bottom 5 percent of teachers and replacing them
with a random draw from the full distribution. In expectation, a newly drawn teacher’s value-added is equal to
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provides a viable, cost-effective policy lever for improving average teacher performance.

VIII. CONCLUSION

Incentive-based education policies have become increasingly widespread over the past two
decades. Yet how they compare with alternative types of education policy has remained
under-explored, in part because of a lack of a framework for quantitative comparison. This
paper proposes such a framework, allowing the cost-effectiveness of incentive-based policies
to be computed alongside that of rival policies for the first time.

On the benefit side of the cost-effectiveness calculation, we presented an approach per-
mitting us to separate out teacher effort, which is responsive to education incentives, from
teacher ability, which is not. This allows us to gauge the respective impacts of effort and
ability on contemporary scores. Further, we measured the extent to which of these two
potentially important education inputs persist differentially.

Central to our approach was a novel identification strategy taking advantage of a natural
experiment associated with the introduction of a federal accountability program in a setting
— the state of North Carolina — where accountability incentives already operated. Specifi-
cally, we drew on the proficiency-count design of NCLB to construct a measure of incentive
strength for each teacher, showing a positive relationship between teacher value-added and
this measure in the year NCLB was introduced but not in prior years. We exploited these
differential relationships over time to separate teacher quality into teacher ability and the
effort response associated with NCLB. Then to evaluate the persistence of teacher ability
and effort, we drew on a simple model of school-decision making to develop a structural
estimation strategy, which allowed us to identify the persistence of effort separately from the
effects of contemporaneous incentives. Here, we found that effort has a significant positive
effect on future test scores, but that the effect of effort persists at approximately 32 percent
of the ability effect.

Together, our findings indicate that the effort margin is first-order: teacher effort is both

the mean value-added, implying that the marginal benefit of such a policy is declining as the dismissed teachers
come from progressively higher positions in the value-added distribution. One would eventually face the prospect
of dismissing teachers with above average value-added. At this point, the policy yields negative returns and forces
a switch to policies geared toward retaining high-performing teachers, which the literature has already shown are
inferior to policies based on dismissal.
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a productive input and one that is responsive to incentive variation in a systematic way,
with longer-term benefits for students.

Based on these estimates and the model, we were able to explore the cost-effectiveness
of incentive reforms alongside alternative education reforms discussed in the literature. Our
illustrative analysis indicated that using formal incentives constitutes a viable alternative
means of accomplishing the goal of raising student and school performance, and can be more
cost-effective than competing ability-based reforms.

The general approach serves to open up a fuller comparison of the cost-effectiveness of
alternative policies, based on further refinements to the estimation approach we develop —
for instance, looking at the longer-run persistence of effort. These are areas we are exploring

in ongoing research.
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A. MATHEMATICAL APPENDIX

Proof of Proposition 1

The first-order condition for teacher effort (equation (11)) can be written as

h(m; — e%'cglgt)

babcsf(r:)

1
+ U (R,
Ngst ( t) Nst

= C/(eijgst)v

where m; = ygT’”db — Uijgst- The ABCs component of effort babes f (F:)ﬁ and the school-level
component of NCLB effort ¥’ (Rst) are common to all students within a school and are

therefore ignored throughout the proof.

The proof focuses on the student-level component of NCLB effort, h(m; — e%”s’t), and proceeds
graphically with the aid of Figure 10 below, which maintains the assumptions that h(-) is a
unimodal distribution and that the marginal cost of effort is linear. Panel (b) of the figure
depicts the effort solution to the first-order condition for the intermediate value of §* that

results in maximum NCLB effort. The value ¢* is such that the solution to the first-order

condition also satisfies e* = ygT”w”’ — y*. Here, the distance between the target and the
predicted score, mf =y — * is relatively small in absolute terms. As ¢ decreases below

U*, increasing m; and moving A(-) to the right, the intersection with the marginal cost curve
occurs at a lower level of effort, as shown in panel (a). Panel (c) shows that increasing ¢ far
above y* decreases m; (but increases it in absolute terms relative to 7*), shifts h(-) left, and

also results in a level of effort lower than that under g*.

Thus, students with either high or low predicted scores receive less effort than students with

intermediate values of predicted scores. ]
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Figure 10: Graphical Depiction of NCLB Effort
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