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1. Cauntry context'

The Swedish system for remuneration of teachers is unique from an international comparative
perspective in that it doesnot involve fixed pay ladders, bu is based on a decentralised
individual pay scheme. Currently there is no ceiling but an agreedminim un salary after one
year of probationary employment for newly qualified teachers. The system was implemented
in 1996 followingyears of negotiations bet ween the teacher unions and the local employment
authorities Amajor question to ask is how it was possible to abolish apay system, which
indeedhad a very strong support amongteachers and stakeholders? A centrally controlled
sysem with fixedpay ladders had been considerednecessary for maintaining similar pay and
employment conditions across regions and municipalities in Sweden. Such conditions were
further seen as important in ensuring equal opport wnities in terms of quality of education.

In order to answer the albove question it is important to realize that the move towards
decentralised individualised pay should be sen in light of other reform initiatives geared
towards decentralisation, dereguation and local independence. From such a perspective, it
could be argued that the shift to an individualised pay scheme was an inevitable outcome in
the change of governance struct ure. Individual based pay was already in force amongother
professional groups employed by the local municipality. It reflected a general trend in the
public sector as a whole andteachers were thus late in switching over to this sy stem.

The reason for introducing a decentralised and individualised pay sy stem wasto give the
employersresponsibility for pay settingin order to stimulate improvement in effectiveness,
productivity and quality at the workplace. An important part of this reform was to improve the
recruitment and retention of teachersandto link pay to performance.

The new system has now been in place for eight years with two consecutive collective
agreements. An important question is then to what extent the intended o utcomes have been
accomplishedand whether it is possible to discern any impact on quality, efficiency and
equality, issues normally of concern for policy makers. It is interesingto note that over the
course of time there has been a major shift in view points from teachers’ perspectivesfrom a
very negative attitude towards a majority of teachers in favour of individualised pay. There is
still some way to go kefore it is possible to reap the full benefit of thisreform, but it is clear
that the advocatesof individualised pay have been able to mohilize enough support for it to

stay.

T his paper attempts to answer the issuesraisedabove by providing an overview of the
individualisedpay system, how it functions, conditionsnecessary for its implementation and
major obgacles still remaining. To provide an understanding for why it was decided on, the
circumstancesandother major reforms leading up to its adaptation will be discussed as well.

! Acknowl edgements: The author would like to thank Staffan Lovenborg och Ken Johnsson a the Swedish
Associaion for Loca Authorities; Mats Einefors at National Union of Teachers in Sweden; Ove bhanssonat
Swedish Teachers’ Union; Mik ael Crona and Tore Hamnegard at Swedish Associ ation of School Prindpals and
Education Directors; Christer Ronilson at OFR (The Public Employees’ Negotiation Council) and Roger
Svanborg at Ohrlings,Price WaterHouse Coopers for o flering their time and exp erience and for providing useful
comments. A special note of gopreciation isdirectedto the principals and nmunidpality officias in Botkyrka,
Enkoping, Bnképingand Stodkhol m for contributing valuable insightsintothe funcioning of theindividualised
payat the schooland municipality leve.



Unions have played an important role in shaping labour market policies in Sweden and not
any less in the cas of teachers. Some 80 percent of the work force is unionised and over 90
percent of teachers belong toa wnion. It is fair to say that it wouldhave been very difficut to
push through an individualised pay system without their contribution. Thus, a great deal of
attention in this paper will be devoted to the role of unionsin the adoption of the
individualisedpay for teachers.

The content of this paper is based on reviews of government and union documents and
interviews with representatives from the unionsresponsible for the bargainingand wage
formation process, officials from local governments (municipalities), andschool principals.

2. Major educational reforms during the 1990s
2. 1 Decentralisation

Duingthe lag 15 years the Swedish educational system has experienced dramatic changes. A
shift in governance from centrally controlled to local decision-makingis probably the most
import change, with huge implications for the nature and conditions of teacher’s work. In
short it implies that the Parliament and Government have overall responsibility for schooling,
shape national school policy, set objectives andadopt instruments for implementation and
evaluation, and the local m unicipal authorities have full regponsibility for allocating
resources, organizingandoperating school services andensuring that schoolshave the
necessary staff (Ministry of Education and Science, 2003).

Budget constraints and the need to rationalize

The change in governance was cecided on in early 1990s. It was preceded by several years of
political discussions andreform efforts to deregulate and increase local responsihility in the
public sector, with a view to enhance efficiency andallowfor more local decisions in t une
with the needsof citizens. This could probably be sen in light of a strongpolitical
commitment to egalitarian values entailing, amongother things, the provision of more
education for all regardless of geographical location and socio-economic background T his
ambition, couled with other welfare reforms, made the public sector grow very fast during
the 1960sand 1970s. It was accomplished by allocatingmore resour ces for public spending,
which was possible given the fact that the economic growth rate was high duringthisperiod.
The slowdown in economic growth rate near the end of the 1970smace it more obvious to
policy makersthat an expansion andimproved quality of social services couldnot be
accomplished without improvingthe efficiency in the public sector. The budget constraint
facingthe public sector also affectedthe amount of resources that could ke allocatedto the
educational sector. The salaries for teachershad stagnatedandhad declined relative to other
professions with amilar educational profiles. It was especially noticeable in comparison with
the private sector.

Unclear division in managing teachers
There wasyet one other condtion related to teacher employment that wasa major concem for

politiciansandpolicy makers, egecially at the local level, andthat was the unclear dvision
of respongbility between the central government and local mwnicipalitiesin managing



teachers. While the sole responsibility for teachers’ employment condtions including
working hours and pay were in the hands of the central government, it was up to the local
municipality to ensure that schools were adequately staffed In effect, the municipalities were
in charge of running the schools, including provision of buildings, textbooks, transportation
and meals, etc. They were further in charge of hiring all staff, including not only custodian
and other support staff, but also teachers. However, they did not have anything to say when it
came to decidngon employment conditionsand salaries for teachers. For instance, they had
little control over howto allocate teachers’ instructional time in order to fit local needs. The
central government indirectly controlledthe number of teachers through fixing the number of
contact hourstogether with agrant system that waslinkedto the number of teachers
necessary to maintain this directive.

Diminishing resources and the needto accommodate increasing demand for high quality
education called for rationalisation and improved efficiency. It was thus astrongpolitical
support for deregulation andmore local control, given budget congraints and unclear
regponsibilities in managingteachers.

The school management system

The devolution of authority from the central to the local municipalities was formally
accomplishedin 1991 through two acts (Government Bill 1989/90:41 and Government Bill
1990/91:18)*?, whereby the first let the local atthorities assume full responsihility of
teacher’s employment condition and salary andthe secondact spelledout the principles for
division of regponsibility between different actors in the system. Teacher remuneration was
still basedon a fixedpay scheme, which was not abandoned until 1995. The principle of
governance became the one of managing by objectives, which means that the state exercises
control by settingobjectivesandcontrollingoutcomes. The local authorities then decide,
within the framework adopted by Parliament and the Government, how education is to be
organized andprovided, and what resourcesto allocate for thispurpos out of the overall
budget. At the same time the sysem of state funding for education changed from a system
basedon the number of teachersto asector grant that allowed municipalities to distribute the
resources for different purposes across schools. However, thissystem didnot survive for very
long, andin 1993 the money previously earmarkedfor education wasincorporated into a
general block grant, which allowed municipalities to freely distribute resources across its
different areasof responghilities

The role of unions in the change of governance

T he teacher unions initially fiercely opposedthe change of authority fearing that employment
conditions would be worsened if the municipalities were to be given more power. Centrally
regulatedemployment conditions wouldensure equality acrossthe country, which would be
jeopardised with local governance, since the local government was perceivedas being more
subjective as a decision making body.4 Gven the power of unions, what made them accept
the proposed change in govemance? To understandthis we need to look at the situation for

2 Prop.1989/90:41. om kommunalt huwudmannaskap for larare, skolledare, bitradande skolledare o ch
syofunktiondrer.
3 Prop 1990/91:18. Ansvaret for skolan.

This view was alsoshared bythegovernment (seeProp. 1988/89:4, om skolans utweckling och styrning).



teachers prior to the reform. As mentioned earlier, teacher salarieshadlo ¢ itsreal value
duringthe 80sand with limited resour ces there was little hope to se an improvement in the
near future.

Futhermore, despite political ambitionsto narrow the gap bet ween different categories of
teachers, in late 80s there were gill dfferences in status and employment conditions, such as
salaries and regulated working time between different categories of teachers, e.g. primary
education andvocational education teachersversusteachers in secondary education. T his was
by some viewed as unfair and by others justified on the grounds that teachers certified for
upper secondary education had more years of schoolingand were teachingin subjectsthat
required more time for preparation. Those holding a more egalitarian view claimed that the
amount of preparation time for teachers in lower and upper secondary education wasnot the
same across the different subjects. Thus, those who were critical of the curent system
favoured achange in employment conditions to make it more similar for all teachers. The
unionisedteachers either belonged to the teacher unions of the Confecderation of Professional
Employees (T CO) or the teacher unionsof the Swedish Confederation of Professional
Association (SACO). The teacher union of TCO was the Swedish Teachers’ Union
(L&rarforbun dat)sandthe National Union of Teachers in Sweden (Lararnas Rik sforbund) was
the teacher union of SACO. While the Swedish Teachers’ Union have mainly represented
primary school teachers, preschool teachersandrecreation leaders, the memtlers of the
National Union of Teachers have been lower and upper secondary education teachers. T oday
the Swedish Teachers’ Union has 220, 000 members while the National Union of Teachers
has about 80, 000 mem bers.

Given the situation, it is fair to say that the union mainly representingprimary school teachers
and pre-school teachers, i.e. the Swedish Teachers’ Union hada strong bargaining position.
They were in a position of bargaining for significantly improved condtions. In fact, prior to
the decentralisation their demands for fewer hours of instruction for primary school teachers
and the same ending salary for primary school teachersas for those working in upper
secondary education were approved. It could be arguedthat their demands were prolably
accepted gven the ecalitarian view in Sweden. However, even secondary education teachers
got a dramatic pay raise (25 percent on average in just couple of years) at the same time,
which was probably sufficient to convince both unionsandtheir membersto accept the
devoluion of authority of teachers’ pay and working conditions to the local govemment.
Although the shift in governance didnot occur without frictions, in fact, the period aro und
late 1980sis congdered to be one of the most turbulent areas in the history of educational
policy; it shoud ke notedthat both unions, at least at the central level, hadcome to realise that
there wasno point intrying to stop the reform initiative given the strong political support for
this to happen.

Winners and losers in the shift in managing teachers from the central to the local government

Given the approved claims for less instructional time and higher ending salary, it is generally
perceivedthat teachers in primary education were clearly the winnersin the early face of
decentralisation when the local authorities assumedfull reonsibility over teachers’ working
conditions. Several representatives from the teacher unionsargue that teachers in upper

® There wasy et another teacher union part of TGO for vocational edu cationteach ers (Fackl ararforbund et), which
later merged with the Swedish Teachers” Union (Lararfotbundet).



secondary education, especially older teachers in math and science benefited lessfrom the
change in governance since they didnot experience significant improvement in their working
conditions despite more years of schooling andlonger preparation time required for teaching
in upper secondary education.

2.2 The shift from a fixed pay ladder to individualised pay

T he shift in responsibility from the gate to the local municipalities didnot involve a change in
the pay system. It was not until 1995 that the system with afixed ladder was replaced by an
individualised pay scheme. This wasthe result of several talks and discussions bet ween the
Swedish Association of Local Authorities (SALA), the union representingthe employers i.e.
the country’s 290 local municipalities, and the two teacher unions.

The approval of an individualised pay raisesa number of questions. First, why did the change
from fixedpay to an individwalised pay becomeanisste in the firs place? Second, why did
the unionscome to accept it given the previously expressedlack of confidence in the local
government’sability to make unbiased decisions? In addition, an abandonment of a fixed pay
scheme wouldentail a loss of security for teachers since there would ke very few guaranteed
raises.

Efficiency concems

Referringto the first question, why it became an issue in the first place, the local
municipalities were already in a better position of runningthe schools at the time when they
assumed full responsibility over the management of teachers. However, a change in the
governance structure didnot imply more reso urcesto the educational sector. In fact, in the
early 1990s Sweden experienceda downturn in economic growth, with the highes
unemployment rate since the Depression. The increasing num ker of school-age children as
well as old peop le was an addedstress that posed areal challenge for the local municipalities.
Thus, there was an apparent needto improve the efficiency in all sectors by better use of
available resources. Teacher salaries were amajor part of the school budget, but both
teachers’ workinghours (strictly controlled) and salaries were decidedin central agreements,
which the municipalities consideredto be major otstacles in the optimal use of existing
resources andthus inachieving higher productivity. The isue of assuming control over
teachers’ workingtime, although not elaboratedin thispaper, wasand is gill a big issue for
the employers’ association as well as for the unions The regulated working hours in the
central agreement has been relaxed somewhat since then. To ke precis, the local
municipalitieshad a vested interest in an indvidualisedpay asan incentive or insgrument to
reward effective teachers, which would, in their view, make the valuable teacher resour ces
better utilized

What made the unions reach the final agreement to introduce individualised pay?

There is a strong consensus among the teacher wnions, the employers’ association and
indepen dent researchers on why an agreement was finally approved. The reasonscan be
describedin terms of (1) change in the drection of cooperation amongteacher unions; (2)



deadlock in the negotiations between SALA and the teacher unions; (3) decision to take
charge of school development.

Change in direction of cooperation among teacherunions

After disagreeing quite heavily before municipalities assumedfull responsibility of managing
teachers, the two teacher unions became partners around 1992 and decided to cooperate on
important issues instead of tryingto oppose each other. This was amajor turn which gave
them much more barginingpower over the employersassociation. The isue of
individualised pay was raisedalready then, but the members (teachers) were not ready to
embrace such a changg, fearing that the subjectivity of the local govemment woud dctate
employment condtions, which would play out differently across municipalities.

Deadlock in the negotiationsbetween SALA and the teacher unions

The economic crisesandthe municipalities demandfor increased control over working hours
as well asindividualisedpay didnot leave much incentive for the employers to raise teacher
salaries. The prevailing situation in the early to mid 1990s can be described as a ceadlock or a
status quo sit uation in which there would be few possibilities to improve the development of
teacher’s salaries witho ut acceptingthe municipalities claim for individualised pay and local
control of teachers’ time. T he teacher unions also hoped that an individualised pay would lead
to a wage drift, thinking that the wages determined locally woud collectively increase beyond
what is promisedin the agreement centrally.

Unions decide to take charge of school developm ent

Perhaps the most important and interesting point was the joint declaration signed by teacher
unionsthat their role wasto promote and be in charge of school development (T he Swedish
Teachers’ Union, The National Union of Teachers in Sweden andthe Swedish Association of
local Authorities 1996)6. This is because unions often are perceived as opposingchange and
striving for maximising their members own utility without taking into consideration the need
of students, parents and society (See, for example, Hoxby 1996). The agreement that was
signed broke new groundsince it focused explicitly on the need for a development and
change process in the school sy stem and since the parties clearly statedthat they share
regponsibility for the development of school education andthe attainment of the agreed
objectives It shoud also be saidthat duringthe early 1990s the teacher unions in Sweden had
cometo realise that in order to improve salariesandemployment conditions of teachers they
had to improve the image of teachers by convincing society of the important role teachers
play inensuring high quality education. One could argte that the increased importance given
to education in social change andeconomic development in recent times has given the teacher
unionsa window of opportunity to improve their bargaining position by more agg essively
exercising influence over school development and quality improvement.

Futhermore, the system of managing by objectiveshas given teachersa broader mandate
when it comesto deciding on how to achieve goalsand guidelinesset by the national
government. Systematic monitoringandevaluation of school results is a key element in this

® On the Threshold of the 21stCentury, the Swedish Associ ation of Local Authorities.



sysem. All schools and local authoritiesmust prepare quality satements in which their
performance is evaluatedin relation to the national objectives (the Swedish Minisry of
Education 2003). The teachers in such a sysem are more drectly responsible for educational
design andinnovation, which is yet another important condition that offers an opportunity to
demonstrate the importance of teachersin ensuring good quality education.

2.3 The agreements
Description

The conditions of employment for teachersas regards to pay and workingtime are govemed
by agreements bet ween the employer’s organization (SAL A) and the teacher unions. In 1996
SALA andthe teacher unions concluded a five-y ear agreement, which entailed dramatic
changes in teacher working time’ and pay conditions. The centrally agreed salary scheme with
fixed pay ladders wasreplaced by an indvidual based pay sy stem determinedlocally. The
first five-year agreement was succeeded by a second agreement, which iscurrently in force
bu will expire in the beginning of 2005. T he first agreement was meant to be a transition
from the old system of centrally reguated workingtime and fixed pay ladder, whichhada
long-sandngtradtion within the school cuture. The agreement was intendedto provide
local sakeholders with the opportunity to figure out and to decide howto deal with the new
changes and let them agree on what soluion would be appropriate to achieve the objectives of
the agreement. A major part of this wasto decide on local priorities in school development
and how to relate these to means of rewarding effective teachers (Ssanborg and Sammeli
2004).

Moreover, the first agreement (OLA 2000)8 contained several yearly guarantees when it came
to teacher pay raises andthese were revisedtwice ayear. The first one was more general,
whereas the second revision wasmeant to give the employer a chance to reward teachersthat
had made an extraeffort or contribution to school improvement. It was ageed by all parties
that the second revision would lead to a 10 % additional increase in teacher pay collectively
over the five-year period. It has been arguedthat this was also one of the conditions that
persuadedthe teachers to agree to accept individualised pay. The first agreement contained an
agreedminimum salary after one year of probationary employment as well as an agreed
minimum salary after 5 years’ employment. The guaranteed salary after 5 years’ employment
was relaxed in subsequent agreement.

"The previous wo rking time system, acco rding to whi chthe teaching duty was centrally regulated for various
categories of teachers, hasbeen phasedout. In the new systemteachers’ working time isdivided into two
conponents, i.e, regul ated and unregulated working ti me. The agreed regul ated workingti me co mprises 1360
hours distributed over maxi mum 194 working days per year. During this time teachers mustbe attheir
enployer’sdisposal, which normaly means they must bein school. Unregulated working tine isthe timeduring
which teachers decide themselves what to focuson. It corresponds to 407 hoursperyear. It isprimarily intended
forpreparation and follow-up, spontaneous contactswith pupils and parents, and persona development. All
other dutiesshould be performed during regulated working time. The reason forthese changes was the need to
eliminae obstacles towards a more flexibleapp roachto pupils’ learning. Prior to 2000 centra agreements
regulated the numberoflessons, i.e., the teaching load, during each school year.

8 9venska kommun Wrbundet: OL A2000, Stockhol m Komnentus Forag.1996.
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The second agreement (OLA 00)9’10, which entered into force on April 1, 2000, isa further
development of the first agreement. The newageement differed from the earlier on two
acoounts: (1) there are fewer guaranteedamounts in termsof araise (2) the link between
performance andpay wasmore clearly elled out in the sense that the agreement firmly
statedon what grounds pay stting shoud be based First of all, teacher salaries should ke
linkedto the objectives cecided by the local government with regard to political goals and the
need to recruit and retain effective teachers with consideration taken to budget constraints.
Secondly, the salaries should be an instrument in encowagnghigher levels of productivity
and efficiency in achieving sated goals. Thus, the agreement sressedthe importance of
establishing well definedcriteria for evaluatingteacher performance. Third, the agreement
emphasised the increasedresponsibility of different levelsof local managers including school
principals andthose workingin municipal administration. The devolution of responsibility to
the local level entailsthat it is up to each municipality in collaboration with the local
stakeholders to decide on what criteria to use that would be most appropriate in achieving
local goals. The school principals are also rewardedon the basis of the attained results, e.g., to
what extent the school has been able to deliver whatever the local municipality requires.

While the purpose of the first agreement was to give the municipalities and schools a chance
to adjust to changed condtions, the second agreement expectsmore in terms of
implementation'®. That brings us the question of implementation andhow the wage
formation and pay settingis carried out.

3. Implementation and remaining obstacles

Within the framework of the agreement, the local municipalities and the sakeholdershave the
right to choose one out of two procedures for wage setting, either through a dialogue between
the teacher and closes manager (often the school principal) in charge of determiningthe wage
(the dialogue procedure) or through ordinary negotiations, which means that the local trade
unionsare actively involvedin negotiating the salary for their members. Often this implies
that the local parties agree on the total share of the municipality budget that should be
allocated to teacher salaries andsometimeshow it shoud be distriouted across different
schools and individuals. When the dialogue procedure is used, the local trade unionshave less
influence andthe main responsihility isplaced on the closest manager. The procedure for pay
review accordngto the dialogue procedure should be as follows: the employer presentsthe
rationale kehind planned pay review before presenting a pay review proposal to an individual

% svenska kommun forbundet, Arbestgivar fsrbundet KFF (2001): OL A00, Stodkholm Kommentus Forlag.
2001.

10 sy enska ko mmun B roundet, Svenska Kommun fobundets redogd relse ®r OLA 00 med L & arnas
Samverkansrad, Stockholm: Ko mmentus Forlag. 2001.

" Thisentails aminimum salary after one year’s employment, which is lower than whatis acually offeredto
beginning teachers; 4 + 2 percent in first two yearly revisions anda general salary increase of minimum 20 % in
total forthe country & a whole forthe five-yearperiod; this means that in some municipalities there will be
more while in othersless.

Howeverifone paty, either the central or thelocal trade/teacher union,is dissatisfied withthe develop ment

of local negotiations, notice may be given toterminate the agreenment.
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employee, the employer passes it thereafter on to the local trace union of which the employee
isamember. If the trade union doesnot call for local negotiations, the employer’s proposal is
accepted.

Since the purpose of individual based pay isto link salaries with objectives and performance,
both SALA and the teacher wnions at the central level agree that the preferredprocedureis the
one that encourages a dialogue between the teacher andthe closest manager. However,
realising that not all municipalities have reached a point where the unionsandthe
municipality adminigration feel confident enough to delegate full responsibility to the closest
manager, SALA andthe teacher unionshave agreedto allow the option to conduct the pay
review through an active involvement by the local trade unionsand the local municipality
officials. Judgingfrom howthe central agreement (OLA 00) is form uated and through the
interviews with representatives from the trade unions and SALA, it isunderstoodthat the
ultimate goal is to grant more authority to the closest manager in the pay review process. T his
couldperhaps be seen asan obviousevolution in ahighly decentralised system for
educational decision-making in which the school principals are beingheldmore and more
accountable for the overall performance of the school. Nevertheless, the unions will probably
still play an important role in making sure that the pay review is conducted in a fair manner
with agreed upon criteria as a basis for cecision. In fact, in a large number of municipalities
the pay reviewis based on a combination of a dalogue between the teacher and the closest
manager and the involvement of local union representatives to at least endorse the proposed
salary changes (see the monitoring report from Lararnas Samverkansrad, 2004) B According
to thisreport only 1/3 of the municipalities have chosen the closes manager/teacher dialogue
procedure andone out of three is still usingthe traditional model of negotiation and the
remaining 30 percent is usinga mixture of the two mockls.

The explanations for not following the dialogue p rocedure, accordingto evaluationscarried
ou by the unions, are a lack of trust between the different local parties, (wnions, school
management, local administration and politicians) and unclear division of responsibilities in
regardto what should be done in terms of setting the overall salary budget and general
olyectives, which more or less boils down to a lack of understanding on how to interpret the
agreement. One conclusion to make is that it requires broad discussions and con sensus among
the different local stakeholders for asuccessful implementation of the preferred procedure.

It is, however, statedin the central agreement that the municipality and local trade unions
mst decide before the annual pay review process kegins, which procedure to followfor their
members. It istechnically possible that the unions will opt for different procedures for their
members. It should be mentionedthat if either the employers association (SALA) or the trace
union prefer ordinary negotiations, ordinary negotiations take precedence over the dialogue
procedure.

Regardless of the procedure, dialogues with the closest manager asregardto performance asa
basis for pay have been more common whereby teachers feel that they can express their views
as well. Managersare better prepared for these meetings using documents supporting their
views. However, oftentimes these meetings have focused too much on performance witho ut

13 Upp Biljning av OLA0O Djupstudie i 20 kommuner 2002-2004 Slutrapport, Lararnas samverkans rad,
september 1994,
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linkingperformance to pay condtions. It also happensthat the salary hasalready been set by
the time these talks take place.

There are currently no studies that have been abe to classify municipalities accordingto
different demographic and socio-economic condtions with regardto the wage formation
procedure. The wions have made some attempts to look at different characteristics of
municipalities but have not been able to identify any particular factors. It appearsto ke morea
matter of personal opinions of those in charge, not necessarily linked to any particular
political affiliation. However, this could be a topic for later research.

Development of criteria and evaluation of teacher performance

An important isste in implementing an individuwally based pay sysem is howto evaluate
performance. In a sysem for educational decision-making described as managing by
objectives accountability is an important agpect. According to the directives given in the
agreement, the criteria for wage setting shoud consider local objectives and priorities, which
to a large extent reflect those set by the Government and the Parliament. A prerequisite for
evaluatingteachers isthen that the process of local goal settingand the procedures for self-
evaluation are well egablished. Thisis an ongoingprocess, which seems to be improving
accordingto the National Agency of Education. However, there isstill some ways to go
before well functioning procedures for sIf evaluation is in place in all muwicipalities. As
indicated above, thereare very few guicklines issued at the central level as how to evaluate
teacher performance. Insteadthe idea isthat each municipality in collaboration with the local
stakeholders shoud cefine their own criterialinkedto what needsto ke accomplished locally.
Most municipalities have establishedsome kindof evaluation tools sometimes at the central
municipality level with the expectation that schools should further refine and develop these at
the school level. In sveral municipalities, local stakeho Iders, municipality officials and
school principalshave jointly developedcriteria for evaluation of teachers. The criteria
commonly used are quite vague andonly state wasis expectedfrom teachers in terms of
participation in school wide development and in the development of teachingmethods,
collaboration with other teachers, encouwaging sudent involvement and their desire to learn,
and provision of feedback to parents. Although it isclearly stated in the agreement that
teachers’ pay should be linked to results, teachers are often, as can be inferred from above,
evaluatedon the basis of degreesof effort and commitment ratherthan in relation to what
they have achieved in terms of statedobjectives. However, one of the municipalities
examinedhad developed elaborate evaluation tools for teacher performance, which include
both extensive criteria and clearly defined instructionson howto grade each of the criteria on
asalefrom 1to5. Theareas subject for evaluation in thismunicipality include behaviour
towards pupils; contribution to aschool climate receptive to democratic values and
differences in opinions; support of pupils’ development of their self eseem, motivation of
pwilsto learn and the ahility to adjust teachingmethods to the need of individual and groups
of pupils; collaboration with other teachers andcontribution to school wice development and
finally, the extent to which the teacher actively pursue professional development and share
new knowledge with other colleagues.

In the same municipality some criteria had also been developed to judge the overall
performance of the school. These include areasfor schoo| development agreed upon in the
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central agreement (OLA 00), such asthe extent to which the school has an effective
organisation for supporting collaboration among teachers, encouraging professional
autonomy, team responsibility, and the introduction of newteachers as well as maintaining a
good sxhool climate, encouraging teacher development and student influence and, finally, to
what extent the school issuccessful in managing resourcesand conducting self evaluations.
As in the case of the instrument for teacher evaluation, the school level evaluation is graded
onascalefrom 1to 5, with clearly spelled out criteria for each grade. On the basis of this
evaluation the schools may be allocatedan extra amount to be distributedto the teachersand
personnel working at the school in addition to the regular pay review. The development of
the evaluation tools had been a joint effort by municipality officials, local union
representatives and principals. Although the local trade unionsare involved in the wage
formation process, the school principalsin the municipality referred to above have significant
influence in cecidngtheindividual teacher’s pay. In this particular municipality there had
aloo been a massive effort to provide training in using these insruments and in the concept of
individualisedpay for all mangers at different levels in the educational sector.

4. W hat has been accomplished by a shiftin pay scheme?

Asan instrumentfor recruiting and rewarding effective teachers

The main intent with the adoption of an individual based pay for teachers wasto provide the
local management with an instrument for recruitment and rewar d of teachers with a view to
enhance performance, productivity and quality of education. The quesion is how successful
has the indvidual-based pay been in terms of achievingthese goals? One way of looking at
this isto see if there have been any changesin the dispersion of the wage structure. It is
expected that an individwalised pay system should leadto an increased digpersion as teachers
are being rewarded differently accordingto their performance. By reviewing data on teachers’
salaries it becomes evident that thishasnot occurred; the spread bet ween the bottom 10
percent and the upper 10 percent hasactually decreasedfor the country asa whole since the
new system came into force 1995 (Datasour ce: The Swedish Teachers’ Union and the
National Union of Teachers in Sweden). A major reason for this is that the demand for
teachers has exceededthe supp ly of teachers in recent years, thus forcingmany municipalities
to raise the entry-level salary for teachers.

The relatively high salaries offered to incomingteachers do not concem the trade unions since
they kelieve that this will eventually raise the pay level for the whole teachingforce. Thisis
because teachers in the system may use thisas an argument for their own pay rai<.
Accordingto the teacher unions, there are some cases where teachers already in service have
benefited from high entry salaries offered to incoming teachers Insuch municipalities there
has oftentimes been astrategic decision to put effort into recrutingand retaining good
teachers by offering financial incentives Aspointed ou by the interviewed union
representatives, this require that the school principal has significant influence over the amount
that can be allocated for salary purposes. This isnot often the case; the principal is typically
constrained by a fixed budget that may not allow for both offeringhich entry salariesand
raisingsalaries for those teachersthat deserve a significant increase.
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Another reason for atighter wage distribution could be that the highes paid teachers are, to a
large extent, leaving the teachingprofession due to retirement. If the amount freed up is not
digributed amongthe remainingteaching force when ol der teachers are leaving the dispersion
may dminish. Futhermore, there issome evidence that older teachers who, in general, have
reached arelatively high wage level, have not obtainedthe same increase as those with lower
salaries (Data so urce: the Swedish Teachers Union), which couldalso contribute to amore
narrow wage span. This is for the country asa whole, which does not mean that it has been
the same all over Sweden. T he reasons provided by school principals andrepresentatives from
SALA andthe teacher unions are that youn ger teachers sometimes (not always) are more
dynamic and are willing to accept changes more easily, andare eager to take part in school
wide development and are not only focusedon student leaming in the classroom. Since these
attribuesare regarded important when wages are cetermined younger teachers may he
favoured in the process. However, yet another reason that should not ke underestimated is the
prevailingnotion of egalitarianiam, with a compressed wage structure. This is a belief deeply
rootedin the cult ure, which makes it difficult for local management and school principals to
reward certain teachers without feeling obligedto reward other teachers in subse quent
negotiations. Thismay not be an obstacle in countries with a more accepted view on
differences in the distribution of income.

It is perhaps a strange coinciden ce that since the introduction of individualised pay, shortages
of qualified teachers, e.g. those lacking full teaching credentials, have increased from 7
percent in 1995 to 20 percent in 2003 for primary and lower secondary education andfrom 10
percent to 20 percent in yoper secondary education (Data source: Swedish National Agency
for Education). However, shortages of teachers shouldnot be attributed to the introduction of
individualisedpay but rather to the business cycle. As mentioned ear lier Sweden experienced
intheearly 1990sa downturn in the economy, which forced municipalities to lay off teachers.
When the business cycle turned in 1995 the municipalities could hire more teachers but they
alo had to compete with the labour market outside the educational sector, which offered
opportunities for teachers esecially in science andtechnical subjects. It is also reasonable to
sugpect that the labour market situation for teachersprior to 1995 did not encourage potential
students to enrol in teachingtrainingingitutes, which may also have contribuedto shortages
of teachers. As the labour market conditions improved during the latter of part of the 1990s
the interest for becoming a teacher increased, asevidenced by a relatively higher number of
applicantsto teacher trainingprograms.

Shortages of teachershave been particularly pronounced in the largest cities and surrounding
suburban areas and some sparsely populatedareas. In some of these areasthe entry-level
salaries for teachers have been closeto 50 percent higher than in municipalities at the bottom
of the salary scale (Data source: The Swedish Teachers' Union). Before the reform the
salaries were the same regardless of geographical area. Thus, has locally determined
individualisedpay been an effective tool to deal with teacher shortages? In general it is
difficult to say since until very recently there have been pronounced shortagesof teachers in
areas where the pay has been relatively high. However, a comparison of the evoluion of the
proportion of qualified teachers with entry-level salaries shows some degree of correlation
within larger labour market areas. This could be interpretedasif individualised pay, at least to
some degree, has been effective in reducing shortages in afewareas. This has also keen
pointed out by some of the municipality officials, stakeholders andschool principals
interviewed for this project.
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More over, there is some evidence that schooIs and municipalities within larger labou market
areas have been forced to compete with each other by raising wages for teachers aready in
the sysem. It is interesting to note that the proportion of teachers movingto anearby
municipality has doubled since 1995 and in some areasthe number ismuch higher (Data
source: Statistics Sweden). It is also happens that teachers come back to the same school or
municipality after some time demandinga higher salary then what had been possible by
remainingat the ssme school. Inorder to avoidthis type of situation some municipalities
have nowdecidedon a policy that will not allow the hiringauthoritiesto compete by offering
a higher wage than what is considered normal for that municipal ity.

Since there has been a shortage of teachers in more or lessthe whole country andin particular
within the larger cities the possihility to compete by offering different salariesmay reduce
shortages in one areaat the expense of even a greater shortage in areasfrom where teachers
are leaving. For the region or the country as a whole this couldlead to a moreor less a zero
sum game. One exception could be that the salaries for teachers adust to the local wage rate,
which helps municipalities with a high wage level to compete for qualified teachers.

One important outcome of the locally determined individualised pay is that it provides those
in charge of recrutment an opportunity to be more selective when hiring newteachers. Given
the fact that the hiringmangers, often the principals, are responsible for the performance of
the school he or she is eager to hire the best candidate. Some of the school principals
expressedthat indvidualisedpay isimportant in this respect. But equally important is the fact
that school principalsare held acco untable for the performance of the school, which is a result
of decentralisation and not because of individualised pay. Prior to decentralisation teachers
were more or lessassigned to a school on the basis of some standard merits. According to
some of the principals interviewed the teachershired recently ssems to be driven more by
economic incentives andsee the teaching job asany other job whereasthe older teachers
became teachers for ideological reasons andmay have higher expectations on themselves.

What can be said about using differential salaries as a means to improve quality and
efficiency at the school?

From the information provided above, the individualised pay scheme seems to have
functionedprimarily as a labo ur market instrument than asa way of rewarding teachers on the
basis of their performance. To oltain a better understanding on how individualised pay is
used in practice, principals from two different municipalities were interviewed. The
municipalitiesinclude the one referred to above, which hasmade a significant level of
progress in developing criteria for teacher evaluation and educating those in charge of the pay
review. Includedis alsoa municipality, which has a high number of immigrant childrenand
has the reputation of cateringfor students at risk. These two municipalities can be consicered
to be at the two extremes. T he first one hasone of highest proportion of qualifiedteachers in
the country (around 90 percent), hasa university offering teacher education and has not had
substantial problemsin recruting new teachers andhastherefore not been forcedto offer hich
level entry salaries. In the other municipality the proportion qualified teachers are belowthe
country average (75 percent), which is also one of the lowest numbers within the surrounding
labour market area. Theentry-levelsalary is high, which partly reflects the problem in
recruitingteachers.

16



The principalsinterviewed in the municipality, which had come quite far in termsof
developing criteria for evaluatingteacher performance, were all very positive. The
municipality officialsand school principalsinterviewed believed that individualisd pay had
brought many positive changes in that it is nowpossible to reward andretain committed
teachers and those who are very important contributorsto school development and who
motivate pupils and g udentsto learn. At the same time it has become much more obvio s
which teachers are not performing wp to the standards and in some cases these teachers have
decided to leave the teachingprofession after realisingthat they may not ke in the right
profession. Overall, the development of criteria for evaluation as a result of individualised pay
has, accordingto thes principles, been an effective ingrument in setting up goalsand
prioritising what needs to be done in order to fufil the stated objectives. It has also put more
focus on the role of teachers, i.e., what teachersare supposed to do. The teachers’ approval
rate in thismuwnicipality wasalso very high based on evaluations and the low number of
complaints. As mentioned albove, there had been extensive trainingprogramsfor all those
involved in the wage review processin thismunicipality.

In the second municipality, which isfacingmore challenges in terms of recruitingand
retaining teachers, the principalsexpressd mixed views. The principal from one of the
schools considered individualised pay an asset in school development andin motivating
teachersto doa goodjob in the classoom. As an example on howthe indvidualised pay was
used, the principal mentionedthat ateam of teachers had been rewarded for keingable to
raise the achievement level of some poorly performing stucents.

T he principal from another school was lessconvinced of the benefits of the new sy stem of
rewardingteachers. Anumber of points were raisedthat suggestedthat rewardingteachers on
the basis of performance is not that easy. The best teachers are not necessarily receiving the
highed pay. The high salaries awarded to newly recr uits coupled with budget constrains make
it dfficult to raise salaries for teachers already in the system. The category of teachers that
have sufferedthe most, according to this school principal, is the group of teachers with 10-15
years of working experience. This group of teachers isoften the best ones experienced and
still very active, but they have neither benefitedfrom high entry-level salary nor have they
reached the same pay level as their more senior colleagues. Teachers are also havinga
difficut timein acceptingthat some of their colleagues are doing a better job andthereby
deserve higher salaries.

The interviewed principals, regardless of their view on individualisedpay, all agreedthat it is
a rather demanding job to be a principal uncer the new sy stem; it requiresa great deal of
confidence to be able to provide honest feedback and sufficient arguments when
communicating the new salary to teachers.

What do teachersthink about individualised pay?

When assessing the impact of the reform it is also important to consider the view of teachers
It is a wellFknown fact that in all educational reforms, which have an impact on teachers, it is
crucial to gain their approval. Without their approval reform efforts may ke futile. In the case
of Swedish teachers, it has been a dramatic shift in the approval rate from the onset of the
individual based pay from a very negative viewtoward a majority of teachers in favour of
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such a system. Accordingto a recently published study carriedout by the Swedish Teachers
Union™*, more than 60% of the members of the lar gest teacher union are now in favour of
individualised pay comparedto lessthan one third in a similar study carried out in 1999. The
study shows that the approval rate ishigher (70 percent) among the youn ger teachers (below
the age of 40), but even among those older than 50 years more than half is supportive of the
new system. It is believedthat the sameresuts woud ke obtainedif a similar study would be
carriedou amongthe members of the smaller teacher wnion.

Tomeasure changes in efficiency and quality in the educational sector is very difficult,
especially when it comesto controlling for different factors. By just looking at the way
teachers perceive the new system and reco gnising that they are in favour of such system, one
can at leas claim that it generally motivatesteachers to do a better job, which is likely to
produce positive resuts. One interesting point that came up in the study is that teachers
prefer to negotiate their salary raises withou the interference with the local union, which is
somethingthat the unions acknowledge. T his raisesthe question what the future role of
unions will be when thisprocedure is fully implemented. One possible scenario isthat unions
will play more of a quality assurance role in making sure that the wage formation is correctly
executed. One other possbility is that they will contin e to be part of the process of school
improvement, work on improving the public image of teachers, and finally continue assising
in the development of criteriafor evaluatingteacher performance andpay. Thus, it islikely
that the teacher unions will increasingly take on the character of a professional organisation
than merely acting astradtional union.

Afinal issue to consider is the equality of conditions across municipalities. There are some
concems that deteriorating resources currently happening in several municipalities will
hamper the evolution of salaries. Withou any leeway for increasing salaries, the sy stem may
loose its credibility. Withthis in mind, it is possible that unions will push for a minimum
guaranteed wage increase at the municipality level in the next agreement currently underway.

Winners and losers of individualised pay

Finally, are there any losers or winners as a consequence of introducing individualised pay ? It
was argued in the context of the reform, when the municipalities assumedfull responsibility
in managing teachers, that teachers in upper secondary education lost some privileges and
benefitedlessthan those teaching in primary education. The result of individualised pay
seemsto have favoured beginning teachers across the board at least in some municipalities.
However, according to the teacher unions, the evoluion of relative wagesfor all categor ies of
teachers has been the highest since 1960s, and the evolution of relative wagesfor teachers
since 1995 has at least kept pace with the average across all o ccupations (Swedish Ministry of
Science 2003).™ In addition, dueto sen iority statusat the age of 42 (on average), in 1995
many teachershad reached the highest sep on the fixedladder andcouldonly expect an
increase corresponding to the inflation rate. From these perspectives, therearenoreal losers,
which | believe ispart of the explanation why even older teachersseem to support
individualisedpay. As indicated by one of the interviewed principals, it ispossible that the

4 Hur ska lénen sattes? En attitydundersékningbland larare. Lararforbundet, Augusti 2004
It shouldbe mentioned, however, that teachersalaries havenot regainedthe loss su ffered earlier against

enployees with similar edu cationa profiles workingin the private sector or for the state.
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teachers in the middle of their career might have been discriminated when switchingover to
individualised pay, epecially insituations where the municipality have prioritised the
recruitment of teachers and offered the newrecruitshigh level entry wages.

5. Lessons learned

The decision to shift from a system of fixed pay ladders to a system of individualisedand
locally determined pay for Swedish teachers didnot occur without frictions. From the point of
view of the local authorities, individualised pay was seen as a way of gainingfurther control
over educational resources, which would in turn lead to improved efficiency. By contrast, for
the teacher unions and their members, the introduction of a locally determinedand
performance based pay was considered highly controversial. Anticipating a loss of security
for teachers and fearing that local subjectivity would play an important role in determining
individual level salaries, the unions were initially reluctant to approve indvidualised and
locally determined pay. Given the situation with deteriorating teacher salariesandthe fact that
decentralisation trends in wage stting were apparent in the public sector as a whole since the
1980s, locally determined performance based pay seemed to be the only way out of the
deadlock stuationthat marked the early to mid1990s. However, if the two teacher unions had
acted according to utility maximising princip lessuch as pwhing for higher salaries without
offering anythingin retum, it might not have been possible to push through this reform and
break the deadock situation. The two teacher unions’ drategic decision to team yp and take
char ge of school development was amove that surely facilitated the aban donment of fixed
pay ladders.

With regard to the implementation phase, the unions have never let go of the control over the
process. This is evidenced by the entitlement provided in the agreement that allows the unions
to decide locally whether to accept a wage setting process that gives more power to the closest
manager. The active involvement by the unions in assuringthat the process is carriedout
correctly is probably an important prerequisite for a smooth transition from afixed pay ladder
to a performance based pay. Thismay also have contributed to the currently great approval
rate for individualisedpay among teachers andstakeholders alike.

Apart from the crucial role of the stakeholder associations, there are some important lessons
to leam from introducingindividualised pay for teachers in Sweden. Frst, it is clear that it
requires a great deal of know how among local stakeholders and among managers at different
levelsthroughout the local educational sctor. Thisis one of the obstacles Sweden iscurrently
facing Despite goodintentions and careful planning in conjunction with the introduction of
the new pay system, the needfor extensive trainingof those involved is something that could
have been better foreseen. Inthe first agreement the local gakeholders and municipality
officials were left on their own to decide on howto respond to the changes the new system
would bring. Although the curent agreement states more clearly on what grounds reward of
teachers should be based, it has become obvious through interviews and evaluations that far
from everybody involvedin the wage setting process understandshowto interpret the
agreement, let alone is preparedfor evaluating teacher performance. Thus, one important
lesson to learn isto howto deal with the issue of educatingthose involvedprior to or at least
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at the onset of the reform. T oday this wouldalso involve the formation of networks, through
which good examplesand problemscoud be shared and disseminated

The second lesson to leam isthat a reform that involves the devoluion of authority from the
central to local parties will inevitably lead to some degree of power strugde between different
actorsin the system, i.e. between politicians municipality officials local union
representatives and school leaders. To avoidthis type of situation it isimportant that the
rational for pay setting isopenly discussed andthat there isa broad consensus and trust
amongthe local gakeholdersandmanagers.

Third, a successfu implementation of a performance-based sysem requires that there are
clear incentives for those involved in the process. If the local authorities and the school level
management are heldaccountable for the performance of the school and the uilisation of
resources it isimperative that they will grive for maximising the performance of teachers.
Thus, they will be inclined to embrace an instrument that can srveasan incentive for
teachers to perform well. The decentralised nat ure of decison-makingin the Swedish
educational sector fits well into thiscase. It could perhaps be argued that in a decentralised
decision-making system with local accountability, it isalmost necessary to have some kind of
ingrument to encourage good performance. Financial incentives ought to be a powerful tool
in this context.

Fourth, a related topic isthe needto have clearly defined criteria on how to evalwate teacher
performance, which in turn is dependent on clear objectives what the schools should
accomplish. Some of the major challenges the municipalities in Sweden are facing are how to
make the local goal setting and evaluation process work smoothly, to define criteria that
reflect local goals andpriorities, andto reward teachersnot only because of their effort and
commitment but also according to what they have accomplished. As mentioned above, one
important outcome of introdwcing performance based pay is that it has forcedmunicipalities
and schools to think explicitly about what the school should achieve and what is expected
from teachers when cefiningthe criteriato evaluate teacher performance.

Finally, a significant isste in the implementation of individualised or performance basedpay
is the availability of resources. With limitedresources there is a great risk that the sysem will
lose credibility, especially if the ability to pay teachersvaries across municipalities. This will
have an impact on the equality of employment condtions and the possibility to recruit and
retain teachers on equal gounds. A lack of resources is also problematic if a municipality or
school hasto deal with ashortage of teachers, while at the same time it has to use financial
incentivesto reward effective teachers.
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