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Introduction
Employee compensation is one of the most critical aspects of employment relationships between employees and employers. As businesses and organizations continue to operate in highly competitive environments, they seek to do better with the least inputs. The modern technological advances d not only lead to raised standards of products and services but also employment cuts in some instances.  As a result, the human resource departments need to develop effective management, to accomplish more with a reduced number of employees.  Employees depend on salaries and wages to earn income for a reasonable lifestyle and health security. On the other hand, an employer’s decision on employee compensation influences the cost of operation and the ability to sell products at competitive prices. The compensation practices diverge across many dimensions within employment units. This paper discusses the three theories of compensation (Reinforcement and expectancy theory, agency theory, and equity theory), how they apply in practice and whether these theories can be applied simultaneously or not. 
 Reinforcement and Expectancy theory
The reinforcement and expectancy theory is based on the assumption that an employee’s performance that leads to compensation is likely to be repeated in the future. The monetary reward implies that an employee's performance followed by compensation leads to the future performance of the employee. Reinforcement suggests that people are likely to repeat a preferred behavior if they get rewards for such behavior. As a result, employees are unlikely to replicate behaviors that do not attract rewards or are punishable (Ogbari et al., 2018) 
Expectancy theory is also based on the fusion between rewards and behaviors of employees. However, it focuses on the expected rewards rather than experienced rewards. This theory stipulates that human beings believe in a relationship between the efforts applied in their work, the results, and the reward received for the reward. Human being's perception of fairness and appeal to rewards has a great influence on motivation (Mitalo et al., 2018). As a result, employees are encouraged to work hard when they know that their extra effort will lead to an outstanding performance, which will attract rewards. The compensation systems in different organizations have different impacts on the apparent connection between behaviors and rewards
Agency Theory
The agency theory of compensation primarily focuses on the divergent interests of different organization's players and stakeholders as well as how employee compensation can be utilized to align these interests and organizational goals.  The employees and employers can be viewed as two stakeholders within a business unit, existing as agents and principals respectively. The compensation paid to the employees is a cost by the agent. The principal requests the agent to supply some effort in form of physical or mental work. The agent must apply some level of effort to meet the principal’s requirement and in turn, gets a payment. If the principal does not observe the agent’s effort, they will design a contract that reduces or eliminates the utility loss resulting from the agent’s behavior (Lisciandra 2007). The theory stipulates that the agency needs to look for a contracting system that allows the alignment of interests of the two parties. The contracts in this system are either outcome-driven (for example profit sharing and commissions) or behavior-driven, (for example merit pay). Outcome-driven contracts vary with rising or fall of profit, where rewards increase with an increase in profit and decrease when profits fall. The agency theory shows that the priorities of each stakeholder have a conflict of interest of each party. 


Equity Theory
The equity theory of compensation focuses on the employees’ views in terms of their contribution to the organization, what they get like rewards and how their return-contribution differs from other employees elsewhere. These views influence how fair they perceive their organization's employment relationship. With these perceptions, the employees may take actions to seek equity by quitting or refusing to cooperate, which has negative impacts on the organization. As a result, the job satisfaction or dissatisfaction as perceived by employees relies on whether the job situation has equity or not. Thus, the main elements of this theory are contribution, compensation justice, and injustice (Darma, & Supriyanto, 2017). The contribution includes employee’s education, skills, experience, and the amount of work they do. The compensation is what employees get as a reward for their contribution, including salaries, wages, promotion, side benefits, and other rewards. 
Combination of the theories
Compensation plays a very significant role for both employers and employees. It is what the organizations pay as a price for a factor of production. The three theories of compensation apply in different units of employment as the employers strive to seek the best quality of their outcomes. An organization can apply a combination of two or all the compensation theories. For instance, an organization can lobby for the best employees by creating an environment of job satisfaction based on the three theories. According to Chandrasekara, (2019), some of the components of job satisfaction include compensation in terms of salary structure, job security as well as a good relationship with co-workers and organizational leaders. These components can be linked with reinforcement and expectancy theory, equity theory, and agency theory respectively. With good compensation schemes, employees are satisfied and feel that the organization cares for them. As a result, they can put more effort, cooperate and stay in the organization longer. 
Conclusion
[bookmark: _GoBack]Compensation remains one of the most critical aspects of the employment relationship between employers and employees. The three theories of compensation have demonstrated the need for compensation where both the employer and employee present conflict of interest and both stand to benefit from good compensation. Organizations can use the three theories of compensation simultaneously and end up with good results.  
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