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Compensation
Types of pay-level Policies 
Companies develop a compensation structure that aligns with the organization’s philosophy but at the same time, staying competitive in the market (Stout, 2013). The three pay-level policies are: 
1. Match level policy: The policy uses a compensation strategy where the employer matches the pay levels offered in the market. The policy is critical in improving the ability to attract and retain employees at the company while keeping existing employees motivated. 
2. Lead level policy: The policy is where the employer strategy is to offer higher compensation to those prevailing in the market. The strategy helps in attracting the best in the labor market but may not be feasible in the long-run, especially in companies that do not have a lot of resources. 
3. Lag level policy: the compensation policy is where the employer lags in comparison to the competitors. It may be difficult to attract new talent and may end up offering intrinsic benefits to the existing employees for increased productivity. 
Pay for Performance Plan
Pay for performance plans are plans where employees are paid depending on the level of productivity, and not the hours spent on the job. The pay structure is common in jobs such as sales where employees are paid on commission, and productivity is critical in the field (Stout, 2013). Employees deem it as a good option since there are unlimited compensation and flexibility at the workplace. 
Parts of the compensation package (Pay Mix)
Direct compensation and indirect compensation 
Direct compensation includes the salary and wages, bonuses, and the federal and state pay requirements and in most cases, accounts for 80-85% of total compensation (Bryson et al., 2013). Indirect compensation is the allowances and long-term incentives that are competitively offered by the company. Total compensation= direct compensation + indirect compensation 
· Salary and Wages: It is the largest component in the pay package for most employees
· Bonuses: employers offer incentives for increased productivity through bonuses that are usually paid out annually
· Federal/State pay requirements: requirements by the government on the employers to protect the interests of employees 
· Long-term incentives, health insurance, life insurance, retirement plan, and other allowances that are offered to give employees competitive packages in the market. 
 What shapes external competitiveness from the pay mix standpoint?
The external competitiveness is the pay relationships relative to the competitor’s pay. The mix, on the other hand, is the portion of base salary and incentive that makes up an individual’s total salary at a job. The two are harmonized depending on the cost of labor to the organization and the number of resources available (Bryson et al., 2013). Companies make a decision that best serves the bottom-line to come up with the best compensation package. 
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