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Objective: building a deductive theory of the formal structure of organizations.
Two generalizations from which nine propositions are derived: 
1) Increasing size generates differentiation along various lines at decelerating rates.
2) Differentiation enlarges the administrative component to effect coordination 

Blau admits the substance of the generalizations is not original, but argues his evidence, and use of deductive theory is somewhat original, and worthwhile.
Deductive theory vs. “pattern model”

“Pattern model” – something is explained when it is so related to a set of other elements that together they constitute a unified system.  Blau says it is the primary form of theorizing in the social sciences.
Deductive theory - a few theoretical generalizations explain many lower level propositions.  Empirical evidence for any lower-level proposition provides support for the generalization and therefore for all the propositions derived from the generalization.
Theory refers to organizations with paid employees and largely ignores technology, environmental factors, or individual psychology.  Theory was developed using data on structural differentiation in the employment security agency for each state + DofC PR VI.  Blau does refer to other evidence believes his theory is relevant to relatively diverse orgs.
Increasing organizational size has positive and negative effects on size of administrative component.  Reducing it because of an economy of scale in supervision and on the other hand raising it indirectly because of the differentiation in large organizations. The administrative costs of differentiation have feedback effects, which reduce the savings in administrative overhead that large size effects, and also stems the influence of size on differentiation.  
Types of differentiation: spatial, occupational, hierarchical, functional  

Formal Structure
Blau takes social structure to mean that people differ in status and social affiliation, that they occupy different positions and ranks, and that they belong to different groups and subunits of various sorts. The fact that members of a collectivity are differentiated on the basis of several independent dimensions is the foundation of the social structure. 

The division of labor typifies the improvement in performance attainable through subdivision of an organization. A dimension of differentiation is any criterion on the basis of which the members of an organization are formally divided into positions, as illustrated by the division of labor; or into ranks, notably managerial levels; or into subunits, such as local branches, headquarters divisions, or sections within branches or divisions. 
A structural component is either a distinct official status or a subunit in the organization. Differentiation refers specifically to the number of structural components that are formally distinguished in terms of any one criterion. 
The First Generalization
Increasing size generates structural differentiation in organizations along various dimensions at decelerating rates.  This generalization can be decomposed into three highest-level propositions:
1A) Large size promotes structural differentiation
1B) Large size promotes differentiation along several different lines
1C) The rate of differentiation declines with expanding size.
{also 1D) the subunits into which an organization is differentiated become internally differentiated in parallel manner.} 

This generalization concerning size (operationalized as number of employees) is empirically supported using several different indicators of differentiation - such as the numbers of local branches, occupational positions, levels of hierarchy, functional divisions, or sections per division. 

Proposition 1.1 - as the size of organizations increases, its marginal influence on differentiation decreases.

This parallels the economic principle of diminishing marginal physical productivity. Increasing increments of size create in imbalance of inputs and the growing need for other inputs decreases average productivity.  There are at least two inputs on which the development of structural differentiation in organization depends: 1) a sufficient number of employees to fill the different positions, and 2) adequate administrative machinery to meet problems of coordination. 

Proposition 1.2 - the larger an organization is, the larger its structural components.
Large offices and headquarters divisions constitute at the same time a more homogeneous and a more heterogeneous occupational environment for most employees than small ones. 
Proposition 1.3 - the proportionate (not absolute) size of the average component decreases with increases in organizational size.
Proposition 1.4 - the larger the organization is, the wider the supervisory span of control.
Span of control of supervisors expands with increasing organizational size.  Even controlling for size of local offices. 

Proposition 1.5 - organizations exhibit an economy of scale in management - large-scale operations reduce the proportionate size of the administrative overhead.
This effect is seen when looking at administrative overhead of various kinds: managers, supervisors, staff and supportive personnel. 

Proposition 1.6 - the economy of scale in administrative overhead itself declines with increasing organizational size.

Differentiation goes hand in hand with specialization reducing the scope of the responsibilities assigned to an individual or unit and increasing structural complexity. This greater complexity intensifies problems of communication and coordination, making new demands on the time of managers and supervisors at all levels. The assumption Blau makes in the foregoing is that the problems of coordination and communication in differentiated structures have feedback effects that create resistance to further differentiation, which is the reason why the marginal influence of size on differentiation declines with increasing size. 

The Second Generalization
Structural differentiation in organizations enlarges the administrative component because the intensified problems of coordination and communication in differentiated structures demand administrative attention. 

This effect applies both to horizontal differentiation into divisions or sections and vertical differentiation into levels.  Both vertical and horizontal differentiation, with size held constant, are negatively related to the span of control of managers and supervisors on different levels in local offices and in headquarters divisions regardless of function. 

Proposition 2.1 - large org ( more structural differentiation ( higher ratio of administrative personnel.
The savings in administrative overhead large-scale operations make possible are counteracted by the expansion in administrative overhead the structural complexity of large organizations necessitates. 

Proposition 2.2 - the direct effects of large organizational size lowering the administrative ratio exceed its indirect effects raising it owing to the structural differentiation it generates. 
The economies of scale exceed the costs of differentiation, so that large organizations - despite their greater structural complexity - require proportionately less administrative apparatus than small ones. 

Proposition 2.3 - the differentiation of large organizations into subunits stems the decline in the economy of scale in management with increasing size, that is, the decline in the decrease in the proportion of managerial personnel with increasing size.

The differentiation of large organizations into many branches, while raising the proportion of managers needed, simultaneously restores the economy of scale in the managerial component. It recreates the decline in the proportion of managerial personnel with increasing size observed among very small organizational units. Therefore the rate of savings in management overhead with increasing size is higher among comparatively small than among comparatively large organizational units - perhaps because management overhead is bigger in smaller organizational units. 

