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Goal: Assess the role of consolidation as a strategy for small community water system to
achieve technical, managerial, and financial competency under the Safe Drinking
Water Act.
Methodology: (1) The research involves the development of a model of choice of
regulatory compliance strategy in which water systems choose to continue
independent operation or be acquired by another system. The model generates
hypotheses about organizational responses to regulation. (2) Data on merger
activity covering 6,502 small water systems in six states in EPA regions 5 and 7,
together with system data from EPA’s Safe Drinking Water Information System
and county level demographic data, were collected and analyzed to describe and
explain trends in the consolidation and performance of water systems serving
communities of less than 10,000 people. Of these systems, 403 were acquired by
another operating unit during the period of study.
Findings: (1) Environmental and public utility regulations limit organizational options
for small water systems. (2) A review of relevant literature indicates that
mandated changes in operational requirements, access to financial resources, and
political climate can influence whether small systems consider organizational
change as a way to enhance effectiveness. (3) Economic theories of organizational
change emphasize competition between managers for assets to manage and
market pressure for improvements in the performance of low-yielding assets. 4)
The empirical analysis of recent merger activity among small water systems in the
Midwest reveals that merger is more common for systems that are smaller,
privately owned, already purchase water from another source, have a record of
water quality violations, or have monitoring violations. Acquisitions are slightly
more likely in counties with a higher density of water systems and outside of
metropolitan areas. Although these findings do not directly test theories of
organizational change, they are compatible with the hypothesis that lowperforming water systems, and those with the costs of organizational change are
lower, are more likely to be acquired.
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