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Executive summary 

Micro- and macro-economic factors both have bearings on the competitive environment for any international organisation. An understanding of these issues allows organisations to put in place strategies and tactical activities to weather the storm of change. How agile an organisation is, will determine how well it can pivot when presented with any of these competitive environmental factors. 

This report considers international energy supplier UGI Corporation (“UGI”), who predominantly supply homes and businesses located off the gas grid network with Liquefied Petroleum Gas (LPG) as well as serving a limited number of on-grid energy, gas and power markets (UGI Corporation, 2021). As a commodity-based provider, UGI is impacted by both micro and macro-economic factors as well as a range of national and international environmental inputs and is therefore a critical risk and strategic focus for the business.   

Evaluating the current factors allows business leaders at UGI to understand their position in the market and identify risks and opportunities but identifying impactful events and actions signposts potential future scenarios for UGI to consider. 

Introduction 

Firstly, what do we mean by international business? Stobierski (2021) defines international business as “business that takes place across international borders. At its most basic, it includes the sale of goods and services between countries.” This provides a concise definition boiled down to its core functionality, however, this is a very simplistic definition of business and the contemporary business environment covering the global marketplace has to factor in many nuanced aspects. Particularly when one considers employment, remote working, purchasing, etc. as examples. All these factors contribute to a more rounded understanding of international business. Additionally, business in the global sense has many macro and micro factors which affect it and an understanding of these enables greater planning and management of a business’ strategic and tactical activities. 

Any business or organisation operating in the international arena will be subject to external influences which are out of their control. Watkins (2007) identifies how business leaders “understand that they can’t observe and control everything in their organisations” and this is evidenced recently with the onslaught of the global COVID pandemic. Rare singular events such as this are unpredictable and mostly unlikely but demonstrates how organisations which are agile, have the ability to manage risk and are able to pivot direction swiftly ensure that those organisations are adaptable to change with their external environment changes. Although the actual event specifics cannot always be predicted, the notion that an unexpected event or scenario may occur provides the impetus for organisations to rethink their strategy and future scenario planning and to ensure that appropriate structures and processes are in place to be able to respond to whatever is presented. 

Operating in the tertiary sector (Kenessey, 1987) as distributors and marketers of refined products. As LPG is a commoditised product linked closely with the underlying oil market prices, it is subject to the economic rules of supply and demand. LPG is a co-product of the refining process from either crude oil or natural gas and therefore dependent on upstream variables. This report examines how all environmental factors impact off-grid energy supplier UGI Corporation and how an analysis and evaluation of all allows the business to understand its current position and plan for potential future scenarios based on these varied inputs. Headquartered in Pennsylvania, USA, UGI Corporation is an international energy provider engaged in the supply, distribution and marketing of Liquefied Petroleum Gas (LPG) and other energy related products, providing energy solutions for off-grid domestic (residential) and non-domestic (commercial/industrial) customers.  

Main findings

When a business operates on an international scale, there are various factors which can affect the environmental conditions in which the organisation operates (Campbell, Edgar and Stonehouse, 2011). The factors can be split into two broad areas; micro- and macro-economic. Both can have consequences on financial performance, and it is important for business leaders to understand these causal elements in order to plan, understand and mitigate risk as well as to understand the competitive environment in which they operate and to therefore enable business leaders to understand the actual and potential implications for the business and develop a strategy to address. 

There are a number of theoretical models for strategy planning available such as Bowman’s (1996) strategy clock which provides a framework for strategic market positioning, the Ansoff Matrix (1965) for growth planning and Porter’s Five Forces (1987) and Generic Strategies (1985) models which provide a tool for analysing the level of competition enabling a level of insight and understanding of an organisation’s own market position to identify gaps where competitive advantage could be created, but other models such as Blue Ocean Strategy (Kim and Mauborgne, 2005) provides an alternative direction to Porter’s notion of a singular focus and market identity (Burke, van Stel, & Thurik, 2010), stating value innovations stems from simultaneously pursuing differentiation and the lowering of costs. This thinking stresses the importance of diversification for de-risking business activities and allowing greater flexibility and resilience in the face of adverse events. 

A number of assessment tools for micro-economic factor analysis can be utilised for evaluating an organisational position within a market. A SWOT (strengths, weaknesses, opportunities and threats) analysis is a strategy tool for objectively assessing current competencies in relation to opportunities and threats in the market. The insights can be used to create value in offerings or approaches as well as to assess any resource required and also to analyse competitor competencies, but a PESTLE analysis provides a more detailed tool for analysing the internal and external factors that affect an organisation. 

A PESTLE (political, economic, socio-cultural, legal and environmental) analysis is a tool for assessing the external business environment and the Corporate Finance Institute (2021) defines PESTLE analysis as “a strategic framework used to evaluate the external environment of a business by breaking down the opportunities and risks” and that these can be assessed by considering the 6 components which address these factors; political, economic, sociological, technological, legal and environmental. Understanding each of these factors allows an organisation to understand their market position and competitiveness. Applying this model to UGI, it is possible to understand the environment in which it operates, but further consideration for the nuances and peculiarities of the LPG industry is essential as UGI operates in an asset heavy and capital-intensive industry requiring investment in physical storage and distribution facilities and is also sensitive to underlying commodity price fluctuations. Taking each factor in turn:

Political

The political environment in which a business operates is also critical, both internally and externally. This is even more pertinent for an international organisation based in one country that has subsidiaries and interests in multiple countries, each with their own laws, regulations and fiscal policies. UGI is headquartered in the United States of America, and has an LPG as well as natural gas business across northern America, but via its UGI International division, it operates in 17 European countries (UGI, 2021), operating both in and outside of the European Union (EU) for added political complexity. Each country or brand is managed “in country” with its own management teams and therefore navigation of the nuanced local political landscape is well-understood and managed. However, this can create problems with economies of scale from a parent company point of view who have to allow for regional differences in order for the individual businesses to operate.  

International trade agreements between the EU and US as well as between EU and non-EU but Europe based companies all have an economic effect. LPG is sourced globally and purchased in United States Dollars (USD) and therefore procurement and supply can be centralised to some extent. However, exchange rates between countries (i.e. USD/GBP, USD/EUR or GBP/EUR) can have a major impact on margin and year end fiscal performance. From a macro-perspective, individual companies and organisations have no control over the trade environment in which they operate as countries and governments set this backdrop. However, larger corporations have the financial muscle and practical ability to locate employees, manufacturing or legal domicile for tax advantages and financial purposes. 

Brexit is an example of political influence on UGI’s operations in three main areas; employment and HR-related challenges, commodity cost price as a result of exchange rate mechanisms and customs related bureaucracy and delays. UGI has many European nationalities employed, working across brands and countries which has caused employment contract issues as well as working rights issues. 

Another challenge which potentially could affect the business in the future is related to lorry driver shortages (BBC, 2021). In the UK, the majority of drivers employed by UGI are British, but future needs may require access to a larger labour pool which has now been contracted. Aside from Brexit, there have been issues related to a shortage of domestic drivers and if current employees retire or leave the business, this could be a future problem which is affected by a political issue.  

When the Brexit referendum result was announced, the USD/GBP/EUR exchange rate was affected causing an overnight rise in the cost LPG impacting profit margin purely base on exchange rate rises. This has been mitigated by the fact that LPG is purchased internationally in USD and the exchange rate has therefore balanced over time but caused a knee-jerk reaction in the immediate aftermath of Brexit. For future financial planning scenarios, it is critical for UGI to continue forward buying and engaging with its product supply team to procure product when most advantageous any mitigate any forward projected cost rises with financial hedging tools.   

Economic

It is important to first define what we mean by micro and macroeconomic factors. Micro-economic factors, defined by Burda and Wyplosz (2001, p12), is “devoted to the study of prices of individual goods and of the markets where these goods are produced and sold” and whether the influences are national or international, they can have an impact on an organisation’s competitive position and in some respects there is more ability for an organisation to mitigate and navigate the effects that these factors have on the business (to an extent). Macro-economic factors are external to the organisation and the organisation has limited scope for influence. Burda and Wyplosz (2001, p13) define macro-economics as being “concerned with aggregate activity, the level of employment, interest rates, inflation, wages, the exchange rate, and the balance of payments with other countries.”  

There are some key metrics for evaluating market conditions and the competitive environment and an understanding of GDP allows UGI to understand the overarching market conditions when considering potential acquisitions in new territories and the potential for growth. UGI has historically entered new markets by acquiring existing businesses rather than setting up new entities from scratch and growing organically. Macro statistics provides due diligence of the overall environmental conditions alongside employment/unemployment labour statistics. However, it is a lagging indicator rather than a forward-looking leading one, which would mean if entering a new market by acquisitions, it is important to consider future trends and predicted prospects by taking into account other factors such as stock market performance as well as individual company financials. 

Three major industrial players accounts for the majority of the global LPG industry market share; SHV, DCC and UGI. All are essentially industrial holding companies which have acquired regional brands over the years with the aim of growth and market consolidation. Within the UK for example, the largest three companies Calor, Flogas and AvantiGas (all brands of the three global conglomerates) account for over 70% of the market. Common amongst all organisations however, is that all operate in a commoditised and highly-capital intensive industry, which makes profitability susceptible to external global events influencing supply and demand, but also creates a financial barrier to entry for new market entrants. 

For future growth via acquisition into new markets, one can consider a variety of methods of entry (Barkema & Vermeulen, 2017). The right market entry method is dependent on many factors such as strategy, risk appetite, capital, control, market factors, brand control for example. Historically, UGI has favoured outright acquisition or joint ventures. As a cash-rich company, this suits UGI’s acquisitive growth strategy and immediate market share gains. Whichever form of market entry is chosen, due diligence and market research is required alongside the production of a business case for justifying the desired route.

An understanding of a countries’ economic policy is also essential. Does it advocate a free trade approach or a protectionist stance? This binary approach needs to be evaluated in order to understand the potential implications for tariffs, quotas and taxation. It is important to understand that the driver for economic policy cannot be separated from its political agenda. UGI is based in the US and has seen national policy range from free trade to a more protectionist approach under President Trump’s administration. However, UGI has existed since the late 19th Century and has adapted and thrived through different economic conditions and governmental policy approaches. 

A countries’ current state of political, economic, and societal affairs determines to some extent the correct economic policy to adopt. Protectionism can be politicised as a form of populism for wooing disenchanted voters and provides a political tool for tactical purposes. From a macro point of view, free trade ultimately provides a “net gain for society” but this needs to be viewed in longer economic and political cycles. Protectionism, if adopted during the right societal conditions, enables short-term benefits but over time policy would need to be shifted towards a freer-trade approach in order to expand the economy and deliver growth (Fouda, 2012). One could almost consider it an economic pressure-release valve. 

In defence of a protectionist approach, however, is that there are always winners and losers in a free trade scenario, despite its overall net gain (Abboushi, 2010). For example, operating costs such as labour or energy might be cheaper in one country than other effectively limiting the prospects of another country in this market. For the LPG industry, jobs cannot be outsourced as physical product is required and physical deliveries and assets, meaning local employment is required. When it comes to commodities, these raw materials are found in natural environments where they are abundant. This creates absolute or comparative advantage for a nation which its policy framework is decided at governmental level. For UGI, this creates an opportunity for advocacy purposes to lobby government for “ideal” scenario development to position its best interests from a tax and regulatory perspective. 

Fossil LPG is either a result of natural gas processing or refining products from crude oil imports. As the industry moves to a renewable future and feedstocks migrate from fossil sources to renewable and sustainable alternatives such as waste and crops, the comparative and absolute advantages dimension shifts as localised domestic production increasingly disrupts and recalibrates established historical supply chains of the energy sector.

The Heckscher Ohlin Model (1991) goes some way in addressing the binary problem presented by free trade and protectionism as opposing strategies, by enabling a trade balance to be sought. By considering each nation’s natural advantages over another in terms of its natural resources and/or specialisms, an export model on favourable terms of any excess of a particular product or service creates a proportionate balance. However, I think this only works when comparing distinct advantages between countries i.e. somewhere with an abundance of natural raw materials versus another with a skill set in a complimentary area. The balance is harder to seek when comparing two countries with similar natural attributes i.e. UK/France.

The underlying supply and demand (and therefore costs) of raw materials to make finished products have a knock-on effect on the cost and supply (and therefore demand) of the manufactured items. With LPG, effects on supply such as war, terminal outages, pandemics, etc. can all impact the volume of product available and therefore it the demand remains or rises, the price will also rise accordingly. These costs in product, have to be either absorbed by the distributors such as UGI or passed on to the customer base. However, the balance is soon affected because as the price goes up, this also has a knock-on effect on the demand. If customers cannot afford to pay the higher prices and see no further value warranted from the higher cost, the demand will fall, eventually leading to a decease in demand and therefore lower prices in the longer term.  

Costs are therefore critical to understand, especially in commoditised markets, as they can force a company to operate unprofitably if mitigations are not put in place such as within customer contract terms and conditions or utilising financial or procurement tools to weather periods of cost increase. There are of course financial tools and other strategies such as stock piling when costs are low or financial hedging, but this all has to be managed. Demand for LPG has other factors. The product is not only used for domestic and commercial heating and associated applications within industry and agriculture, the by far largest sector demand is from petrochemicals (WLPGA, 2021) who use it interchangeably with naptha as a feedstock. This affects supply and demand dynamics which in turn impacts price. Pricing can be determined by different factors and can result from supply/demand balance (commodities), a cost-plus margin model, the perceived status (for example with luxury goods) as well as market pricing. Each can also lead to a price point. LPG, and energy products in general, are compulsory purchases not luxury items. However, within each market there is a limit on what a consumer is willing to pay. If one considers a luxury product such as Cartier jewellery or a Rolex watch, the decision to purchase is more of an emotive one than a necessity. The price is therefore largely dependent on the brand status and perceived value. However, even within their own niches, luxury brands have to consider their direct competitors and benchmark their price points in relation to competitor brands and the consumer base willing to purchase them. If macro-economic conditions are not favourable, this has an impact on demand due to lower appetite for spending on non-essential items. Price elasticity of demand is therefore important to a business as it impacts on what they can charge and depending on the sector (price elastic vs. price inelastic) the pricing strategy will differ accordingly. 

Exchange rate fluctuation presents a risk to the business, particularly as the exchange rates are subject to both micro and macro factors which are out of the control of UGI individual companies. For example, war, natural disasters, political change can all have an impact which an individual company cannot control. It is important for a business to therefore look to mitigate risk by dealing in foreign exchange in order to hedge. Buying currency when it is favourable to do so to try to guard against any rise in currency costs. 

Although a political influence, an understanding of exchange rates has a tangible economic impact upon any business. In addition to gas purchase on the international market, UGI has many international component and material suppliers. Items include gas tanks or vessels, pipework, valves and regulators for example. The cost of these goods is affected by exchange rate changes. As a risk-mitigation tactic, hedging and forward purchasing is utilised by the business but it still has an impact. As a distributor of LPG in domestic markets, individual country brands have to also procure components or materials from a variety of international markets all utilising different currencies and so the scale of the challenge is considerably magnified and has an effect on the product line profit and loss.  

From a micro-economic perspective, there are seven core factors to consider; customers, employees, competitors, the media, shareholders and suppliers. It is important to analyse each of these to determine current position and therefore to understand any potential risks and opportunities. UGI Corporation is owned by shareholders via the stock market who require value in dividends and/or share price growth, but customers are ultimately the single most important consideration for any business, as without customers there is no business. Keeping on track of customer demands and trends is therefore critical and spotting trends is essential for new product and offer development. Tracking competitor movements and offerings is also another method for assessing one’s own offerings and an important benchmark. 

A key cost-based driver for a business is wage growth. If a business cannot sustain a domestic workforce, globalisation allows work to be “outsourced” or “offshored” and activities such as manufacturing moved to developing nations where labour is cheaper. Although more profitable from an individual company perspective, this has an effect in a social sense in that entire communities can be affected but also in a country’s ability to raise taxes and achieve social harmony if the import/export balance of wealth generation is not realised. A protectionist agenda goes some way to address this problem, but in the case of LPG distribution, physical deliveries and asset management within country is necessary so not as much risk from either a protectionist or free trade economic policy. 

Balancing customer value, shareholder return and ethical business practise can present challenges for any business and understanding all stakeholders in the micro-economic space is critical to understand. 

	Microeconomic factors
	Macroeconomic factors

	Customers – pricing, offers, market size
Employees – package, labour resource, skills
Competitors – offerings, market share
Media 
Shareholders
Suppliers
	GDP
Unemployment
Inflation 
Exchange rates
Foreign policy 
Brexit (exchange rate, labour shortage i.e. lorry driver)
Commodities market (supply and demand)
Green transition/climate change – product itself and attracting new employees 


Table 1: A summary of macro- and microeconomic factors that could affect UGI Corporation  

With the transition to renewable fuels, UGI are utilising joint ventures. A recent (UGI, 2021) announcement highlighted a joint venture vehicle between SHV Energy and UGI to collaborate on the production of renewable dimethyl ether in order to drive scale. Due to the high investment costs, the pooling of capital, resources and talent enables scale, speed and de-risking innovation and freeing up capital for other investments if required or enabling cash reserves for other unexpected events. The downside however, is the control and profits have to be shared as well as any intellectual property rights. 

Social 

Consumer habits are changing (McKinsey, 2020) and failure of businesses to adapt to changing needs and demand will ultimately cause them to lose customers. Climate change awareness and a recognition of one’s personal carbon footprint has a direct effect on UGI’s businesses as a fossil fuel energy provider. Additionally, buying habits are evolving with consumers preferring to shop online for convenience and expecting an improved customer experience with immediacy and low prices. Linking in with technology, how UGI’s present and future customer base experience and interact with the business will drive the offerings.   

Culture also has an impact on international organisations and businesses. It is imperative to understand how differing cultures react and respond in all aspects of conducting business. However, for UGI, the cultural differences across brands and countries are not too binary as the business is divided between north America and mainland Europe. Although there are nuanced differences between the US and also across Europe, the differences are not so defined as say a European versus a far Eastern culture. 

However, a potential future challenge for UGI working across countries is in HR challenges. How do you ensure that employment terms and conditions (i.e. renumeration, sick pay and holiday allowance) are standardised and fair? The business has to not only consider culture, but also balance the legal and regulatory requirements expected within individual countries. 

Technological 

A failure to innovate and utilise the latest technological developments, can result in an organisation losing their competitive advantage, particularly to newcomers and tech-first start-ups who look to enter traditional industries and disrupt. The LPG sector is archaic in its set-up and therefore ripe for innovation. However, the high capital costs are natural barriers to entry. 

This disruption ultimately needs to provide customer value in the form of improved service, lower costs or value-added deliverables in the form of convenience and ease. For example, this could be utilisation of mobile apps for account details or online ordering. The utilisation of data and technology to improve customer service, by enabling future customer need predictions before the customer intervenes (McKinsey, 2020), could enable a commoditised business such as UGI to differentiate and utilise data to create future scenario modelling to allow for greater resilience in the face of unpredicted and unforeseen events.   

Legal

UGI operates in a highly dangerous industry and health and safety requirements are fundamental to business operations. Not only can serious incidents cause injuries and fatalities, but can also have economic ramifications. UGI is listed on the New York Stock Exchange (NYSE), and is therefore reliant on the money markets for capital which in turn has a requirement to answer to shareholders and adhere to strict reporting requirements. Failure to meet these requirements can result in financial implications and limit access to capital. 

The regulatory landscape in which individual companies within the UGI umbrella is also a legal requirement which each must adhere to. This could be in the form of items such as employment laws or taxation legislation for example. International companies can also take advantage of company structures and domiciles for tax purposes. Take the recent examples of Starbucks or Amazon (BBC, 2012) who have revenue in the hundreds of millions but pay only a small proportion in tax due to their legal and corporate structures. Whilst not illegal, the ethical position of legal structures needs to be considered by corporate organisations, particularly if their public relations messaging is advocating the opposite. For a company such as UGI whose core product and activity could already be considered controversial (i.e. fossil fuels in a changing world), corporate tactics such as this need to be considered by business executives. 

Environmental

Climate change and decarbonisation is the most pressing external issue facing the global LPG (and wider energy) industry at present. UGI is at the sharp end of this transition as a supplier of fossil fuels, and as a responsible employer and societal stakeholder, it could be argued that UGI has a moral obligation to address this in its future strategic direction as well as to address changing consumer demand and political regulatory ambition. However, there are also definite financial benefits for organisations with a defined environmental, social and governance (ESG) agenda (Hanson and Murphy, 2020) and during the first four months of 2020, at the height of the first wave of the COVID pandemic, $12.2 billion was invested into ESG funds (McCabe, 2020), representing over 100% growth on the previous year. Sustainability and responsibility can co-exist along with profitability for those organisations who fulfil this strategically (Stead and Stead, 2013). 

The green transition is not just about lowering emissions and financial benefits. It is also critical in attracting new and retaining existing employees (Murray, 2019). Fossil fuel companies have a reputation and image problem with the growing environmental movement and despite companies like UGI having a clear transition pathway to net zero, younger generations are increasing seeking employment outside of these once attractive sectors. 

As evidenced in all the above elements of the PESTLE analysis, there are many overlaps between factors and where they sit, but it provides a useful tool to map out all factors, both internal and external, which either currently or could impact the business in the future. Understanding all variables and influences and having the ability to forecast potential future scenarios is fundamental in any business but the ability to adapt to changing variables and events underpins how quickly an organisation is able to bounce back. Anand and Barsoux (2017) acknowledge how a strategy can soon become outdated or irrelevant as the external environment changes and without a perpetual process of evaluation and iteration, an organisation could lose its competitive advantage according to McGrath and McMillan (Ovans, 1995). In today’s hyper-competitive environment, the ability to transform is a source of competitive advantage, particularly for sectors such as energy based on a commoditised product offering. 

Considering a SWOT (strengths, weaknesses, opportunities and threats) analysis perspective, the major strengths for UGI is its market share, cash generating ability and strong balance sheet. The board of directors’ appetite for conservative growth provides a stable platform for longevity and the green transition provides an opportunity for future growth and resilience. However, this is also a major threat. The main threat is the dominance of many governments looking to push electrification of heat, transport and industrial process heat in most sectors that UGI operate in. Proving and evidencing the opportunity for bio-liquid fuels and positioning the part they can play in the decarbonisation agenda will be critical. Although UGI are bringing to market renewable liquid fuel alternatives to fossil LPG (UGI, 2021), a big challenge for the business is the availability of product in the short-term future. 

The weakness is that UGI are strong in the distribution and marketing of LPG, not in producing product. As the transition to a producer-distributor changes the supply chain, at a micro-economic level, this will have impact on pricing as renewables are more expensive than their fossil counterparts and cash is needed to be raised in order to pay for the capital investments and research and development in new fuels and technologies that will be required. 

The current position has resulted in an opportunity over the years and UGI has consistently provided dividends to shareholders and increased market share globally. However, this position is increasingly unstable as the world and its member states transition to a sustainable energy model over the coming decades.

Conclusion

Any business or organisation needs to understand its current status in order to reflect on its position and to then understand what the potential risks and opportunities are. For those operating in an international environment, this need is even more complex and essential as there are many issues to consider such as risk, governance, regulatory and financial issues. Certain industries could also face specific extra challenges in terms of regulation. For example, the finance or pharmaceutical industries. Operating within this environment creates many challenges, not only in terms of compliance, but potentially also ethically.

A consideration of future scenarios and their implications for the business is critical in order to forecast how internal and external events and actions could impact on profitability, market share and ultimately competitiveness. Without undertaking such activities, the business is making ill-informed decisions. No business or organisation can ever be 100% certain of a future state, but in modelling various scenarios or potential outcomes, the business can be better prepared or have the ability to adapt to a threat. 

UGI is presently in a strong position cash-wise to take advantage of global opportunities as they present themselves. If the business can position itself in the green transition as a viable solution for the future low-carbon energy mix, then it needs to position itself in the next decade to ensure there is a viable long-term future. Otherwise, it will have to consider diversification into new technologies or markets. Consideration of various future growth strategies to address these challenges economically and innovatively should also be considered which enables cash to be used wisely, investments de-risks and scale reached quickly. 

UGI should look to understand both micro- and macro-economic factors affecting the business units in order to remain competitive and understand actual and potential future impacts.

Recommendations

· Utilise financial instruments and procurement techniques to offset fluctuations in underlying commodity costs
· Position UGI as a key solution for the future energy mix in the decarbonisation agenda for off-grid fuels
· Political advocacy and external engagement are key for communicating solutions
· Evaluate future growth strategies i.e. joint ventures 
· Model potential future scenarios and consider diversification strategies in allied markets to utilise existing strengths, abilities and infrastructure 
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