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DIVERSIFICATION STRATEGY OF ASAHI CHEMICAL INDUSTRY

Company Background

Asahi Chemical Industry Co., Ltd. is a Japanese company who has its name listed under textile section in the Tokyo Stock Exchange.  The company, however, does not only produce textile related products.  It also engages in manufacturing many different types of other products including fibers, chemicals, plastics, synthetic rubber, medical supplies, construction materials etc.  In fact, textile business only account for a small percentage of total sales of the company.

Asahi Chemical first started as mainly producing synthetic textile fibers.  But later it diversified its business into many different areas.  The following part will focus on reasons for diversification of Asahi.

Why Diversify?

Declining Role of Textile

In mid-1950s to 1970s, several types of businesses such as steel and shipbuilding, home appliances, and automobiles emerged as the leading industry.  Textile industry only had a minor role in the Japanese national economy.

The structural change in the international textile trade marked the decline of Japan textile trade. The rising value of the yen against the dollar made it more costly to import textile products from Japan. This led to a decrease of textile exports of Japan, making the textile business less profitable. Textile exports dropped from 74.5% (of Japan’s exports) from 1922 to only 3.5% in 1985.  At the same time, textile imports from developing countries flooded Japan domestic market.

Some developing countries in Asia had cheaper labor than Japan.  Therefore, they gained a competitive advantage in international textile market than Japan.

As a result of these, major textile manufacturers including Asahi Chemical began diversification out of the textile business.

Production of Chemical Products

Asahi Chemical started to produce sodium glutamate after World War II. Since there was a shortage in food supply, the company began to produce ammonia & ammonium fertilizer.

Production of Acrylic Fiber

Synthetic fibers were replacing natural fibers such as cotton, silk, and wool in a number of important applications. Nylon was rapidly replacing silk. But Asahi Chemical did not possess the technology to become an effective competitor either in the nylon or polyester market. Therefore the only remaining hope was it acrylic fiber.

Expansion into Nylon, Synthetic Rubber and Housing

In about 1958, Asahi Chemical was lagged behind other synthetic fiber companies.  Industry critics classified Asahi Chemical as a second-rate synthetic fiber company.  The company then set up three teams in the following year mainly responsible for R&D planning, evaluating new business plans and coordinating R&D plans and new business plans.  The project team finally proposed opportunities of new business on products such as polyethylene, nylon, polystyrene, synthetic rubber, construction materials, housing, beer and food.  At last, nylon, synthetic rubber and housing were chosen as the new business areas for Asahi Chemical Industry to enter.

By shifting its target market from clothing to tire cord, Asahi entered the nylon industry by producing nylon 66. The company chose to produce nylon 66 for two reasons. First, no other Japanese firm had commercialized the production of nylon 66. Second, researchers at Asahi had developed a technology to produce nylon 66 at lower cost.  And such move only required half of the investment originally proposed.

Entry into the synthetic rubber industry was mainly based on the belief that automobile market would become big in the future.  After survey and research, Asahi Chemical began to product synthetic rubber by bringing in advanced US technology.  This new business began to earn a profit for the company.

Construction material was another new business area that Asahi Chemical chose to enter.  The basic idea was that there would be a booming housing demand in Japan in the near future, and that a basic construction material would be in big demand as well.  “Silicalitite”, the lightweight material produced by the company did not meet requirements in Japan and while researchers were trying to improve the silicalitite technology, Miyazaki, the president obtained a license for a molding technology and then went into the business of manufacturing and selling prefabricated houses.

Three Additional New Business Areas

Expansion into three new businesses: ion-exchange membranes, various medical products and a variety of electronics products were due to the success diversification of Asahi Chemical into the areas of nylon, synthetic rubber and housing.  The company wanted to expand its scope of business.

Ion-exchange technology is an approach for separation and enrichment of uranium.  President of the company, Miyazaki believed that energy would be in shortage in the future and that the demand for nuclear energy would grow.  The applications of its ion-exchange application were still expanding.

Asahi Benberg, which was once a major textile product of the company and sodium glutamate (which the company started producing after World War II) were used in producing certain types of medical products such as anti-cancer agents and artificial kidneys.  Asahi Chemical had a separate plant specialized in producing artificial kidneys and it had become Japan’s leading manufacturer of artificial kidney in 1984.

Asahi moved into developing large scale integrated (LSI) technology, an area of microelectronics technology and focused on semi-customized LSI products due to the stiff competition of the semiconductor industry.

Suggestion of New Area of Products (Furniture Market)

Description of Japanese Furniture Market

The Japanese furniture market consists of the household furniture market and the office and institutional furniture market. Historically, the two markets have been independent from each other. However, due to the rapid development of communication technology and an increasing use of personal computers both at home and office, a new sub-market of the "SOHO" furniture (furniture for small offices and home offices) is playing a more and more important role in the furniture industry.  While white-collar workers' workplace has been limited to conventional offices, industry experts state that new workplace will go through a transformation from fixed offices to more flexible forms of mobile and home-based offices.  Such changes in the working style would mean that white-collar workers are greatly in need of small office/home office furniture, which will help them achieve high productivity and a comfortable work environment.  This indicates a potential growth of the furniture market and there is room for Asahi to gain profits if it could produce comfortable furnishings.

Asahi can cooperate with some famous designers to produce a series of individualized and convenient furniture.  Asahi can provide the necessary materials (e.g. acrylic fiber) for producing the new designs and manage further productions.  Tokujin Yoshioka, who is a famous designer in Japan, has an idea of “Honey-Pop”.  Honey-Pop is a series of chair designs that are convenient and able to suit individual needs.  Therefore, Asahi can cooperate with Tokujin Yoshioka for the first project of entering the furniture market by introducing Honey-Pop chairs.

“Honey-Pop” Chairs

Sheets of paper are rolled and piled up a thickness of 1 cm.  A chair will be magically completed, with a seat where paper transformed into a “honey-comb” structure, by following procedures of cutting, unfolding and sitting.  Because of the “honey-comb” structure which is the same structure as of a honeycomb in the nature and a technique used for an airplane, the chair is able to gain its unimaginable strength for it is made of.

Structure of the chair derives its design from the beautiful form of a hip sat on the chair.  This new process of making a chair, which was attained only after great efforts, has been applied for a patent.

Step1: Pull out the paper

Step2: Sit on the chair in order to shape it fit your own

Step3: Pullback the paper that is beside your hands, armrest is formed
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Figure 1: Steps of making “Honey-Pop” chair
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Figure 2: Closer look of the materials used for making “Honey-Pop” chairs
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Figure 3: Another look of “Honey-Pop” chair

Attractiveness & Advantages of Launching “Honey-Pop” Chairs

· Increasing Demand for Domestic Furniture Products

The slowdown in the growth of the Japanese economy to the early 1990’s has caused their furniture imports to shrink.  Despite the westernization of Japanese tastes, customers are now laying their eyes on cheaper local products instead of furniture products from western countries; the demand of furniture also increases due to increase in the construction of new homes and holiday homes.  Unfortunately, the domestic production of furniture is insufficient to meet the needs of Japanese consumers, both from the quantitative and qualitative points of view.  This creates a niche opportunity for Asahi.

· Diversification of the Needs and Preferences of Customers 

As far as tastes are concerned, the Japanese customers are known to demand top quality products of excellent workmanship.  This means high standards of quality, durability and design.  Moreover, consumer preferences are veering more and more towards a manifestation of lifestyle that is becoming more and more individualistic.  

· Customization by Mass Production 

If Asahi were to produce customized chairs for its customers, it would be a very labor-intensive task. The extraordinary design of this chair allow them to produce the acrylic fiber paper by mass production and the installation and customizing process would be left to the hands of the customers. As a result, the production of “Honey-Pop” doesn’t involve high labor cost or much additional costs for Asahi.

· The “Do It Yourself” Trend

Currently, a trend of “Do It Yourself”(DIY) is spreading throughout Asia. This is very popular in Japan. Not only do Japanese customers like to have commodities individualized with their own styles, but they also like to participate in the making process themselves. The new concept of “Honey-Pop” allows customers to fold and compress the chairs into whatever shapes or curves they want. It would surely be a big hit since many Japanese are innovators and early adaptors to new product.

· Creating a Prestigious Image

Even though Asahi will now enter into the furniture business, the strategy is that it would not produce furniture in full-scale, i.e. it would not produce all kinds of furniture from chairs to sofas, from tables to beds, like IKEA.  In short, the furniture products of Asahi are not for in store sales nor are they for wholesaling.  Asahi will only engage in the production of furniture if only it encounters potential designers like Tokujin.  Moreover, each type of new products will be sold to the public in limited edition at a medium price level.  Asahi’s furniture is targeted at high to medium income customers and collectors who are after a high quality of life.  Eventually, whenever Asahi releases a new furniture, it will be automatically perceived as a masterpiece or if not, at least a piece of unconventional but attractive furniture. 

· Variety of Uses

The concept and technology of “Honey-Pop” could be used in many other ways other than a display or a home chair.  First, it could be used in car seats, providing comfort to drivers according to the curves of their back and hips.  Second, it could be used in office chairs and computer chairs.  The tailor-made shapes of the chairs will fit everybody and give them comfort despite their long hours of working in front of the computer.  This would work in the manufacturing of mouse pad too to reduce occupational diseases.  Last, but not the least, this technology has already been used in airplanes seats, so it could also be used in beds and seats for other transportations.

