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The Ready-to-Eat Breakfast Cereal Industry in 1994

The competitive forces at work in the RTE breakfast cereal industry are:

Rivalry:  During the early era of the RTE cereal industry the Big Three worked towards a common goal and were able to shut out the competition by working together.  Since the heyday of the RTE cereal industry things have changed.  New competitors have entered the arena and have been able to steal market share from the Big Three.  With the entrance of new competition the big three have now turned against one another.  
Threat of Substitutes:  Previously the Big Three were able to effectively knock out all substitutes by working directly with retailers in order to gain a level of exposure that was beyond what any competitor could match.  Today this is a much different story.  With the introduction of a myriad of new cereals the industry has become extremely fragmented.  This led to a high level of competition in each market niche and a high level of turnover on new brands.
Buyer Power:  Buyers did not have much power when the industry was solely dominated by the Big Three.  There were a limited number of options available for them to choose from and therefore they had little power.  With the entrance of new competition and new products, consumers had more choices and were thus given more power over the manufacturer.  
Supplier Power:  The ingredients of cereals are commodities.  Manufacturers of wheat, sugar, flour and other cereal ingredients have little ability to adjust the prices of their products as their customers can easily move to their competition.
Barriers to entry:  Within the RTE cereal industry there were three main companies, Kellogg, General Mills and General Foods.  These companies, also known as the Big Three were able to leverage their historical dominance and make it nearly impossible for competitors to enter the market.  Many argued that the Big Three had unwritten agreements that were aimed at restricting the possibility of stiffened competition between one another and in turn make the market much more competitive.  The only way that a new competitor could compete with the incumbent firms was to take advantage of a market niche.  This was shown during the 70’s when the explosion of natural grain cereals allowed newcomers to quickly gain market share.
Over the past 10-15 years the cereal market has seen many changes.  There has been an increase in rivalry, a higher threat of substitutes, an increase in buyer power, stable supplier power and lower barriers to entry.  Combined this means that the players in this industry must adapt in order to remain successful.  Cereal products, like the ingredients from which they are composed, have become a commodity item.  Product differentiation has proven to be unsuccessful, and therefore these companies should compete on a low cost strategy.  
