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Abstract 
The goal of the paper named “The impact of the externalities generated by Competitive 
Intelligence” is to describe and understand how this activity works and behaves in a 
competitive environment, and what are the real cost of obtaining durable competitive 
advantages through a process such as Competitive Intelligence. This activity creates high 
added value on the market and the proper use of it can have a strong influence on 
increasing the competitiveness on the global economic environment and, therefore, 
increasing the efficiency inside those environments. On the other hand, externalities play a 
significant part in the economic welfare and, currently, in a globalized world, must be taken 
into consideration in order to obtain sustainable growth of the economy. As any other 
economic activity, Competitive Intelligence is also causing both positive and negative 
externalities. A thorough analysis of those externalities effects has to be made in order to 
understand how this process really works, and this paper aims to be the starting point of 
that analysis. Of course, further studies have to deepen each impact and obtain relevant 
results that will add up and draw more specific conclusions. This study’s conclusions, 
however, will reveal if this activity can work properly in every type of economy, regardless 
of its state of development. Since it represents a way to improve global competitiveness 
and, therefore, the market’s performance, the impact Competitive Intelligence is making on 
the whole economic system is a main parameter for establishing its real use. All in one, by 
being one of the most innovative ways to obtain competitive advantages through 
qualitative methods of analysis, the implementation of this process into the organizational 
culture of firms might change the way competitors choose to respond to one another’s 
actions. This research has taken into consideration both the macroeconomic and the 
microeconomic environment, using both empirical and theoretical items. Also, it was 
conducted in a qualitative manner, since the Competitive Intelligence process is made 
exclusively through qualitative analysis methods. 
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1. Introduction 
Competitive Intelligence deals with the need to obtain information about competitors and 
about the market, giving the one that uses it acting capability. The mere possession of 
some information is not always sufficient and the way they are processed and analyzed in 
order to produce new information (intelligence) makes the difference between performing 
companies and those that disappear. Intelligence is the element likely to be encoded in 
order to be stored, processed and communicated; it is the product resulting from the 
collection, processing, integration, analysis, evaluation and interpretation of the available 
data concerning the areas of interest (Nicolaescu et al, 2004, p.25). Competitive 
Intelligence is perceived as a sum of operations through which data and information are 
collected and analyzed and, in the end, the produced intelligence will be disseminated to 
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beneficiaries. One of the main goals of Competitive Intelligence activity is to understand 
the role of early warnings and to prevent surprises that can have major impact on he 
market share, reputation, turnover and profitability on medium and long term (Ivan, 2012, 
p. 146). 
Despite the fact that the works of M. Porter redefine and place this activity on a conceptual 
rut since 1980 in his book “Competitive strategy”, Competitive Intelligence is not 
assimilated yet in the Romanian entrepreneur’s management culture. At the same time, 
the utility of this process is proving to be more and more important along with the evolution 
of technologies. The high volume of information in competitive markets requires removing 
informational asymmetry for competitors who want to perform and Competitive Intelligence 
can play a decisive role on this scene.  
Realistic insights related to the competitors on the market - intentions of development, 
competitors wage policy, competitors expected market developments, possible merges  or 
competitors pricing policy - are essential for the development of a firm in a crowded and 
competitive market. In fact, the Competitive Intelligence core is to legally and ethically 
obtain useful information about competitors and market, in order to generate added value 
and competitive advantages through processing and mainly qualitative analysis. In this 
context, the information appears as a production neo-factor, protecting and enhancing the 
classical production factors – nature, labor and capital. 
The Competitive Intelligence activity satisfies a requirement that the global economy 
market has developed in response to the evolution of the informational field and the 
existence of a fiercer competition. The degree of competitiveness in the global market is 
increasing and Competitive Intelligence proved, in the last 30 years, that it is part of the 
answer for the problems generated by these factors.  
If we look at the performing states, regarding competitiveness, we can see that in many of 
them Competitive Intelligence developed continuously and undeniably helped to achieve 
economic performances.  
Japan, for instance, has one of the most developed integrated systems of Competitive 
Intelligence, both nationally and internationally. Larry Kahaner presents in his book, 
“Competitive Intelligence: How to Gather, Analyze and Use Information to Move your 
Business to the Top”, in a whole chapter, the situation of Japan. He stated that, due to the 
unique organizational culture and the close link between the social side and the business 
side, Japan managed to build an exceptionally informational system, coordinated by the 
state itself, which aims to disseminate intelligence towards all domestic companies.  
The impressive growth of Japanese economy began in 1986, when the GDP almost 
doubled over the previous year. It is not a coincidence that, in the proximity of that period, 
Competitive Intelligence activity was taking shape and the methods of achieving it were 
revealed to the public. Japan was amongst the first states to understand the importance of 
this activity. While it is obvious that the explosive evolution of macroeconomic indicators 
was, to a significant extent, due to other causes, the development of Japanese firms was, 
according to Kahaner, based mainly on economic espionage and Competitive Intelligence. 
Currently, Japan has one of the most important internationally active agency (JETRO), 
which aims to achieve this kind of analysis. JETRO Agency carries out activities in more 
than 60 countries worldwide. With its aid, and with the close link between Japanese 
companies, which form real clusters, called “Keiretsu”, Japan manages to constantly 
evolve in an era where innovation is indispensable. 
This example, along with the United States of America, France, Germany, Sweden and 
other developed countries, show the significant impact Competitive Intelligence activity has 
on the macro-economy and on the sustainable development.   
In the past, the state or the company which attained more information about the market 
was the one having an advantage, but now, when information reached a very large volume 
and is growing at an exponential pace, the one that is able to choose from this great mass 
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of information only the ones that provide action capability and are useful, will be the new 
winner. 
Moreover, being an activity with impact on numerous economic influence factors, the 
externalities created by Competitive Intelligence are at a significant level. Whether we are 
talking about this activity done by the state or by firms, the use of Competitive Intelligence 
will inevitably reflect on others on the same market and even on the ones on different 
markets. As exemplified above, holding a vast information network leads to growing 
performance and increase competitiveness, which in turn influences a wide range of 
economic agents. 
The creation of intelligence follows a five-step cycle, and the compliance with the order and 
characteristics of these stages is a must in order to obtain the desired result. These steps 
are presented in The Oxford’s Essential Dictionary 2002 edition as follows: 
a. Setting the information requirements and collection planning;  
b. Data and information collection; 
c. Data and information sorting, capturing and storing; 
d. Data and information analysis, production of intelligence and intelligence products; 
e. Intelligence dissemination and obtaining feedback from the beneficiary; 
 
 
2. Competitive Intelligence cycle stages 

 

2.1. Setting the information requirement and collection planning 
At this stage, the activity objectives are set. These objectives depend on the staff skills 
regarding the next steps and as well the complexity of the particular case. This first step 
requires a three-pronged approach: a clear understanding of customer needs, including its 
constraints of time; the development of the collection and analysis plan; the correlation with 
search planning and the identification of legality issues. 
 
 
2.2. Data and information collection 
The second phase of the cycle involves the actual collection of data and information of 
interest. Most of them are available in public to anyone and can consist of annual and 
periodic reports (private or governmental), books, broadcasts, speeches, databases, 
information on the internet, etc. Competent staff can find, most of the times, all the 
information it needs legally and ethically (Kahaner, 1997, p.44). The collection is made in 
compliance with a set of rules that helps streamlining the business. Therefore, two ways of 
collecting take place simultaneously: first, the information with a specific reason or in 
response to a request from the management will be searched, and secondly, information 
with future utility that might be exploited at a later point in time later will be collected. At the 
same time, the collection will be made based on the principles “from easy to hard” and 
“from the cheapest to the most expensive”(Duncan, 2009, p. 55), reaction speed, cost 
efficiency and the quickness with which this step of the cycle is done being very important 
elements in the economy of the entire activity.  
 
2.3. Data and information sorting, capturing and storing 
This Competitive Intelligence cycle stage includes processing, consolidation and 
evaluation of the information which hold significance relating to the targeted objectives, so 
that they can be transmitted and stored. New technology, using computers and specialized 
software, can perform processing and storage very easily. Also, it is necessary to assign 
features, such as reliability of the source, concerned area, processing stage, the obtaining 
manner etc., that will support analysts to complete the work in the next stage.  
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2.4. Data and information analysis, production of intelligence and intelligence products 
Data and information analysis, the production of intelligence and reporting is the most 
complex and difficult phase of the cycle. This refers to the application of data analysis 
techniques in order to transform the gathered information into intelligence and then 
correlate the results with the initial information requirements. The analysis requires special 
skills because the analyst must weigh the information in order to identify patterns and 
create different scenarios based on what he knows. Even if the analysis is based on hard 
information, that kind of quantitative, verifiable, easy to store information, transmitted in 
impersonal ways, their content being independent to the collecting process, the analysts 
sometimes have to fill “gaps”, to make assumptions and to estimate possible outcomes 
(Kahaner, 1997, p.45). They have to use multiple methods of analysis for the result to be 
truthful. The analyst is obliged to make the best estimate he can. 
 
2.5. Intelligence dissemination and obtaining feedback from the beneficiary 
The fifth stage of the cycle is the dissemination and obtaining feedback. Given that it is a 
continuous cycle, we can say that this stage can be both last and first. Specifically, it may 
be the first step of a new cycle of Competitive Intelligence whose objectives will be set 
according to the disseminated products, or the last stage of a cycle that started with the 
formulation of information requirements. It is the time when the analysts or the persons 
who will carry out the dissemination will suggest possible courses of action based on the 
obtained results. They must be able to operationalize the recommendations and to support 
them with arguments. The ultimate goal is to distribute the results to the departments that 
can use them in a prolific manner. Therefore, the final form of the intelligence must be 
easily comprehensible, concise and concrete. 
 
 
3. The impact of the externalities generated by Competitive Intelligence 
The externalities are the effects or consequences that affect people from the environment 
in which certain activities happen, generally of economic nature. These are reflected in 
benefits or costs which are not revealed by the result of economic agents quantitative 
studies. Two of those externalities features are that the effects are not directly recorded, 
leaving the competitive balance untouched, and that they derive from the work of actors in 
the market, other than those that directly support costs. Depending on their type, positive 
or negative, externalities can be materialized through the concepts of external marginal 
cost and external marginal benefit. Also, the concepts of private marginal cost or benefit 
and social marginal cost or benefit have a strong link with the externalities analysis.  
Private marginal cost expresses only directly incurred expenditures of the units involved in 
organizing and running a business. 
External marginal cost refers to the spillover effects due to negative externalities. This 
occurs when the production or consumption of a product imposes a cost on a third party.  
Social marginal cost expresses all costs and opportunities culled, materialized in costs 
covered by the community members, following the organization and development of 
certain activities. It is reflected in the sum between private cost and external cost. 
External marginal benefit represents the propagated effects due to positive externalities. 
Social marginal benefit includes, in monetary terms, all the advantages of the members of 
a community as a result of the organization and development of certain economic 
activities, and can be calculated as the sum between private benefit and external benefit 
(Enache et al, 2007, p. 318). 
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3.1.  The positive externalities generated by Competitive Intelligence 
Positive externalities are benefits, advantages, gains or profits generated by an economic 
agent to third parties without them paying.  
This type of externality may be spread over a wide area of the economy in the case of 
Competitive Intelligence activities. With regard to the use of information in order to gain 
competitive advantages at the microeconomic level or to increase competitiveness at the 
macroeconomic level, the entire economy benefits from this activity.  
Regarding the activity done by a firm, creating intelligence shows its effects across the 
whole market. For example, obtaining a competitive advantage will force other competitors 
to react. These tensions will increase the competitiveness in the market and a high degree 
of competitiveness is reflected into an increased focus on the consumer needs, in order to 
retain those who already purchased the product or service offered and to attract others. At 
the same time, in order to remain competitive, firms will resort to various methods, either to 
reduce costs and thus the price, or increase the quality of products and services. Thus, the 
level of consumer satisfaction will be higher, this being the positive externality created by 
the activity itself. The external marginal benefit, in this case, is represented by all the 
benefits gained by the consumer following the Competitive Intelligence activity, such as 
increased quality/price ratio, creating new range of products to satisfy more needs, 
providing promotions to customers, etc. 
This type of externality occurs frequently in the case of companies that sell products with 
high added value. For example, the mobile phone market is significant in this case. Firms 
on this market frequently found themselves, many times in the past years, in the position to 
respond to innovative actions of competitors. If until recently, Nokia was the uncontested 
leader of the market, the evolution of other companies such as Samsung or Apple, the 
market leaders of today companies frequently practicing Competitive Intelligence activity, 
changed the situation in the division of market share. Today, we see that every product 
launched by one of the two companies is followed by a prompt response from the 
competitor, resulting in a growing quality/price ratio, advantageous to buyers. 
The macro-economic impact of Competitive Intelligence activities at the firm level is 
reflected in the indicators evolution. Except the cases of natural monopoly, increased 
competitiveness will always create added value at an economic segment level. Innovation 
and adaptation to new customer needs are essential elements for the healthy growth of a 
company and also of the economy. Stimulating the consumption and the investments, key 
parts of GDP formation, through innovation and creation of value added, will result in a 
significant increase in wealth and living standard. Therefore, the external marginal benefit 
to the macro-economy is the welfare growth felt by the population and it involves the 
evolution of macro-economic indicators, such as GDP per capita, unemployment rate or 
the average salary. Thus, the Competitive Intelligence activity can be a contributing factor 
to the economic boom of Asian countries and their ascent to the top of the global economic 
powers list. 
The work done at the state level provides the intelligence obtained through legal and 
ethical ways to the companies. However, in addition to firms targeted by the state, all other 
entities interested in the subject to which the intelligence refers can access it. Still, this 
depends on the level of permissiveness displayed by the respective state. Japan, for 
instance, offers the available intelligence to any Japanese speaker, publishing it in monthly 
publications such as “New Technology Japan” or “Focus Japan” (Kahaner, 1997, p. 172). 
Therefore, the positive externalities created by Japan are very extensive, comprising all the 
competitive advantages obtained by third parties due to the use of the respective 
intelligence. 
Given all these, positive externalities effects are not destabilizing the economy in which the 
Competitive Intelligence activity is performed. Thus, market intervention in order to 
internalize them is not necessary. It is sufficient to provide a fair competitive environment, 
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according to market economy principles, in order for the development to be healthy and 
effective on the long term. 
 
 
 
 
3.2. The negative externalities generated by Competitive Intelligence 
In addition to the positive effects of this activity, we distinguish a number of negative 
externalities, defined as damages, losses, costs or expenses that an operator generates or 
induces to third parties. 
For the firm level activity, the main negative externality refers to disadvantages created to 
the competing firms by using information about their actions. Although Competitive 
Intelligence is an ethical and legal activity, most certainly a large part of the information 
collected is of great interest. Often, through the negligence of employees or through public 
disclosure of important details about their activity, the companies place into the public 
domain information that would normally be confidential. Through the process of 
Competitive Intelligence, such information is collected, analyzed and disseminated for use. 
Of course, the purpose of the activity is not to harm other competitors, but to create their 
own competitive advantages, this negative externality being, however, inevitable.  
Another negative externality may be hindering the market entry of new competitors. Using 
intelligence by a company that already has a strong position in the market can create a 
monopoly situation. In this case, a couple of positive externalities are canceled, in 
particular those relating to the product quality growth due to increased competition on the 
market. Moreover, the monopoly will give the economic agent the opportunity to strengthen 
this position further, hampering the market entry of new firms. However, this negative 
externality can be internalized by regulations against the possibility of creating monopolies, 
regulations which partly exist in most of the countries that have a market economy. 
The external marginal cost is materialized, therefore, as the marginal cost of the third 
parties, as a result of the use of the intelligence that concerns them directly by the 
companies that use Competitive Intelligence but also as the additional cost of the 
consumers, both in terms of price and quality of the products purchased in a monopoly 
situation. 
For the activity done by the state, the negative externalities also refer to the companies 
that the collected information refers to, but on a much larger scale. The French state, for 
example, has helped their companies to collect information about other firms in the United 
States since 1958 (Kahaner, 1997, p. 191). This helped French companies, both public 
and private ones, to develop and innovate using such information. However, in a 
globalized economy where interconnections and common markets are becoming more and 
more developed, the competitive advantage, achieved by some companies as a result of 
the intelligence disseminated by the state, can cause negative externalities for the rest of 
the competitors. The additional costs that this competitors are forced to pay in order to 
compensate for the damaged caused by the Competitive Intelligence activity represent the 
marginal external cost in this case. 
With the exception of the monopoly situation mentioned above, the internalization of 
negative externalities is not necessarily needed in order to create equilibrium on the 
market. Most of the times, the positive externalities generated by Competitive Intelligence 
creates a much greater impact than negative externalities. The benefits, both 
microeconomic and macroeconomic, far outweigh the costs, and the proof is the intensive 
development of the states and the markets in which this kind of activity was made. 
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3.3.  The graphical representation of externalities 

 
 
Source: Cornes et al, 1986  
 
The graph illustrates how the positive and negative externalities can be described and 
embodied, according to the quantity and the derived cost or benefit. The hypothesis from 
which we start is that external marginal cost (EMC) and the external marginal benefit 
(EMB) evolve independently of quantity.  
In the case of the state caused externalities, private marginal cost (PMC) represents all the 
costs that the state incurs in order to obtain information on the competitive environment 
(personnel, electronics, software, quantitative analysis, transport costs, fixed costs 
resulting from the use of one or more offices, etc.). External marginal cost is represented 
by the total expenditure that firms on the same market or complementary markets have to 
do in order to recover losses generated by the competitive advantages of those using the 
intelligence generated by the state. The private marginal cost line shows the direct 
relationship between the amount of information generated and the cost of obtaining them. 
Considering the independence of the external marginal costs in relation with the 
production, the social marginal cost (SMC), represented by all the governmental spending 
together with those of others affected directly or indirectly, follows the same direct 
relationship between quantity and cost. 
The same reasoning is applied to the marginal benefits. Both private and social marginal 
benefits (PMB and SMB) indicate a reverse relationship between quantity and actual 
benefit. Private marginal benefit is represented, in case of the state activity, by the 
advantages of the firms that benefit from the provided intelligence, including the possibility 
of innovation, knowledge of pricing strategies, knowledge of marketing strategies and 
tactical movements anticipation of competitors and market evolution. External marginal 
benefit, as outlined above, refers specifically to the advantages that costumers have as a 
result of the increasing market competiveness. 
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4. Conclusions 
The Competitive Intelligence activity has a significant impact on the markets and on their 
balances. Whether we refer to firm’s activity or the state’s, the overall economy is directly 
influenced by this process. Even if there are multiple elements that led to the development 
of important states around the world economically, this activity is certainly a significant 
support for sustainable development, especially in the context of globalization. 
Regarding the externalities, the success of the international markets on which this type of 
analysis is applied (optical technology market, IT products market, automotive market, etc.) 
leads to the intuitive conclusion that the social marginal benefit exceeds the social 
marginal cost and, therefore, the activity can support a long-term sustainable growth of the 
economy. 
However, the externalities analysis may differ from country to country, due to customs and 
organizational culture within each state. Certainly, no other state will be able to create, in 
the near future, an information gathering network more efficient than that of Japan, 
regardless of the investment level, due to the specific organizational culture of this country. 
However, the fact that the positive externalities are undeniably superior in value to the 
negative ones, reassures that the activity generating these externalities is beneficial 
overall. Even if it doesn’t confer the same results, if used correctly, the Competitive 
Intelligence activity works in any environment where market economy is present, and ,with 
its help, notable performances can be achieved. 
In conclusion, it is necessary to be aware of both the positive and the negative externalities 
of the Competitive Intelligence activity, the actual result of the differences between benefits 
and costs being the one who will reveal the real impact of this process on sustainable 
development. Further research should study more examples and maybe even undertake 
experiments on the real market, narrowing the gap between the known effects and 
externalities of Competitive Intelligence activity and the real ones. 
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