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Abstract

One of the most important Concept Economic Analysis of Law (EAL) represents a profoundly powerful model
shift in 20th-century jurisprudence and administration, always everywhere discussing about This. moving away
from traditional views of law as an isolated framework of moral reasoning and precedent This is very discussable
issue. Instead, EAL conceptualizes legal rules as structural incentives designed to shape human conduct. In this
sense, most importantly By applying microeconomic principles such as price theory, game theory, and welfare
economics this paper critically examines the trajectory of the EAL movement, from the foundational Coase
Theorem to the Chicago School’s emphasis on Rational Choice Theory this is more weightage. It further explores
how economic logic redefines substantive law: framing Property Law as a mechanism to internalize externalities,
Tort Law as a strategy to minimize the social costs of accidents, and Criminal Law as a system for pricing anti-
social behavior Consequently This is purely instrumental view of love Reduces complex moral and legal dilemmas
into more mathematical equation Costs and benefits. While acknowledging EAL as a robust normative and
descriptive tool for maximizing social wealth (Kaldor-Hick’s efficiency), the article underscores its fundamental
limitations. The hyper-rational assumption of 'Homo Economicus' is increasingly challenged by behavioral
economics, and the reduction of 'justice' to mere 'efficiency' often marginalizes distributional equity and human
dignity. Ultimately, the study concludes that while economic analysis is indispensable for prospective policy-
making and incentive design, it falls short in judicial adjudication, which demands ex-post moral deliberation."”

Keywords: Economic Analysis of Law, Coase Theorem, Efficiency, Rational Choice, Transaction Costs, Kaldor-
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Introduction:

"In the decades following independence and since from the 1952, India's legal philosophy prioritized state-driven
redistribution and the safeguarding of vulnerable populations Especially Backward communities, largely
insulating legal reasoning from cold market calculations Since from Independence. The 1991 economic reforms
abruptly altered this trajectory, introducing concepts of efficiency, transaction costs, and behavioral incentives
into the legal domain In India Since from the 1991 The so many initiatives taken place, but not implemented.
Most of the situation This paradigm shift introduced the Economic Analysis of Law (EAL) to the Indian context
Very strongly. Functioning not merely as regulatory law but as an analytical methodology, EAL evaluates legal
rules as pricing mechanisms that influence human behavior and aim to maximize societal wealth Most importantly
Inda is most dominant in this sense. EAL offers an appealing solution to streamline India's heavily backlogged
legal system and foster predictable economic growth In all the sectors of the government, adapting this essentially
American theoretical framework to the intricate socio-economic realities of India presents significant practical
difficulties This is what this paper Will relook an analysis of the related things in India also.
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The Theoretical Framework:

Maine central idea of EAL is the Rational Choice Model (RCM) That means A very important. In this model,
legal players either criminals, parties to a contract, or polluters are assumed to be rational maximizers This is most
import Aspect. They are balancing the cost and benefits of their action so as to maximize their utility themselves
This is the uniqueness. Aspect is a criminal action will only be committed when the likelihood of benefit is higher
than the likely cost (the likelihood of being convicted and the severity of the punishment) This is what we need to
understand.

Expected Utility = Benefit - Probability of Conviction x Severity of Punishment Likewise, Efficiency is the
same concept that is the normative objective of EAL We need to understand. Although this is the best ideal, Pareto
Efficiency, i.e.: making someone better off and no other person worse off is hardly attainable in the law in all the
system it’s very essential. Improperly, EAL recommends Kaldor-Hicks Efficiency (or maximization of wealth),
according to which a legal rule is efficient when the aggregate benefits to the winners outweigh the aggregate cost
to the losers, which theory justifies the possibility of compensation This is what we need to understand. These
premises have some degree of strength in the developed world As much as Strongly.

In India, they are however confronted with the immediate structural challenges It is most important. The
information asymmetry, illiteracy, and the social norms are so severe, and they usually limit the rational actor in
India It is very Analytical. A rural Karnataka farmer or a daily wage worker in Bihar does not act in a friction free
market: his or her decisions are constrained by caste structures, their access to the law is limited and they require
survival at that very instant This is the hard situation to understand. Therefore, when policy-makers impose a rigid
Rational Choice model, and do not model these irrational constraints, it can result in failure of the policy that did
not encourage the desired behavior as hypothesized This is very strongly impacted on the policy narratives.

The Judicial Reception:

Night to Night. The involvement of Indian Supreme Court in economic analysis has shifted its course of hostility
to subtle acceptance We need to understand. During the early decades the Court often placed more importance on
the directive principles of the state policies, rather than on the economic rights of individuals, considering the
arguments of efficiency as the opposite of equity Most significant Issue. Shutterstock Nevertheless, the after 2000
has been marked with a pragmatic turn In India. This was the watershed moment, and the Court, through
Shivashakti Sugars Ltd. v. Shree Renuka Sugar Ltd. (2017), made it clear that in the part of commercial issues
and disputes, the judiciary cannot allow the courts to deliver judgments that are economically unsound or
inefficient, regardless of their technical legality This is one of the most significant cases regarding this aspect. The
decision emphasized that in the case in which there is aright and a wrong interpretation under the law, the court was
to select the interpretation that would lead to economic productivity and did not result in a waste of resources One
of the most significant Thing This is . This was not a one fifth case. The Court has struggled with Cost-Benefit
Analysis (CBA) in incidents which surround the environment and infrastructure. However, the usage of this
application is not uniform. As an example, in a notorious 2G Spectrum “Common Cause v. The Court revoked
122 telecommunications licenses of Union of India” to enforce equality and trust in the society Theoretically, it’s
a very wonderful. In. India constitutionally correct, EAL critics held that the ruling had caused a colossal
deadweight loss in the economy, destroying sunk costs as well as being retrograde to investor confidence--a
traditional clash of the efficiency of maintaining sunk costs against the equity of equitable distribution In India.
This is what we need to analyse and discuss All over the nation.

Application in Law: The Insolvency and Bankruptcy Code (IBC). Probably the strictest implementation of EAL
in India is not in the courts, but in the legislature, Legislature is one of the most important things in the democratic
setup, namely with the Insolvency and Bankruptcy Code, 2016 (IBC) being enacted This is very important aspect
in most of the Time. The IBC is a radical change of a so-called debtor-in-possession model to a so-called creditor-

Available online at https://psvmkendra.com 2622



(]

ANUSANDHANVALLARI

ISSN: 2229-3388

é

in-control model that is highly based on the economic concept of in Creative Destruction. The IBC was created
to address a particular economic issue of excessive transaction costs in the process of credit recovery to allow
inefficient companies to accumulate capital (zombie firms) This is most important. The law sought to create
maximum value of assets before depreciation by a set strict time limit (180 days) within which they need to be
resolved This is very most important In the Indian constitutional setup. EAL wise, the IBC tries to rectify a market
failure in which the information asymmetry gave defaulting promoters to deprive assets In India this is very
understandable thing. According to the law, the incentive structure of promoters is distorted by this threat to the
capital of promoters to pay-up sooner, although the statistical evidence shows a change of behavior, as thousands
of debtors now pay-up prior to being adjudicated upon and it undermines the efficiency of the IBC This paper
Will have Answers for These questions all the questions.

Coase Theorem and the Problem of Transaction Costs

The Coase Theorem is one of the pillars of EAL and states the following: in such a world, where transaction costs
are zero, the initial distribution of legal benefits between the factory and the villagers will have no effect on
efficiency, only distribution: a party whose marginal forfeiting benefit is higher will simply buying out the other
party. Most importantly The Coase Theorem is a prediction in India but a warning This is uniqueness. India has
transaction costs which are hardly zero; they are usually prohibitive This is very unbelievable. The years spent
litigating, unpredictable land titles, and corruption are costs that are attributed to the cost of enforcing a contract
Most of the situations very complicated In this sense. Consequently, the Coasean lesson in the case of India is that
the policy of law should put more effort on minimizing transaction costs. As an example, the EAL reform of land
records is inherently a digital project This is what we need to understand. The state facilitates the operation of the
market by elucidating property rights and lowering the verification cost. In areas with high transaction costs (e.g.
in informal labor markets) the law can never count on transaction costs and must instead impose definitely and
unnegotiable rules on liability to avoid exploitation and inefficiency.

Challenges and Equity -Efficiency Trade-off:

There are deep ethical and constitutional issues arising on the uncritical use of EAL in India These are the
complicated things. The main criticism is that EAL promotes the justification of the displacing poor by using the
concept of wealth maximization (Kaldor-Hick’s efficiency) The common people doesn’t have the clarification
about this. Theoretically, in a Kaldor-Hick’s improvement, a dam generating 100 crores of electricity and missing
the village earning 20 crores of land was an efficient solution since the beneficiaries of the winners would be able
to compensate the losers and still make profits How can we assume this. In reality though, there is a tendency to
break compensation systems in India. The losers (tribals and landless laborers) seldom get their proportions
of the surplus. Accordingly, an effective legal decision may tend to lead to the net wealth transfer of the poor to
the rich Its very complicated. Moreover, the Indian Constitution values substantive equality (Article 14) as well
as the Right to Life (Article 21) Don’t stop the things we need to understand. The Supreme Court has made it
known on several occasions that economic expediency cannot boast of core rights All the peoples needs to
understand. Therefore, a strictly efficiency-focused statute, such as the privatization of water supply with the aim
of maximizing utility, would most likely be invalidated provided that poor people were left out thereof, no matter
how much economic sense it makes This is very theoretically Problematic. This is a Constitutional Constraint that
guarantees EAL in India never can be as absolute as the origins of the Chicago School; it must always remain a
efficiency with welfare constraints We need to understand all of these things.

Conclusion:
The history of the Economic Analysis of Law in India indicates that although the hard version of the field of
interests, that is, mathematical modelling and wealth maximization has little use, the pragmatic, soft side of it
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cannot be neglected The paper has been analysed this. Part of the future of the legal policy-making process in
India would be the amalgamation of Behavioural Economics with legal analysis This paper strictly Focused on
this view. Rather than assuming a hyper-rational actor, the policy-makers need to make legislations toward the
bounded Indian actor This is most important. This consists of applying the so-called nudges to the choice
architecture of the law to elicit desirable behavior without coercion This paper did a tremendous work on this. An
illustration of this is that instead of having default as an option-in when it comes to organ donation or savings
arrangements, opt-out default should be set and human inertia leveraged to attain a socially optimal solution This
is very important. Finally, it ends up giving EAL a crucial grammar to govern present-day India Common people
needs Understand. It has compelled legislators and judges to pay attention to the concealed cost of their decisions
and to consider the legal system as an incentive system in motion, and not as commandments in stone This is what
we need to understand. Nonetheless, as long as this analysis remains subservient to the constitutional ethos, it can
be legit in the Indian setting as well. The Indian law cannot be efficiency rather than justice, however, the
efficiency must serve the cause of justice, which means that the limited resources of the justice system must be
available to provide maximum relief to the greatest number of citizens In this sense, this paper has Analytically
and In the basis of observation, it did a tremendous work How the findings book this type of You know, most
important concept.
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