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Economic analysis is increasingly applied beyond its 
traditional precincts of the marketplace and the economy. 
One area where this has happened is the economic approach 
to law. This is the application of economic theory, mostly 
price theory, and statistical methods to examine the 
formation, structure, processes and impact of the law and 
legal institutions.
Economics and the law were connected in the work of  
many classical economists, but the disciplines became 
separated until the work of a number of Chicago School 
economists and public choice theorists in the second half 
of the twentieth century applied economic analysis to 
areas that had come to be deemed beyond the realm of 
economics.
The economics of law is concerned with laws that regulate 
economic activity – those laws which affect markets, 
industries and firms, and economic variables such as prices, 
investment, profits, income distribution and resource 
allocation generally – but it also goes well beyond these areas 
to examine fundamental legal institutions. 
The economics of law stresses that the value of goods and 
services depends crucially on the ‘bundle of legal rights’ that 
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is transferred with them, and that markets trade in these legal 
rights. 
The law prices and taxes individual human behaviour and 
therefore influences that behaviour. The economic approach 
to the law is more concerned with the way the law affects the 
choices and actions of all potential litigants and individuals 
likely to find themselves in similar circumstances, rather than 
the effect of particular legal decisions on the welfare of the 
parties to a dispute. 
Economics places at the forefront of discussion the costs and 
benefits of the law, considerations that will always be relevant 
when resources are finite. All too often, lawyers (as well as 
politicians, pressure groups and civil servants) discuss the law 
as if it were costless. Economics informs us that nothing is 
free from the viewpoint of society as a whole.
Economics offers a means of evaluating the costs and benefits 
of different laws by attributing monetary values to different 
harms, outcomes and consequences. The economist uses the 
word ‘costs’ where the lawyer would use ‘interests’, but the 
economist’s balancing of costs and benefits is no different 
from the judgmental process engaged in by the courts in 
resolving most legal disputes.
Application of the economic approach to competition and 
antitrust law shows that such law is often founded upon 
a misunderstanding of the nature of markets, economic 
efficiency and competition. For example, the EU Commission 
has often treated innovation as a competition problem and 
first mover advantage as dominance, yet economic analysis 
shows that these are natural phenomena that are intrinsic to 
healthy market competition.
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Economic analysis has also shown that much regulation 
does not occur simply as a response to market failure, but 
can often be explained as a result of rent-seeking by already 
powerful special interests. Moreover, economics can show 
that regulation is often a barrier to competition and may 
impose greater costs than the harm it was intended to 
ameliorate.
Laws exist for a purpose; they are not ends in themselves. 
They seek to guide, control, deter and punish. It follows that 
the study of law must, almost by definition, be broadened 
to include an understanding of its justification and effects. 
Economics provides an established approach to examine 
the justification and effects of the law beyond what may be 
possible by a conventional legal approach. 
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