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ABSTRACT 

This research paper, critically, examines economic analysis of law in India, exploring its theoretical 
foundation, historical development and practical application within the Indian legal system. It 
highlights how law and economics, a social science applying economic concepts to the legal 
relationship, is crucial for analyzing the effects of legal rules. The study delves into Core economic 
concepts, like efficiency, and Pareto optimality, emphasizing their role as an nautical framework for 
assessing legal effectiveness and resource location. The paper also discusses the application of Cost 
Benefit Analysis (CBA) in evaluating legal rules and their legislative impact in India, recognizing its 
potential to enrich decision-making, despite of relatively new concept in India law. Furthermore, it 
presents case study illustrating the integration of economic reasoning in Indian judicial decisions, 
particularly in competition law and market regulation. Finally, the paper addresses challenges and 
critiques, including distributional impact and behavioral economics and proposes future direction for 
legal and judicial reforms in India grounded in economic principles. 
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INTRODUCTION  

Law and economics are a social science that attempts to apply economic concepts to legal 

relationships. It is frequently used in analyzing the effects and efficiency of legal rules. These 

rules can be written or implicit and might be based on precedent case law, legislation, 

regulation, or normative custom. This approach to law is important in light of its diversity in 

legal systems on one hand and its economic transformation and ongoing social change on the other. 

This field of study has made significant contributions to an understanding of law from an economic 

perspective, and has been useful to identify the effects of legal rules on economic outcomes.  

Using tools of economic reasoning to analyze and criticize legal rules is an important part of 

this field. The basic tenet of this approach is that rational individuals will respond to their 

anticipated costs and benefits, and this will have implications for economic behaviour 

including the effects of legal rules. Thus, law can be viewed as an economic tool constituting 

rules of the game that affect economic outcomes. In addition, law and economic theory 

claims that legal rules can efficiently calibrate the behavior of those subjects who have 

reduced costs realizing that behavior that is consistent with social objectives. With more 

specific rules, these may be achieved with lower social costs. This approach is clearly in only 

individual rights and it makes sense to apply the principle to the collective group. 
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