
 

Research Horizon 
 

Vol. 3, no. 1, (2023), 36-42 
Website: https://journal.lifescifi.com/index.php/RH/index   
 

Economic Analysis of Law: Strengthening the Legal Framework 

for Development 

Dijan Widijowati1,* 

1 Universitas Bhayangkara Jakarta 

Raya 

 

* Corresponding author: 
dijanwidijowati.ubharajaya@gmail.com 

 

Abstract 

In the context of development, an adequate legal framework 

plays a crucial role in creating a conducive and attractive 

business climate for investors, both domestic and international. 

The existence of a clear and consistent law gives confidence to 

economic actors that their rights will be recognized, protected 

and defended. By using the Economic Analysis of Law 

approach, efficiency is an ideal guide in designing legal policies. 

However, there are challenges and complexities associated with 

strengthening the legal framework for development. Some of the 

problems that often arise include the weakness of the justice 

system, corruption, legal uncertainty, and unequal access to 

justice. This research will try to see how legal economic analysis 

can be used as a tool to strengthen a country's legal framework 

in a development context. This study applies a normative 

juridical approach in order to analyze and interpret applicable 

law and understand the relevant legal norms. The results show 

that law plays a very important role in economic development. 

The law provides a clear and reliable framework for economic 

actors, protects property rights, and guarantees the protection of 

economic contracts and transactions. The Economic Analysis of 

Law (EAL) approach and the role of law in economic 

development are interrelated and influence each other. Through 

the Analysis of Law approach, an analysis based on legal values, 

benefits and efficiency can make an important contribution in 

strengthening the legal framework for more effective and 

efficient development. 
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1. Introduction 

Legal economic analysis is a multidisciplinary approach that combines economic principles 

with law to understand the complex interactions between the legal system and economic activity 

(Stigler, 2021). In the era of globalization and rapid economic growth, it is important for a country 

to have a strong and effective legal framework to facilitate sustainable development. Through a 

legal economic analysis approach, one can understand the impact of legal policies on the level of 

economic growth, investment, innovation, and financial stability of a country (Bashtannyk et al., 

2021). In the context of development, an adequate legal framework plays a crucial role in creating 

a conducive and attractive business climate for investors, both domestic and international. The 

existence of a clear and consistent law gives confidence to economic actors that their rights will 

be recognized, protected and can be defended. This encourages long-term investment, 

infrastructure development, and sustainable economic sector growth (Hausman et al., 2016; 

Lloyd & Lee, 2018). 

By using the Economic Analysis of Law approach, efficiency is an ideal guide in designing 

legal policies. The Legal and Economic Approach pays attention to how efficient legal 

regulations reflect the quality of the law itself (Darmawan, 2020). Efficiency is considered 

important because it has an impact on the effectiveness of legal regulations, while the 

effectiveness of legal regulations contributes to their quality. Good legal quality is characterized 

by clarity in legal regulations, so that legal subjects can understand how these regulations must 

be applied to improve market conditions generated by law (Prasetya et al., 2023). "Market 

conditions" here are not limited to trade transactions alone, but cover all aspects of human social 

life, including their role as legal subjects who carry out legal actions in the context of legal 

activities. 

However, there are challenges and complexities associated with strengthening the legal 

framework for development. Some of the problems that often arise include the weakness of the 

justice system, corruption, legal uncertainty, and unequal access to justice (Lesmana, 2023). The 

Economic Approach to Criminal Law and Corruption issues, known as the Economic Analysis 

of Law (EAL), is not something new, because the relationship and interpretation between Law 

and Economics is not something that is maintained with an egocentric side of science (Richter & 

Richter, 2015). Both, law and economics are sciences that unite and complement each other. Law 

is always interpreted as a regulation that provides direction for human behavior while economics 

is a scientific discipline that emphasizes the direction of needs for human behavior, so that all 

legal issues will always come into contact with human economic life (Roy, 2018).  

In addition, in facing technological developments and global economic dynamics, law must 

be able to adapt and accommodate rapid changes. This research will try to see how legal economic 

analysis can be used as a tool to strengthen a country's legal framework in a development context. 

This study will analyze the relationship between sound legal policies and economic aspects such 

as growth, investment, efficiency, and income distribution. Apart from that, it will also discuss 

crucial issues that arise in the implementation of legal policies, as well as ways to increase the 

effectiveness and efficiency of the legal system in achieving development goals. 
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2. Economic Analysis of Law 

Economic Analysis of Law which is defined as an economic analysis of law or economic 

analysis of law. Legal issues remain as constellation objects (arranged, built, associated) with 

basic economic concepts, reasons and economic considerations. The aim is to be able to position 

the nature of legal issues so that the flexibility of legal analysis (not economic analysis) becomes 

more elaborate (Krecke, 2015). Economic Analysis of Law basically refers to a field of study that 

studies the application of economics methods to address legal problems that arise in people's 

everyday lives. Economic Analysis of Law is the application of economic principles as a rational 

choice for analyzing legal issues (Soetopo, 2019; Pacces, 2016). This theory comes from the flow 

of utilitarianism which prioritizes the principle of benefits. Economic Analysis of Law was born 

in the United States which adheres to the common law system where judges play an important 

role in determining what constitutes law (Pardolesi, 2015). 

The Economic Analysis of Law is more synonymous with the forms of analysis in Law and 

Economics, generally containing detailed examination of the elements or structure of law and 

economics. It is typically based on the elaboration and interpretation of law and legal science 

through a process of merging synergistic elements (Travain, 2022). In economics, the level of 

supply can be influenced by prices, where if the price is high, the supply will decrease, and vice 

versa. If economic principles are used to analyze the law, then the offer as an act of delict and the 

price as a sanction. So that if the sanction for an offense is high, the level of offense will decrease. 

Prasetya et al. (2023) says that people will comply with legal provisions if they estimate that they 

can get greater benefits than violating them, and vice versa. Like the economy, the legal system 

is also about rational behavior. The law seeks to influence behavior through sanctions, such as 

imprisonment or punitive damages. The coercive aspect of law assumes that people know about 

the consequences (Małecka, 2017; Ani, 2023). Furthermore, how these micro-economic concepts 

are applied to legal issues, including in the design of laws and regulations. 

3. The Link Between Law and Economic Development 

Economic Analysis of Law is looking at aspects of efficiency in determining a choice in 

human life. The concepts of choice and rationality result in people having to incur costs because 

they have to leave one option to pursue another that they think is better (Castiglione et al., 2015). 

Samarndi et al. (2015) an economic approach to evaluating law and policy, that law should not 

only be seen as a technical argument, law is an instrument to promote social interest goals. In 

order to know that law has this objective, judges and other lawmakers must have a method of 

evaluating law that has an impact on the value of social interests. Economics predicts the impact 

of policies on efficiency (Badgett et al., 2019). Efficiency is always relevant for policy making, 

because it is always better to encourage any policy that has low costs than high costs. So what is 

meant by an approach from the aspect of efficiency (economic) in looking at law is in an effort 

to minimize the costs of the operation (rules) of law that have been prepared by jurists so as not 

to cause high economic costs, are inefficient and irrational and that is a demand for the 

development of various types of regulations (laws) related to the economic field (Ohnesorge, 

2019; Al-Qudah et al., 2022).  
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Regarding the role of law in the economic development of a country, basically it cannot be 

separated from discussions about the economic approach to law or vice versa, the legal approach 

to the economy, which is commonly known as legal economic analysis. An economic approach 

to law means the use of economic considerations to solve problems, and the use of analytical 

technical tools or concepts commonly used by economists (Ahmed et al., 2020). The economic 

law approach is characterized by and uses transnational and interdisciplinary approaches, 

specializing in integrally the relations between national and regional and international economic 

and social issues. Regulations in the fields of economic law must be aligned with the directions 

and policies of development economic politics and development legal politics as well as internal 

and transdisciplinary community development politics in a holistic and systematic manner 

(Richter & Richter, 2015). So that it can be said that the scope of the field of economic law 

(economic law) is a broad field of law and is related to private interests and public interests at 

once. For this reason, an economic approach to law will be one way to avoid being left behind by 

law in economic traffic within and between countries and other countries both nationally, 

regionally and internationally (Lesmana, 2023). 

The Economic Analysis of Law approach uses values, benefits, and efficiency in accordance 

with the principles of benefit which ultimately aims to maximize people's welfare. This approach 

aims to evaluate the law by referring to external methods, namely by considering the legal costs 

and benefits associated (Roy, 2018; Silvestri, 2019). In this case, the focus is to maximize the 

benefits and minimize the costs incurred. By using this approach, legal economic analysis will 

consider the effects of legal regulations on various parties involved, including the general public. 

In conducting a legal evaluation, factors such as social, economic and environmental impacts will 

be taken into account (Malcai, 2017). The ultimate goal is to achieve maximum social welfare by 

taking into account the benefits received by the community and minimizing the costs borne. By 

using this approach, legal regulations can be evaluated critically to ensure that the policies 

adopted achieve the goals of benefit and efficiency. By considering value, benefits, and 

efficiency, this approach can assist in formulating legal policies that are more effective, fair, and 

sustainable in an effort to improve the welfare of society as a whole (Ohnesorge, 2019; 

Samargandi et al., 2015). 

4. Methods 

This study applies a normative juridical approach in order to analyze and interpret applicable 

law and understand the relevant legal norms. This method refers to legal aspects stipulated in 

statutory regulations, government regulations, policies, and court decisions relating to issues of 

Economic Analysis of Law and development. In this study, secondary data sources were used to 

support the analysis carried out. Secondary data sources that will be used include scientific 

journals, books, articles, research reports, laws, government regulations, court decisions, and 

policy documents relevant to the research topic. It is hoped that the use of secondary data sources 

will provide a broader context and support an in-depth understanding of the legal and 

development issues being researched. Thus, through a normative juridical approach and with the 

support of relevant secondary data, this study aims to contribute to strengthening the legal 

framework for more effective and efficient development. 
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5. The Role of Law in Economic Development 

The role of law in economic development is very important and inseparable. Law has a central 

role in creating a conducive environment for sustainable economic growth. The law provides the 

necessary legal certainty for economic actors. Through statutory regulations, the law establishes 

rules and procedures that must be followed in doing business, protects property rights, and 

ensures protection of contracts and economic transactions (Muhlizi, 2017). The existence of clear 

and reliable laws gives confidence to economic actors to invest, innovate and do business, thus 

driving economic growth. Law also plays a role in creating a fair and just business climate 

(Trinandityo, 2021; Silvestri, 2019). The law prohibits monopolistic practices, abuse of dominant 

position, and acts of unfair competition. Thus, the law encourages the creation of healthy 

competition, economic efficiency, and innovation. The law also protects consumers from fraud, 

fraud, or harmful business practices, thus creating consumer trust and satisfaction which are 

important for sustainable economic development (Prasetya et al., 2023). 

In addition, law has a role in regulating the relationship between the government and the 

private sector. The law provides a framework for economic policy, regulation of certain sectors, 

and incentives for investment (Darmawan, 2020). In terms of international trade, trade law 

regulates the rights and obligations of countries, protects intellectual property rights, and 

facilitates the flow of goods and services between countries. Furthermore, law also plays a role 

in environmental protection and sustainable development. Environmental laws govern natural 

resource management, environmental protection, and corporate responsibility for environmental 

impacts. With strong and effective laws, economic development can take place while maintaining 

a balance between economic growth, environmental protection, and social welfare (Mustamin, 

2022; Yunita, 2021). Law has a vital role in economic development by providing legal certainty, 

creating a fair business climate, regulating relations between the government and the private 

sector, protecting consumers and the environment, and facilitating international trade. Strong and 

effective laws are an important foundation in achieving economic growth that is inclusive, 

sustainable and pro-people's welfare. 

6. Conclusion 

Law plays a very important role in economic development. The law provides a clear and 

reliable framework for economic actors, protects property rights, and guarantees the protection 

of economic contracts and transactions. The Economic Analysis of Law (EAL) approach and the 

role of law in economic development are interrelated and influence each other. Through the 

Analysis of Law approach, an analysis based on legal values, benefits and efficiency can make 

an important contribution in strengthening the legal framework for more effective and efficient 

development. This approach allows legal evaluation with reference to costs and benefits, and the 

ultimate goal is to improve people's welfare. The existence of strong and effective laws creates 

the legal certainty needed to attract investment, promote economic growth, and create jobs. The 

law also plays a role in creating a fair business climate, regulating fair competition, and protecting 

consumers. In addition, the law regulates the relationship between the government and the private 

sector, facilitates international trade, protects the environment and promotes sustainable 

development. With strong and effective laws, the state can create an environment that is 
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conducive to economic growth that is sustainable, just and in favor of the welfare of society at 

large. Therefore, it is important for the state to strengthen its legal framework in order to support 

sustainable and equitable economic development. 
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