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Preface

To understand the law, and how the legal system works, students must have a
basic understanding of economic principles. At the same time, the structure
and performance of the economic system depend enormously on the legal
rules. Law and economics are, thus, closely interrelated. This book’s purpose
is to describe and explain those interrelations.

For the past several years, we have been teaching Law and Economics
together, to law students at the Indiana University School of Law at Indiana-
polis and to undergraduate economics students at Butler University. One of us
is an economist, the other is a law professor. For years, we have been searching
for a textbook that is neither too sophisticated, nor too sketchy, nor too sim-
plistic for our students. We wanted a book basic enough to teach undergrad-
uates and law students possessing limited (and in some cases nonexistent)
backgrounds in economics, but sophisticated enough to be of use to
graduate-level scholars. Finally, we gave up waiting and wrote one ourselves.

Although Law and Economics analysis has attained a high level of sophis-
tication over the years, one does not need to be a graduate-level economist to
understand its basic principles and applications. This book is designed for use
by undergraduates, including those who have not yet taken an introductory
economics course, as well as by law students with little or no previous
economics training. With that target audience in mind, we have kept the
mathematics to a minimum, presenting the analysis in language as clear
and jargon-free as possible. The economic analysis is not simplistic, however.
It may be sophisticated enough for many graduate-level economics students,
but it is presented with sufficient explanations of concepts, principles, and
arguments to enable novices to follow along without great difficulty.

Consistent with our commitment to relative novices in Law and Econom-
ics, the book begins with four chapters designed to ensure that all readers
possess a basic understanding of fundamental economic principles (Chapter 1),
the structure of the U.S. legal system (Chapter 2), and the importance of com-
bining legal and economic analyses (Chapters 3 and 4). Readers with substan-
tial knowledge of economics may choose to skip Chapter 1. Likewise, readers
with a substantial experience in legal studies may choose to skip Chapter 2.
Readers with substantial backgrounds in both law and economics may choose
to begin with Chapter 3.
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Preface

After the four introductory chapters, the book delves into traditional eco-
nomic analyses of specific areas of law, including property (Chapters 5-7),
contracts (Chapters 8-9), torts (Chapters 10-12), and crime (Chapter 13).
Those common-law topics, dominated by judge-made law, are the centerpiece
of most law and economics courses. It would be a mistake, however, to sup-
pose that the law is nothing more than what common-law courts decide.
The modern state is a regulatory state, in which laws made by legislatures
and administrative bodies are at least as significant as court decisions.
In recognition of the importance of regulatory law, this book also includes
two chapters on the economic regulation of business. One concerns antitrust
and regulated industries (Chapter 14); the other, environmental protection
(Chapter 15).

Various approaches are utilized throughout the book, including conven-
tional economic analysis (with and without descriptive figures), excerpts from
fundamental works in the law and economics literature, statistical analyses,
actual judicial decisions (as in law school “casebooks”), a bit of game theory,
and even some history. We hope that this methodological variety, along with
the question sets at the end of each chapter, enhances the reader’s utility and
enjoyment.

Acknowledgments

This book has been four years in the making. In that time, we have bene-
fited enormously from comments, criticisms, and suggestions provided by
numerous readers, many of whom remain anonymous. Among those known
to us are Kenny Crews, Robin Craig, Nicholas Georgakopoulos, Michael Heise,
Shi-Ling Hsu, and Andy Klein. We are grateful to them, to the dozen or so
anonymous reviewers, and to four classes of Law and Economics students—
three at the Indiana University School of Law at Indianapolis and one at Butler
University—who tested the book for us in various prepublication editions.
Faith Long Knotts provided able administrative assistance. Last but not
least, this book never would have seen the light of day without the support
of our respective families. We dedicate the book to them.

Indianapolis DHC
October 2003 PZG



Preface to the Second Edition

This new edition of Principles of Law and Economics—the first to be published by
Wolters Kluwer Law & Business—is not greatly changed from the first edition.
The organizational structure is the same, as is the book’s goal, which is to
present the field of Law and Economics in a way that is neither too sophisti-
cated for the novice nor too simplistic for more advanced students. We have
worked in some new cases (and weeded out some old ones), increased the
introduction and application of game theory, and added a bit to the brief
discussion of intellectual property in Chapter 5. Aside from those substantive
changes, we have tried to be responsive to issues raised by users of the first
edition, our wonderful new editors at Wolters Kluwer, and several anonymous
reviewers. We are grateful to all of them for their assistance. Dan Cole’s work
on this new edition was generously supported by a summer research fellow-
ship from the Indiana University School of Law-Indianapolis.

Daniel H. Cole & Peter Z. Grossman
Bloomington and Indianapolis,
June 2011
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