
Efficiency of Liability Rules: A Reconsideration*

Satish K. Jain†

Centre for Economic Studies and Planning

School of Social Sciences

Jawaharlal Nehru University

New Delhi 110067

Email: skjain@mail.jnu.ac.in

Abstract

In the mainstream of law and economics the notion of negligence is defined as the failure

to take at least the legally specified due care level. In the standard tort model, with this

notion of negligence, the efficient liability rules are characterized by the condition of neg-

ligence liability which requires that if one party is negligent and the other nonnegligent

then the entire accident loss must be borne by the negligent party.

This paper is concerned with the question of efficiency of liability rules when the notion

of negligence is defined as failure to take some cost-justified precaution. The main result

of the paper shows that there does not exist any liability rule which is efficient when

negligence is identified by the existence of some cost-justified untaken precaution.
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