Financial Engineering and Risk Management (2023) DOI: 10.23977/ferm.2023.060407
Clausius Scientific Press, Canada ISSN 2523-2576 Vol. 6 Num. 4

Risk Management in Legal Finance in Applied
Economics

Mingguang Yaol2&"

1School of Economics, Shanghai University, Shanghai, 200444, China
2School of Tourism &Leisure Management, Shanghai Institute of Tourism, Shanghai, 201418,
China
dyaomingguang2023@163.com
“corresponding author

Keywords: Applied Economics, Legal Finance, Risk Management, Management Research

Abstract: In modern economic transactions, information asymmetry between buyers and
sellers is common, and interest disputes often arise between buyers and sellers. In order to
solve the legal risks caused by this phenomenon, this article mainly studied how to
effectively manage legal finance and improve relevant systems. After that, it designed a
risk management model for legal finance, and then conducted a functional test of the model.
The test results showed that the risk identification rate of the legal and financial risk
management model based on applied economics majors was as high as 93% to 95%. It has
reduced various social contradictions and conflicts caused by the lack of theoretical basis
for application and reduce the probability of unnecessary losses. It has also provided certain
reference value for judicial practice to achieve the goal of rule of law construction,
maintain stable development of market order, and promote economic transformation and
upgrading.

1. Introduction

The research object of legal finance is within the scope of legal system, which belongs to the
field of law. Its main content also includes the analysis and discussion of legislation, justice, and
other aspects under the current national conditions. With the accelerated process of economic
socialization and the continuous progress of Internet technology, people have increasingly high
requirements for law to keep pace with the times. At the same time, due to the advent of the
network era and the increasingly strengthening trend of economic globalization, legal finance, as a
new discipline, is rapidly developing and gradually being applied to daily life and production.

Many scholars have conducted relevant research on economic law. Some scholars have analyzed
the problems existing in the relevant disciplines of law and economics and found that, from the
perspective of jurisprudence, unclear legislative bodies lead to confusion and disorder in judicial
practice, and court decisions are affected. In the process of formulating laws and regulations,
various disputes and contradictions can not be properly handled. Law is one of the indispensable
topics in resolving disputes and problems, and it can also be said to be a means, tool, or method. It
plays an important role in resolving conflicts by providing parties with reasonable, legal, fair and
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equitable solutions to maintain social stability and harmonious development [1]. Other scholars
believe that there are problems with the development of the financial legal system, such as lagging
legislation and weak supervision, which have seriously affected the relevant financing methods and
transaction behaviors in China’s applied economics majors, and are also important reasons for using
scientific theories to guide practice and solve practical problems [2]. Therefore, this article is based
on the applied economics major to study the risk management of legal finance.

In the context of economic globalization, financial markets have also begun to develop gradually,
which has greatly promoted the diversification of social financing and investment methods.
However, the law lacks clear provisions on whether private lending is legal and how to define it. In
order to make better use of these laws and regulations to regulate unfair competition in market
economic activities and play an important role in maintaining the security, stability, and orderly
conduct of transactions, it is necessary to strengthen the in-depth exploration and analysis of the
theoretical research of civil code. Systematically study its applicability, feasibility, and necessity
through case analysis to promote the establishment and improvement of relevant theoretical systems
and provide reference and guarantee methods for practice.

2. Discussion on Risk Management in Legal Finance in Applied Economics
2.1 Legal Finance

Legal finance is a newly emerging discipline. Market access refers to conducting trading
activities, risk control, and income distribution within a specific region, which means analyzing and
evaluating various risk factors in the market and formulating corresponding strategies to ensure the
stable operation of the entire economic system. For those uncertain events, appropriate measures
can be taken to reduce their impact or transfer them to other places to achieve the desired purpose.
“Law” refers to various behavioral norms or rules that people use in their daily lives or activities.
“Covenant” is mainly used to explain some social phenomena, political events, etc., which are
formulated through legal means and recognized by the government to form a series of systems,
regulations, and methods. Its purpose is to ensure that citizens’ rights and national interests are not
infringed upon, and establish a form of financial activity with a certain social and economic
foundation and organizational functional structure and its matching legal relationship through
legislation, with the guidance of the national government, the supervision of various departments as
the main body, and the participation of civil society as the main body. Law is an important way to
regulate people’s behavior. It not only effectively restricts the rights and obligations between parties,
but also enables them to better use the information they have and make corresponding decisions. By
formulating sound and reasonable rules and regulations as well as implementation methods, it can
greatly promote social and economic development, thereby achieving the objectives of optimizing
the allocation of resources, improving production efficiency, and maintaining social order and
stability. It is one of the more common and simple and practical forms, characterized by strong
comprehensiveness, intersection, and cross sectoral cooperation, and can provide good services to
society. At the same time, it also involves to a high degree various rules and institutional issues
needed in various fields, so it plays an important role in the entire process. Legal finance is a
discipline that applies economic principles to the study of modern economic issues. From its nature,
it belongs to a relatively special and representative branch of jurisprudence. In economic activities,
people use various means to analyze and solve social problems. Legal finance mainly studies the
quantitative treatment of legal issues. These qualitative data can help people better understand some
abstract facts and laws, as well as solve the contradictions between actual situations. It can also
provide more accurate and comprehensive information for this article, thereby formulating correct
and feasible strategic plans, and achieving the goal of mutual restriction, interaction, and
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coordinated development among various risk factors in economic society. It includes many basic
issues in economics, such as whether the market mechanism is sound and whether prices can stably
reflect the operating conditions of enterprises. Legal finance mainly addresses issues such as how to
determine the rights and obligations between various transaction entities and the resulting risk
sharing, thereby reducing the likelihood of various potential crises and unsafe factors encountered
in the economic operation process, reducing economic losses and the degree of losses, and
maintaining social fairness and justice.

2.2 Applied Economics

It is a new way of thinking to explore legal finance using the thinking mode of economics. It
organically combines law with other disciplines and explores them in depth through analytical and
research methods. This new perspective not only breaks the traditional theory that only exists in the
academic field and does not involve topics in the field of life and practice, but also provides a good
direction and way to solve problems arising in the practical application process, enabling the
development of the new discipline of legal finance to be better promoted. The core of applying
economic methods to analyze problems is to use mathematics and language to think, and to draw
conclusions from various phenomena in real life through logical reasoning. When solving some
complex, cumbersome, or even difficult problems, deductive methods can be used. However, when
these relatively abstract and regular problems exist in real social and economic activities, it is
necessary to use legal and financial theories to explain them, provide solutions, and cite relevant
economic knowledge to analyze the problem. Applying the method of law to thinking is mainly to
grasp the development trend of the entire world economy and the relationship between various
aspects from a macro perspective [3-4]. Legal finance can help this article better understand the
capital demanders in society and their choices regarding investment or financing. It can also enable
investors to more rationally utilize the proportional relationship between investment returns and risk
levels, and it can also make it easier for investors to identify problems and take timely measures to
remedy or avoid expanding losses, thereby achieving the goal of maximizing one’s own interests
[5-6]. Through analysis of the operational rules of the market economy and trading activities, it is
determined that all participants need to achieve consistent goals and interests, and then through
contract agreements and negotiations between both parties to establish the basic principles of their
own code of conduct, ultimately forming a unified standard and regulatory system, which is clearly
defined in legal form. It also plays an important role in solving various complex social relationships,
and can provide enterprises with a reasonable and fair competition environment, as well as
functions such as supervising and standardizing the market, and maintaining order [7-8].

In the process of applying economics, it can be found that for legal finance, the most important
thing is to use mathematical methods for research. Because in real life, there is a large amount of
capital flow issues involved. By using relevant knowledge in disciplines such as law, participants
can have a more rational understanding and understanding of it, and make reasonable decisions and
management behaviors based on actual situations. At the same time, attention should be paid to
preventing possible economic disputes and losses, as well as the harm caused by factors such as the
probability of potential uncertain events [9-10]. For example, whether the trading parties have
reached a consensus, whether the buyer and seller have credit risks, and so on, all require theoretical
knowledge such as probability theory and mathematical statistics to better solve these complex and
difficult to calculate quantitatively data, providing a decision-making reference basis for people.
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2.3 Risk Management Technology

From the perspective of applied economics, risk management is the use of scientific, systematic,
and standardized methods to reduce the adverse effects of uncertainty. Figure 1 shows the risk
management process.
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Figure 1: Risk management process

Based on the analysis of market environment changes and future trends, corresponding
countermeasures are formulated to reduce losses, minimize costs, and improve revenue levels. It is
necessary to promptly understand information such as risk events and potential threats, so as to take
measures to reduce the impact of uncertainty, reduce a series of problems that may occur during the
transaction process, and achieve optimal conditions for the entire social and economic system [11].
For risk to be minimized, it is necessary to consider all factors that may lead to results deviating
from expected goals, causing losses, and increasing opportunity costs without paying a price. At the
same time, it is also necessary to effectively control and optimize these factors through the
allocation of information and resources in risk management activities. It is based on rational people
rather than relying on subjective judgment to determine market participants’ behavior patterns,
strategies, and profit distribution mechanisms. In other words, game theory is to analyze the results
of interdependence and influence between different decision-makers in the trading process, and
adopt corresponding countermeasures to minimize risks. By making judgments about these
potential factors and the consequences and impact of uncertain events, it is necessary to have an
effective means to effectively solve these economic problems, that is, use scientific and reasonable
methods to analyze various behaviors and conditions that may cause hazards, and develop a series
of measures and plans to reduce hazardous losses [12-13]. Figure 2 shows the composition of risk
factors.
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Figure 2: Risk factor composition

When there are a large number of stakeholders and resources are scarce in the financial market,
opportunism should be introduced into the financial system. This means that there is a need to use a
method to enable these participants to obtain more profits, but also because this method can
effectively reduce transaction costs, thereby increasing their economic benefits, avoiding risks, and
other purposes [14-15]. The Pearson correlation coefficient p and Kendall correlation coefficient t
can be given as follows:

Py =p= Cov(X,,Y;) o

Yol (X, )o? (Y,)
Pey = P =3(PI(X, = X, XY, =Y5) > 01— P[(X, - X, Y, -Y,)<0) @
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Among them, Cov (X, Y) is the covariance between X and Y. P is the probability of an event, P
e [-1,1], © € [-1,1], and the greater the s, the stronger the correlation between variables.

3. Experimental Process of Risk Management in Legal Finance in Applied Economics

3.1 Composition of Legal Finance Risk Management Model Based on Applied Economics
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Figure 3: Risk management model of legal finance based on applied economics major
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The risk management model of legal finance in the major of applied economics (as shown in
Figure 3) takes legal finance as the research object, uses qualitative and quantitative analysis to
deeply explore it, and proposes a theoretical framework of legal finance based on principles such as
probability theory, mathematical statistics, and operational research. According to the above content,
this article can know that there are many uncertain factors in the actual operation process, and by
establishing a complete and effective system, relevant disputes can be resolved [16-17]. In this
system, it is necessary to take into account a series of complex situations such as various
connections and conflicts of interest between the parties to the contract and the counterparties, and
develop corresponding management mechanisms and risk control measures based on these factors,
S0 as to better handle and achieve the objectives of the issues studied. By using a model to calculate
the difference between the optimal value and the optimal value of a specific scheme, and then
combining the two to compare them according to the actual situation, an appropriate proportion of
the optimal scheme management mode selection and risk control objectives is selected to achieve
[18-19]. During the transaction process, the rights and obligations between the parties are clearly
stipulated, and relevant laws and regulations are established to regulate the behavior of both parties
to the contract. The issues involved in the entire process are explained from the three stages of
controlling the situation before, during, and after the event. These potential or hidden disputes and
risks are avoided, which can reduce losses or even avoid unnecessary losses or reduce economic
losses [20].

3.2 Legal Finance Risk Management Function Test Process Based on Applied Economics

The testing process of legal finance risk management models based on economics is a dynamic,
continuous, and systematic project. Statically speaking, it means that social costs can be reduced to
a certain extent by establishing strict, scientific, and reasonable policies that are consistent with the
actual situation. From a dynamic perspective, it is necessary to conduct a comprehensive and
effective operational analysis of the products or services involved in the entire system that are
related to the field, and make corresponding evaluations before determining whether there are legal
risks. After completion, this module automatically generates a corresponding relationship file for
users to view and modify after inputting it onto the professional platform of applied economics. At
the same time, it provides an operational step or result required to perform the task when meeting
the expectations of the demander and achieving the expected goals. The software system is used to
address issues related to specific business processes, control procedures, and operating modes. After
analyzing relevant data and reaching conclusions, relevant theoretical knowledge is used to solve
similar events encountered in actual situations. Corresponding measures are made based on the
results, and implemented to ensure the smooth operation of the entire system.

4. Experiments on Risk Management in Legal Finance in Applied Economics

Table 1: Model function test parameters

Response | Run life cycle | Average idle time Number of
Test module )
time (s) (year) (h) concurrent users
Risk management
framework and standards 3 > 2000 134
Legal risk operation 3 5 2188 145
management
Industry specifications 2 5 2543 163
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Table 1 shows the model test parameters. The legal and financial risk management model based
on the major of applied economics is mainly based on risk identification, evaluation, and control,
and relevant conclusions are obtained after analyzing and processing the data. After using this
method, what this article needs to do is extract this information, establish a systematic framework to
describe its functional modules in detail, establish a complete, clear, and executable model based on
this information, and then achieve the goal of risk identification and control through this system.
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Figure 4: Risk identification rate

The design of legal finance risk management models based on applied economics majors is
mainly based on relevant economic theories, analyzes and studies them, and puts forward
suggestions. This method can enable this article to understand various issues in this field from a
more perspective. This article needs to convert these data into a mathematical expression that can be
used and used by people, and use it as a tool to solve some complex situations encountered in
practice, such as legal and financial disputes arising from social life. Using this model, risk
information can be effectively obtained to solve problems. As can be seen from Figure 4, the risk
identification rate of the legal finance risk management model based on applied economics majors
is as high as 93% to 95%.

5. Conclusions

The theory of economics has been applied to analyze and conduct in-depth research on risk
management issues in legal finance in real life. By applying relevant knowledge and putting
forward corresponding measures and suggestions, it is expected to reduce or avoid the adverse
effects of unnecessary losses caused by lack of professionalism in the practical operation process, as
well as disputes. At the same time, it is also hoped to provide some valuable and effective methods
for reference and reference in the construction of a legal society. Finally, it is hoped to conduct a
more in-depth study of legal finance through the discipline of applied economics and discover its
shortcomings.
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