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Abstract: Article 60 paragraph 2 of Interpretation of the Supreme People’s Court on the General
Provisions of the Contract Part of the Civil Code of the People’s Republic of China determines for
the first time that the substitute transaction is the preferred calculation method of damages for
breach of contract, which is worthy of highly praise. This rule also has a good basis for business
and judicial practice. The explicit provision of the substitute transaction could promote the accurate
understanding and wide application of the rule. The substitute transaction as the priority calculation
method of damages for breach of contract is ethical. It could improve efficiency and realize the
principle of indifference. Identity is a common but not the only requirement for substitute transactions,
and non-identity transactions may also be appropriate under some particular circumstances. The
effect of a substitute transaction is that the victim could claim the difference in value as well as
collateral loss, and then minus the cost avoided.

Key Words: substitute transaction, calculation of damages for breach of contract, substitution,

difference in value, full compensation
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