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Abstract

From the perspective of unification of civil and commercial law, the substitute transaction rule in
breach of contract damages is a crucial institutional mechanism for implementing the Civil Code as
a fundamental law of the market economy. Within the framework of breach of contract damages,
the substitute transaction rule exhibits both functional diversity and applicational complexity. It
serves two primary functions: compensating for damages and mitigating losses. As a method for
calculating expected benefits in damages, the substitute transaction rule offers advantages in prac-
ticality and determinacy. As a measure to fulfill the duty to mitigate losses, it aligns with both the
principles of good faith and transactional efficiency. The prerequisite for the effective operation of
these two functions is that the substitute transaction must comply with the statutory conditions for
its application. Contract termination is not a necessary condition for the application of the substi-
tute transaction rule; rather, the non-breaching party should be permitted to engage in substitute
transactions even when the contract has not been terminated, to facilitate the recovery of losses.
The substitutability is the foundational element of the reasonableness requirement, which helps to
balance the interests of both parties by preventing one party from shifting risks through unreason-
able substitute transactions. In the process of applying the substitute transaction rule to compen-
sate for damages, it must be coordinated with other methods of calculating expected benefits, and
the substitute transaction rule does not possess a priority in application. In the context of mitigating
losses, the substitute transaction must also be harmonized with other limitations on damage com-
pensation to avoid double-counting of damages.
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