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An analysis of the risk of the international financial derivatives’
transactions applied with contract theory

LIU Na, TAN Yanzhi
(Xiangtan University, Business School, Xiangtan 411105, China)

Abstract: There is high risk in the international financial derivatives’ transactions, which is closely related to the
international financial derivatives’ high-lever, high-interrelated and virtual features, thus high risk in the international
financial derivatives’ transactions is a heritage. The contract theory which arisen in 1930s regarded every transaction as
a contract, and treated a contract as the most basic unit to analyze real issues. From the new perspective of contract
theory, this paper tries to apply incomplete contract theory to elucidate the reason why high risk exists in the
international financial derivatives’ transactions .The extensive existence of bounded rationality and opportunism
behavior triggers off the high risk in the international financial derivatives’ transactions. The paper concludes that the
root cause of the high risk is the incomplete contract nature of the international financial derivatives’ transactions.

Key words: international financial derivatives’ transactions; risk; contract theory; nature of incomplete contract
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