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Abstract

People have recognized the decisive function of technical pro-
gress in economic growth. Adam smith regarded the invention and
improvements of the machine as the main way that division of labor
promotes productivity raise. In Maxell’s earlier period theories, the
technique and the technique progresses are one of the main powers
that reacts on the whole society. But Schumpeter’s thought concern-
ing the technique innovation affects the economic period has brought
about profound influence on the development of the modern industry
economics. A great deal of literature analysis has witnessed the cre-
“ative activity of the industry field (industrial circles). However, it
seldom studies the aspect of contacting the industry economics liter-
ature results with the creative activity of financial system seldom
make out. Compared with the detailed research of technique innova-
tion in the industry economics literature, the research of financial
innovation especially the financial product innovation is in the un-
derway stage, usually resting on the description level related with
the actual situation and operation, and the theories are also in the

thesis that have relation to finance innovation sporadically. Owing to
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this, one of the paper’s writing purposes is to study the theories of
financial product innovation under the frame of essential economics
systematically, and make an all new explanation of the path of fi-
nancial product innovation from the angle of the division of labor.

Regarding the financial products or instruments as a kind of
contract and a kind of agreement of document with financial rules or
the relation certificate is the theories sills of analyzing the path of fi-
nancial product innovation. Based on this definition, all combina-
tions of the rights and duties collocated by the time and space will
produce various financial contracts (lately financial product or in-
struments) , all the bargain behaviors encircled with finance must
be approached by trading these finances contract. Therefore, so-
called financial product innovation is also the innovation of the fi-
nance contract, is a kind of new bundling and unbundling of the
main factors of the rights and duties in the contracts. In the next
writing , the author reduces the basic function of the financial system
to collocate the economic resource in the aspect of the time and
space in the environment of indetermination, and investigating the
financial products in the environment of market trading. Because
the emergence of any financial product is ending up with carrying
out a certain bargain in the market, the financial product innova-
tion from this meaning can be regarded as a result inside the market
trading, not be expected “an empty hole invites-the wind” , its e-
mergence will promote the efficiency that the market collocates the
resources doubtless.

On the other hand, to be the main body of financial product
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innovation and the foundation arrangement of the process of transfer-
ring the save to the investment, the financial intermediation’s exist-
ence and development trend decide the path and direction of finan-
cial product innovation. The traditional financial intermediation the-
ories try to use the proper blemish within market to explain the ra-
tionality of financial intermediation’s existence, for example the in-
formation dissymmetry makes financial intermediations act as a su-
pervisor, and the existence of transaction costs also makes financial
intermediations be engaged in the manufacture of financial prod-
ucts. But the traditional theories imply an importance inference,
namely: While the transaction costs descending continuously, fi-
nancial intermediations should tend to perish and be replaced by
modern financial market. However, the fact is that financial inter-
mediations not only exist but also occupy the predominant position
on almost all financial markets. But their production mode and
means of making a living are in change, these changes mainly re-
flect on their behaviors of large-scale market participation and risk
management. This article tries to use financial intermediations’ com-
parison advantages in dynamic trade and in market division partici-
pation and risk management to explain this phenomenon. We think
financial intermediations are independent and worthy economic body
and investigate their function and development trend from the inter-
active relationship between intermediations and market in a dynamic
state of frame, thus can make the helix of financial product innova-
tion rise and continued. Among that, the author absorbs the re-

search result of information economics, contractual economics and
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division of labors and adopts the methods of the function analysis to
explain the real reason of financial intermediations’ existence and
their push to financial product innovation.

The third, the reason that lack of research that contacts the in-
dustry economics literature with financial innovation activities is the
individuality of the financial industry. Such as, the lack of patent
protects, the lesser capital input, compared with the industry field,
these products’ development time is shorter and the investment is
deferrable. Though the financial product innovation has its special
one side, the industry economics literature still can provide a great
deal of research results applied in finance study field. Some as-
sumptions within these studies can be used in the financial market,
though it needs to be explained in some substitute. Therefore, this
paper puts the angle of view on the innovation process of the finan-
cial product and its diffuse, then analyzes and evaluates the first-
mover advantages models and other innovation diffuse models of fi-
nancial product innovations in detail. the purpose of that is to indi-
cate the financial angle of view of product innovation is also a dy-
namic process of development, adoption and diffuseness, among
them, the competitors are interactive, this characteristic works with
decisive influence on the innovation process of the financial prod-
uct.

The fourth, whither the diagnosis, identification, measures of
the financial risk and the decision of the risk condition diagrams or
the calculation of an internal rate of return and all inside cost all

come down to the analysis of cash flow and the decision of assets
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value. So, the theories and methods of pricing for financial deriva-
tives become the core contents of the worth theories even the whole
financial engineering activities, especially the theories and methods
of pricing for those options whose income matrixes have very strong
complicated characteristic of non linearity. That is to say, all activi-
ties of financial product innovation will be in the shade and all im-
possibly get the valid realization if they have no scientific theories
and methods of pricing for financial derivatives, Considering this
problem, this article commences with the technique strategy of fi-
nancial engineering, summarizes the theories and methods of pricing
for financial derivatives in details and makes a comparative analysis
for the three kinds of different number-analysis methods.

Finally, in order to realize the integrate of the normative study
and positive study, the author studied the problems of Chinese fi-
nancial product innovation, analyzed and summarized the condition
of Chinese financial product innovation in the round and pointed out
the unavailability and the low completed of Chinese financial mar-
ket, used the index of financial related rate reflecting the country’s
finance development degree to evaluate the degree of Chinese finan-
cial product innovation and found that the straight line rise of our
country’s index of financial related rate is not the embodiment of the
abundance of Chinese financial instruments but oppression. In the
economic structure of a division of labor, the financial product inno-
vation is one of the most valid methods that people overcomes the
drawback of transaction cost and alleviates the oppression of trans-

action risk. So, the lag of financial product innovation will do dam-
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age to the development of the market economy. Relaxing the finan-
cial constrains, establishing the market rules that takes trustworthi-
ness as the origin, thus constructing the system environment of en-
couraging financial product innovation is more important, compared
with the innovation from technique level ( for example, importing
some mature financial product of international market). In order to
indicate the system shortcoming and constrains imposed on financial
product innovation, this article gives the substantial evidence analy-
sis of convertible bond which is the most influential investment spe-

cies in current market ever.

KEY WORD: financial product innovation, the division
of labor, financial market, financial intermediation, pricing of

financial assets
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