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VARIABLES AFFECTING THE LEVEL OF ACCEPTANCE ON
REDENOMINATION POLICIES

Benny Budiawan Tjandrasa
Ida
Imanuel Adrianus Lomo

ABSTRACT

The Indonesian government plans to implement rupiah redenomination. Yet, there is an opinion that the application
of redenomination can trigger inflation. In addition, there are public concerns because in the past the government
carried out a cut in the value of money (sanering) three times in 1950, 1959, and 1966, in which people who saved
assets in rupiah felt aggrieved. Since there are allegations that some Indonesians do not fully understand the
difference between sanering policies and redenomination policies, this topic is interesting to study further. This study
aims to determine whether there are effects of overreaction, risk avoidance, redenomination knowledge, age, gender,
and level of education on the level of acceptance of rupiah redenomination policy. The type of research conducted
in this study is explanatory research. The data collection technique used in this study is surveys by giving
questionnaires with a Likert scale. The samples collected are from 1,105 respondents using simple random sampling,
and those data are processed using logistic regression. The conclusions obtained from this study. there are
significant influence of risk avoidance, redenomination knowledge and gender on the level of acceptance of people
towards the implementation of the rupiah redenomination policy, whereas age and level of education and
overreaction have no significant effects on it. The implication of the results of this study is that the government needs
to provide a better understanding of redenomination in the community and this can be done by collaborating with
educational institutions.

Keywords: redenomination, overreaction, risk avoidance, demographic factors, logistic regression

INTRODUCTION

The Indonesian government plans to implement rupiah redenomination, Bank Indonesia recommends this policy
because redenomination is considered good for Indonesia's economic reputation and for financial efficiency and
accountability (Widayati, 2017). According to De Santis (2015) redenomination occurs when a country makes a
nominal adjustment in a currency due to the occurrence of inflation, currency pooling, or currency breakdown. This
is because the high inflation rate will cause problems in pricing, accounting systems, payments, and software systems
in financial institutions (Zidek & Chribik , 2015). Redenomination will simplify the understanding, use and
management of a currency (Suhendra & Handayani, 2012) Redenomination is carried out because the government
has a goal to improve the economy, development, and to strengthen the value of the rupiah through policies given
to the central bank (Turambi, 2015). But there is another opinion that the application of redenomination can also
trigger inflation. According to Sukamdani, Chairperson of the Indonesian Entrepreneurs Association in Sindo
Weekly (2017), if redenomination is implemented, Bank Indonesia and the government must also conduct strict
supervision so that sellers of goods and services do not play prices by rounding up, which can trigger inflation. This
is one of the several factors that raise the doubt to accept the implementation of redenomination policy. The other
factor is the skepticism in the community because in the past the government of the Republic of Indonesia already
carried out a cut in the value of money (sanering) three times in 1950, 1959, and 1966, in which the people who kept
their assets in rupiah felt aggrieved. Actually, redenomination with sanering are two different things, but the loss of
public trust in the rupiah after the sanering allegedly still takes effect to some members of the Indonesian community,
especially the elderly who directly experienced the event. It is alleged that the story of grief about the effects of
sanering was conveyed through word of mouth from parents to children, so that lack of correct information about
the differences between redenomination and sanering will trigger anxiety and overreaction in some members of the
community. As stated by Permana (2015), the failure of redenomination in other countries, such as Brazil and Russia
are allegedly due to the rejection and suspicion of the community. Because the community’s acceptance greatly
determines the success of the redenomination policy, this study looks for factors that influence the level of
community’s acceptance of the redenomination plan.

LITERATURE REVIEW

Redenomination

Redenomination is a change in nominal currency by maintaining the value of its purchasing power, for example Rp.
100,000.00 will be Rp. 100.00. At the same time the government sets the price of the original goods, for example
Rp. 100,000.00 will also be reduced to Rp. 100.00 (Iswara et al, 2010).

Overreaction
From various literature studies that have been carried out, previous researchers have argued that a person’s lack of
information can trigger an overreaction so that it can have a detrimental effect on the person. Shefrin (2007) states
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that overreaction is a much larger response than it should be for a change. According to Brown & Wermers (2013),
overreaction in financial markets appears when there is an overreaction to information or unexpected events.
According to Hirshleifer (2015), overconfidence is related to overreaction because of the relevant information signal.
According to Ramiah & Moosa (2015), overreaction occurs when a decision maker responds to current information
excessively or is less responsive to past information.

Risk Avoidance

One of the initial definitions used by researchers interested in the consumer and financial fields is risk tolerance.
According to Kogan and Wallach (1964) in Sivaramakrishnan et al (2017), risk tolerance is the willingness of
someone to be involved in uncertain conditions and accompanied by the possibility of experiencing loss when they
want to achieve a goal, while risk avoidance is the opposite of risk tolerance. According to Lengyel (2009), a person's
risk avoidance can be divided into a personal risk and financial risk. A personal risk can be seen from the uncertainty
of work and the possibility of failure, while a financial risk can be seen from the tendency of a person to avoid the
risk of bankruptcy, fear of losing assets and uncertainty in income. According to Grable and Lytton (1999) in
Sivaramakrishnan et al (2017), financial risk tolerance is generally defined as the maximum amount of risk that
individuals are willing to accept when making financial decisions. An important factor considered in risk avoidance
is savings and investment choices for retirement purposes or other households. People's attitude in avoiding risks,
known as risk avoidance, can also affect an individual decision making. According to Douglas and Wildavsky (1982)
in Sivaramakrishnan et al (2017), risk avoidance is seen as an attitude or tendency to avoid risks. Risk avoidance
also affects a person's decision to accept activities that contain risks. Redenomination policy has risks that are
associated with the potential of excessive price increases that have an impact on rising inflation, rejection from the
public, and the risk of disputes (Anwar, 2017).

Demographic Factors

Sarkar & Sahu’s (2017) study concludes that the behavior of individual investors in the stock market is significantly
influenced by demographic factors. Dzokoto & Opare-Henaku’s (2013) research on redenomination in Ghana also
uses demographic factors such as age, gender and level of education, in which the result states that not only does
currency redenomination affect macroeconomics but the impact of currency redenomination on people's life must
also be considered. Demographic factors of an investor consist of gender, age, marital status, education, income,
employment.

Research by Queen and Hess (2010) concludes that knowledge allows for more specific steps that can be used to
make good decisions.

Age is a factor that determines a person's decision or choice. Research by De Bruin et al (2007) concludes that age
is one of the factors that significantly influence individual decision making. However, the results of Shipman's study
(2010) show that age does not affect decision making, especially in intuitive decision making.

Gunay & Demirel (2011) in research on demography and behavioral finance conclude that gender has an interaction
with the five factors of financial behavior; they are overreaction, herding, cognitive bias, irrational thinking, and
overconfidence. The research concludes that gender has a significant influence in investment decisions. However,
Nuruzzaman (2013) concludes that gender has an insignificant influence. In addition to overreaction and risk
avoidance, one's knowledge can also affect individual decision making.

Hypothesis Development

The amount of a person's reaction to an event can be classified as underreaction and overreaction. Underreaction
occurs when there is a response that is smaller than it should be towards a change, while overreaction occurs when
there is a very large response than it should be towards a change (Shefrin, 2007). In a business decision underreaction
can cause detriment or loss of opportunity for someone because he or she acts with a response that is too small. The
same thing can happen when someone overreacts, because overreaction in a business decision can also harm
someone because he or she acts with an excessive response than he or she should. Biais, Nosic, & Weber (2009)
find that overreaction is associated with overconfidence, and overreaction is also associated with higher levels of
risk taking when getting a good signal and taking a low risk when getting a bad signal. Pan & Pentland’s (2012)
research concludes that social influence stimulates speculation and overreaction in the money market. This happens
because when the market is full of uncertainty and the perpetrator tends to speculate, the perpetrator is more
vulnerable to external influences in the decision-making process and tends to overreact. Bischi & Merlone's (2009)
study concludes that overreaction can grow naturally in social systems related to emotional behavior or lack of
information. Lodhi's (2014) study also concludes that statistically financial information and risk aversion are related.
Daniel et al. (1998), who is the winner of the 2002 Nobel Prize in Economics for his research related to behavioral
finance, which is a seminal paper, state that investors become overconfident with their ability to analyze financial
data and identify profitable stocks. The increase in overconfidence occurs in stocks whose value in the past is difficult
to determine. Based on the results of Bischi & Merlone's research (2009), also the results of Lodhi's (2014) research
and also the opinion of Daniel Kahneman (1998) above, this lack of information is used as a basis for examining the
behavior of respondents in this study regarding the redenomination of rupiah. The proxy is: because redenomination
has never been implemented before in Indonesia, the value of the currency becomes difficult to determine, and
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according to Daniel Kahneman's (1998) opinion, an increase in overconfidence occurs in something whose value in
the past is difficult to determine. Biais, Nosic, & Weber (2009) also find that overreaction is related to
overconfidence; accordingly, this study will examine the relationship of overreaction to the level of acceptance of
rupiah redenomination policy. Someone who has a high-risk avoidance tends to make investment decisions on assets
that are not at risk or have a small risk. Hence, it needs to be examined further whether there is an influence of one's
risk avoidance on the level of acceptance of the rupiah redenomination policy.

Knowledge is also one of the factors that influence a person's choice or decision making. It needs to be investigated
further whether one's knowledge, especially knowledge about redenomination, can influence their decision on the
level of acceptance of the rupiah redenomination policy. Demographic factors, namely gender, age and level of
education of a person also influence a person's choice in making decisions, especially related to the level of
acceptance of rupiah redenomination policy.

From the explanation above, this study aims to determine whether there is an influence of overreaction, risk
avoidance, redenomination knowledge, and demographic factors, namely age, gender, and level of education on the
level of acceptance of the rupiah redenomination policy. Thus, this research hypothesis is:

HO: there is no influence of age, gender, level of education, risk avoidance, overreaction, redenomination knowledge
on the level of acceptance of rupiah redenomination policy.

Ha: there is an influence of age, gender, level of education, risk avoidance, overreaction, redenomination knowledge
on the level of acceptance of rupiah redenomination policy.

The research model that can be described based on the research hypothesis above is as follows:

Figure 1. Research Model

Age
Gender
. Acceptance level
Level of education Ha of rupiah
Overreaction > redenomination
policy
Risk Avoidance
Redenomination
knowledge
RESEARCH METHODS

The type of research conducted in this research is explanatory research. The researchers try to explain whether there
is an influence of age, gender, level of education, overreaction, risk avoidance and redenomination knowledge on
the level of acceptance of the rupiah redenomination policy. The data collection technique used in this study is a
survey with a questionnaire using a Likert scale to people in Bandung. They are considered to be the interested group
and their reaction to the redenomination policy needs to be known. Determination of the number of samples using
table calculation is as follows:

Table 1. Margin of Error and Level of Confidence

Margin of Level of Confidence

Error 90% 95% 99%
1% 6766 9604 16590
2% 1692 2401 4184
3% 752 1068 1844
4% 423 601 1037
5% 271 385 664

The researchers use an error margin of 3% and a 95% confidence level, so the minimum number of samples to be
collected is 1,068 respondents, while the number of samples successfully collected is 1,105 respondents using simple
random sampling. Data processing uses logistic regression because the level of acceptance of the rupiah

redenomination policy is a nominal scale.
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The variable operational definitions of this study are summarized in the following table:
Table 2. Variable Operational Definitions

Variable Definition Indicator Scale

Level of | An action in accepting something that Anxious or not anxious | Nominal

acceptance to | has an impact on him or her. with the policy

rupiah (https://www.merriam-

redenomination webster.com/dictionary/acceptance)

policy

Age Long time to live or exist (from birth or Age of respondent Ratio
held (https://kbbi.web.id/umur)

Level of education | Continuous education stage that is | Levels of education that | Interval
determined based on the level of | have been / are being
development of the students, the breadth | pursued.
of teaching materials, and the
educational objectives included in the
curriculum (https://kbbi.web.id/jenjang)

Gender the nature of (male) or female Male or female Nominal
(https://kbbi.web.id/jenis)

Risk Avoidance The mindset or action that decides not to The level of a person's | Interval
engage in activities that contain risks at response in deciding on an
all activity that contains risks
(Sivaramakrishnan et al 2017) seen from the side of

bankruptcy, loss of assets,
uncertain income,
investment, energy and
time spent and the
possibility of failure.

Overreaction A bigger response than it should be for a The level of response and | Interval
change (Shefrin, 2007) belief of a person towards

a matter. (Biais, Nosic, &
Weber, 2009)

Redenomination A growing understanding of a The level of one's | Interval

Knowledge combination of data, information, response regarding the
experience and individual interpretation. rupiah  redenomination
Things that are considered right that plan.
encourage us to act (Andre Boudreau in
http://www .businessdictionary.com/defi
nition/knowledge.html)

The data is collected as follows:
Of the 1105 people who answered, 643 people were women and 462 people were men

672 people agreed with the redenomination policy were and 433 people said they did not agree.

The percentage of women who agreed with the redenomination policy is almost the same as men who agreed to the
redenomination policy, while those who disagreed with redenomination policy are in fact still fewer but large
enough. This indicates that public opinion regarding redenomination policy is divided.

Table 3. Level of Acceptance between Men and Women about Redenomination.

Agree Disagree Total
Women 367 276 643
in % 57.08% 42.92%
Men 305 157 462
in % 66.02% 33.98%
Total 672 433 1105

Specifically we do not get any data about the level of acceptance in other countries, perhaps because research on
redenomination policies that are associated with public opinion is very rare or has never been done before.
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Nevertheless, we get some data about the successful or unsuccessful rate of redenomination policies in several
countries (Permana, 2015):

The countries
1. Turkey

2. Romania

The countries

1. Brazil

2. Russia

considered successful in implementing redenomination:

considered to have failed in implementing redenomination are:

Validity test shows significant test results on the 2-tailed correlation test with an alpha value of 0.05, so it can be
concluded that this questionnaire meets the validity requirements (it can be seen in the appendices). Reliability test
also shows the Cronbach Alpha value of 0.703, which means it is still above the minimum limit of 0.70 so that it can
be concluded that this measurement scale has good reliability.

Table 4. Reliability Statistics

Cronbach's Alpha
Based on
Standardized
Cronbach's Alpha | Items N of Items
.656 .703 32

The model under study fits and is acceptable, which can be seen from the results of the Hosmer and Lemeshow Test,
which shows a significance number of 0.251, where this value is above the alpha value of 0.05, so the model is
acceptable because it matches the observational data.

Table 5. Hosmer And Lemeshow Test
Step Chi-square df Sig.
1 10.211 8 251

Overall classification accuracy is 93.8%, which can be seen in the results of the Classification Table:

Table 6. Classification Table®

Predicted
Redenomination Policy Percentage
Observed .00 1.00 Correct
Step 1 Redenomination_Policy .00 1037 0 100.0
1.00 68 0 .0
Overall Percentage 93.8

a. The cut value is .500

Results and Discussion
The results of hypothesis testing using logistic regression can be seen in the table as follows:

Table 7. Variables In The Equation

B S.E. Wald Df Sig. Exp(B)

Step 1°  RA 650 279 5.424 1 020 1.916
RK -787 352 4.994 1 025 455
ov 372 319 1.363 1 243 1.451
AG 322 202 2.540 1 A11 1.379
GD 675 260 6.735 1 .009 1.965
EL 114 251 206 1 650 1.121
Constant | -4.454 1.598 7.769 1 005 012

a. Variable(s) entered on step 1: RA, RK, OV, AG, GD, EL.

Notes:

RA :risk avoidance

RK :redenomination knowledge
OV : overreaction

AG : age

GD : gender

EL :level of education
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Risk Avoidance has a positive and significant effect on the anxiety of redenomination policy implementation. This
means that the higher the avoidance of risk, the higher the anxiety about the implementation of the redenomination
policy. This is in accordance with some of the results of previous studies related to risk avoidance that someone who
has a high-risk avoidance tends to avoid risks and make decisions on things that are not risky; such as the results of
Sivaramakrishnan et al (2017) that conclude risk avoidance has a negative effect against someone's desire to invest
in the stock market. Likewise, according to Broman-Fulks et al (2014), high anxiety makes a person take a decision
to avoid high risks; from the results of this study, risk avoidance has a positive and significant effect on the concerns
of the implementation of the redenomination policy.

Redenomination knowledge has a negative and significant effect on the anxiety of redenomination policy
implementation. This means that the higher the knowledge of redenomination, the lower the anxiety about the
implementation of the redenomination policy. This is consistent with the theory that knowledge influences one's
actions and choices. This also supports Harbour's opinion (2018) that the factors which influence a person's choice,
especially in terms of investment choices are risk tolerance and investment knowledge.

Overreaction has no significant effect on the anxiety of redenomination policy implementation. This contradicts the
previous research; it is estimated that the cause is the discourse on implementing redenomination policies that have
been echoed in previous years and even though they have not been implemented, this has no longer surprised the
public, so that there is no excessive reaction to the same discourse. In a number of studies independent overreaction
variables do not always have a significant effect on the dependent variable, as in the research of Ali et al (2011),
research by Titan et al (2011), research by Vakrman & Kristoufek (2015), and also by Soomro et al (2016).

Age has no significant effect on the anxiety of redenomination policies implementation. This is consistent with the
results of Shipman's (2010) research that age does not necessarily affect a person's decision making, especially in
intuitive decision making. According to Robbins (1996) in Dariyadi (2012), intuitive decision making is created
from filtered experiences that emphasize emotional aspects. The experience of three times of sanering in Indonesia
told by word of mouth brings fear to the people of Indonesia of all ages. The impact will be the same as that of
redenomination, so that there is an emotional aspect that has more influence on decision making than age.

Gender has a positive and significant influence on the anxiety of redenomination policies implementation. In this
case it is suspected that men are more worried about the implementation of redenomination policies than women,;
this is because Indonesian women today are more independent and not dependent on their husbands because they
can have a career in companies or as entrepreneurs. Therefore, they feel more comfortable in facing various
situations. Conversely, men who act as the head of a family feel the responsibility is on their shoulders, and they
will feel more worried about various policy changes, especially policies related to finance. This is in line with the
research of Maxfield et al (2010), which states in certain situations the process of education and training for women
can make women more risk-taking than men. The fact that women are more risk averse than men is also opposed by
Nelson (2015) who puts forward the need for current and more in-depth research on it because it is feared that
stereotypes and biases have occurred in previous studies.

Level of education has no significant effect on the anxiety of redenomination policies implementation. In a number
of studies, level of education independent variables does not always have a significant effect on the dependent
variable, as in the research of Fornero & Monticone (2011), and also the research of Fonseca et al (2012).

The relationship between risk avoidance, redenomination knowledge, overreaction, age, gender, level of education
with the level of acceptance of rupiah redenomination policy can be explained by this logistic regression equation:

Ln 1% = -4.454 + 0.650RA - 0.787RK + 0.3720V + 0.322AG + 0.675GD + 0.114EL
Or

— e-4.454 x 0.650 RA x e-0.787 RK x e(I.372 oV x el],322 AG x el).675 GD x eO.IM EL

p

P
= e
The above equation shows that the probability of the anxiety of the people in Bandung in responding to the rupiah

redenomination policy is influenced by risk avoidance, redenomination knowledge, overreaction, age, gender, and
level of education.

CONCLUSIONS

Based on the discussion that has been explained, the conclusions obtained from this study are there is a significant
influence of risk avoidance, redenomination knowledge and gender on the level of acceptance of people on the
anxiety of implementation of the rupiah redenomination policy. On the other hand, age and level of education and
overreaction have no significant effect on it. Thus, the null hypothesis is rejected.
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Efforts to reduce risk avoidance that have a positive effect on the anxiety of implementing redenomination policies
can be done by controlling the inflation rate before the implementation of the policy so that people believe that the
redenomination policy is not an easy way for the government to cover uncontrolled inflation.

Efforts to increase redenomination knowledge that have a positive effect on the anxiety of redenomination policy
implementation can be done by holding seminars and distributing information in printed and electronic media that
discusses the benefits of redenomination on the economy.

In relation to the influence of gender, in which men are more anxious in facing the redenomination policy, the two
above efforts can be carried out simultaneously to reduce the number of men who are worried about the
implementation of redenomination policies by prioritizing impressions on the media that men like.

Using logistic regression equation, the government can estimate whether the community will accept or reject the
redenomination policy that will be implemented. If the policy will experience a slight rejection, the government can
educate the public through positive information about redenomination. Conversely, if the policy will experience a
major rejection that will cause failure, the government can delay this and save the cost of printing and distributing
new currencies.

The implication of this research for the Indonesian government is the need to provide a correct understanding of
redenomination in the community; this can be done by collaborating with educational institutions.

The limitation of this study is that the community coverage under study is still small so that further research can be
conducted on a larger scale, not only respondents in Bandung. The further study needs to include other factors that
might influence the level of reaction of a person towards the implementation of redenomination policy.

This research can be replicated, modified and used in other countries that plan to implement the redenomination
policy because using this method will reduce the risk of failure.
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Validity Test
Correlations
Notes
Output Created 29-MAY-2018 21:34:39
Comments
Input Active Dataset DataSet0
Filter <none>
Weight <none>
Split File <none>
N of Rows in Working Data
1105
File
Missing Value Handling Definition of Missing User-defined missing values are
treated as missing.
Cases Used Statistics for each pair of variables are
based on all the cases with valid data
for that pair.
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