





Financial management concemns on risk shifting mechanism of retail investors.
Retail investors (not only individual investors but also.household) need information on
investment in securities other than savings and time deposits. The characteristic of
savings and time deposits is different from securities in capital market. Risk and return
become the fundamentals information on investment decision.

Human resource management concerns on the selling agent motivation to motivate
and educate retail investors on ORI. Selling agent have important task on ORI marketing
strategy. They have to introduce retail investor with unfamiliar investment tools such as
risk, return, and portfolio. Selling agent also has responsibilities to increase the loyalty of
retail investors as well. Human resource management tests intrinsic and extrinsic
motivation of selling agent in selling ORI.

Operation management will focuses on productivity that emerges from ORI. This
research argues that productivity analysis will be useful in analyzing ORI performance
indicators in fund raising activity. Several indicators of productivity describes in detail on
the next section of this research.

Research Contributions

This research uses inter-discipline study to test the effectiveness and operational
dimension of ORI practices in Indonesian capital market. ORI as a new alternative of
investment have major weaknesses, which is lack of educational champagne to retail
investors. This study tries to accommodate the need of information regarding ORI, the
trading mechanism, and motivation of ORI representative agent to successfully support
ORI sustainability.

Therefore, the research contributions classifies into three main contributions.
Research contribution for retail investors is the additional valuable information of ORI
especially the shifting behavior (relatively risk-less investment to risky investment) of retail
investors, the reasons for the shifting behavior, and the benefits for shifting their
investment behavior. The contribution for selling agent is on the mapping of selling
personnel of ORI, especially on their motivation on selling ORI. Other contribution for
selling agent is on the evaluation of trading mechanism.

The contributions for regulators (govemment, and Surabaya Stock Exchange) are
on evaluation of ORI practices, the behavior of investors, and trading mechanism.
Government will have additional information on investors shifting behavior, and ORI
trading practices. Govemnment will also have sufficient information on selling agent
motivation on selling ORI.

Research Original

The research has superior originalities on the research methods. This research is
the first research that uses interdisciplinary research on ORI. An interdisciplinary research
study is research with several discipline different test relatively the same issues and the
argument justify interchangeably between those disciplines.

This research also tests the ORI practices on Indonesian capital market. The lack of
data availability is the main obstacle of this research because ORI launched on late
September 2006 -while this- research -collects' data on October to December 2006 This
research uses primary data to test and describe motivation of selling agent, marketing
champagne, risk shifting behavior of retail investors, and trading mechanism.
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ORI have significant strategic factors for government. Beside to spread investment
alternative, ORI also can mobilize retail investors to finance national budget (Anggaran
Pendapatan dan Belanja Negara — APBN). Although ORI seem reasonable investment,
but risk on investment should well aware among investors. Three kinds of risks are
emerging in bond investment. First, credit risk is risk that considers when issuer fails to
fulfill their obligation to pay. Second, interest rate risk is risk that emerges from interest
rate fluctuation. Third, liquidity risk is risk when convert securities into cash (time needs fo
convert securities into cash).

Government guarantee makes ORI have low credit risk. Theoretically, government
debts have less credit risk than corporate, and banks' time deposits and certificate
deposits. Banks guarantee program for time deposits and saving is gradually reduces in
the near future, and its makes banks’ time deposits and saving riskier than government
debt (ORI). Other factor that affects government credit risk is market perception of
government performance in managing economy especially controllable inflation rate.
Market perception of good economic growth will decrease credit risk, increase credit
rating, and decrease high return demanded by the market.

Interest rate risk also affects fluctuation of bond price in secondary market.
Theoretically, bond price have negative relationship with short-term interest rate. Increase
(decrease) in short-term interest rate will increase (decrease) investors’ required rate of
return and eventually decrease (increase) bond prices.

Liquidity risk is also an important risk in ORI investment. Recently there is panic
selling among mutual fund investors in Indonesia, because sudden increase in interest
rate. Liquidity risk suddenly increases as investors desperately try to sell their mutual fund
with high redemption cost (high cost to convert securities into cash). The panic selling
behavior makes mutual fund prices plunge to the lowest rate in history of Indonesian
mutual fund. Panic behavior among investors cause by lack of skills and knowledge about
securties investment mechanism.

Risk Preference

Risk preference in finance management describes investor's perception and their
willingness to accept risk. Finance theory argued that risk and return have tfrade off
relationship. High-risk investment should followed by high retum. Investors’ have three
area of rnisk preference which are risk averse investors, risk neutral investors, and risk
seeker investors. Differences in risk preference will affect investors’ indifference curves.
Figure 1 shows investors’ indifference curves between two investors in the same market.
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Figure 1 : Investor’s Indifference Curves
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and Keller (2006: 611-612) argued that personal factor played major rules in decision-
making process. There are five characteristics of investors on ORI's program based on

value orientation, consumer motives:

B
2.

Innovators: enthusiastic consumers and always enjoy new products.

Early Adopter: consumers that carefully assesses new products. They will assess
new product that provide additional benefits. Consumers tend to sensitive about
price and only adopt the new product if afford with solution and sufficient aid.

Early Majority: consumers will adopt new product if there are sufficient positive fact
regarding the product.

Late Majority: consumers that afraid of risk and reluctant to adopt and sensitive to
price.

Laggard: consumers that restricted themselves to innovation, until they really need
new products.

Marketing research found that investors behavior have different value on perception

and actual behavior. Kotler and Keller (2006) explained contradiction of behavior. They
stated that consumes pass several stages that end up on buying decision. Those stages
known as Response Hierarchy Models. There are so call major stages and minor stages.
Major stages are cognitive (learn), affective (feel), and behavior {(do) stage. Each major
stage contains minor stage. Figure 4 shows Kotler and Keller models of hierarchy effects.
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Figure 4 : Model Hierarchy of Effects

- " Awareness is a stage for new consumer to realize about product through market
information. Knowledge is a stage to begin knowing more complete information about the
product. Liking is a stage for consumer begin to like the product. Preference is a stage for
consumer to like the product but not as fond as other product. This stage is crucial to build
strong preference regarding the product on quality, value, performance, or other identity.
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