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ABSTRACT 

This research aims to investigate organizational amnesia as the failure of 
organizations to learn reliably at the organizational level, and it is hypothesized to 
influence the SMEs’ performance. The authors examined indicators obtained from 
focus group discussion for representing organizational amnesia, then performed 
exploratory factor analysis based on a data survey of 200 participants from SMEs 
“Batik Trusmi” Cirebon in West Java to explore factors and retain firmed indicators. 
The empirical results found that all items representing organizational amnesia were 
formed into three factors: Undistributed Information, Employee Incompetence, and 
Knowledge Utilization. The first two factors are positively correlated to 
organizational performance, while the latter is negatively correlated. Those findings 
are expected to contribute significantly to the concept of organizational amnesia, 
particularly in SMEs. Conclusion and direction for future research are provided. 
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1. INTRODUCTION 

Small and medium-sized enterprises (SMEs) with 200 or fewer employees 
become the most significant business sector in each country [1]. Governments 
worldwide are increasingly promoting and supporting SMEs' growth as part of their 
national development strategy. However, different from the large organizations with 
enough resources to support their performance, SMEs have some barriers, such as a 
low budget to maintain knowledge resources, and limited incentive makes members 
of organization reluctant to share their knowledge [2], so that the learning activities 
have difficulty to be utilized, and fundamentally will affect firm performance [3]. In 
Indonesia, the presence of SMEs has a prominent contribution. Since economic 
precarious in 1997 and word economic crisis in 2008, the SMEs absorbs more than 
9.4 million employees and contributed 14,2 percent of total non-oil industry export. 
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According to JICA (2006), if 5% of SMEs’ Indonesia can be empowered, they will be 
a powerful supporter for big industries and the national economy [4].  

One of the SME clusters in West Java-Indonesia is “Batik Trusmi” Cirebon, 
which has employed hundreds of craftsmen. The existence of this cluster has been 
accelerating local business activities. Nevertheless, since decades ago, there are some 
indications that Batik Trusmi has not been experiencing growth significantly. One of 
the causes is the emergence of competitors from other regions and the inability of 
SMEs in Batik Trusmi to optimize their resources [5]. Batik has many designs and 
must adjust the market needs, requiring internal management to utilize knowledge and 
information appropriately. However, prior studies tend to analyze dissemination and 
highlight the adoption of knowledge management in large companies rather than the 
micro-sized organization. Only in recent years, the scholars have been concentrating 
attention on knowledge management in SMEs’ context [6-9] so it is reasonable if the 
framework of knowledge management in SMEs is still fragmented [10].  

Therefore, there are several motivations to accomplish this research: first, since 
still few pieces of research that undertake to examine the existence and the influence 
of organizational amnesia in the SMEs’ context, so it would be beneficial to fill this 
gap, even though some scholars have introduced the term a couple of decades ago [11] 
however, the dimensions and indicators are still being developed to measure it [12]. 
Next, the authors chose to perform this study because there was still a paucity of 
research that made SMEs the object of research in Indonesia, so the appearance of this 
investigation will make a notable contribution for local companies and the regulator. 
Last, investigating organizational amnesia will support business actors to clearly 
understand that an organization is essential to utilize the knowledge generated from 
their learning process to create value and competitive advantage [13]. Based on the 
explanation above, this research address answer the questions: does organizational 
amnesia exist in SMEs? Furthermore, what is the effect of organizational amnesia on 
SMEs’ performance?  

2. LITERATURE REVIEW AND HYPOTHESES 

2.1 Organizational Amnesia 
Despite the tendency to develop organizational learning capability in SMEs 

context, the researches have shown that it is not easy for an organization to learn [14]. 
Not all companies can build learning capabilities, and most of them have a natural 
tendency to forget [15]. The phenomenon where an organization fails to benefit from 
its past experiences in knowledge management is called organizational amnesia [11]. 
Since the research regarding knowledge management was addressed more to the large 
enterprises [2], the authors will investigate the existence of organizational amnesia 
and how this phenomenon influences organizational performance in small and 
medium-sized enterprises. This kind of situation would influence the organizations to 
have a particular disposition, which will affect their overall decision and performance. 
Organizational amnesia indicates an enterprise has either lost its memory or is unable 
to recall the experience, so it will hamper him from learning from one part to another 
in the organization [14]. Then it will influence the organizational performance directly. 

To recognize the causes of organizational amnesia, it essential to know the 
organization learning process [14]. Learning organization is action-oriented activities 
that are conducted to create and expand the capacity to learn [16]. Some scholars had 
made efforts to explain the elements of organizational learning process [17]. For 
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example, [18] described four aspects of learning organization construct. The first is 
the storage of knowledge in organizational memory, in which the learning activity had 
been the implementation of knowledge at dissimilar stages. Second, the aspect of 
learning is in the term of vocational perspective which learning organization is viewed 
as a place for individuals to learn. The third is the learning environment perspective, 
which identifies an organization as a spot to facilitate the learning activities for 
members. The last is the learning formation perspective that views learning 
organization as a flexible aspect. Since knowledge is a non-figurative that includes all 
individual experiences, such as values, intuition, and expertise that provide a context 
and framework for incorporating new experiences and information, knowledge should 
appear in organizations’ documents and daily activities. 

Furthermore, the appearance of organizational amnesia will make it difficult for 
enterprises to construct organizational learning activities due to the nature of 
knowledge itself [14]. Also, SMEs tend not to put knowledge management as their 
priority. For example, only 24% of Icelandic micro-sized firms have a knowledge 
management program in place [19]. From these perspectives, it can be proposed that 
organizational amnesia can happen in all the stages of organizational learning process 
[20], and it also appears in SMEs’ context. 

2.2 Organization Amnesia and SMEs’ Performance 
Organizational amnesia indicates that organizations lose their memories, 

making them unable to recall past knowledge and inability to communicate within the 
organization [14]. In the context of SMEs with limited resources, it is often found that 
the absence of a member for a particular time will predispose the organization process 
directly. In other words, SMEs are consistently on the circumference of corporate 
amnesia [21]. It can also be said that SMEs are always living with amnesia, which 
knowledge management and organizational learning are good to have but very 
difficult to implement. Consequently, it will place the SMEs in difficulty creating 
product differentiation, improving innovation, and responding to market preferences. 
Common views state that to reciprocate the uncertainty of the business environment, 
the firms need to respond to their customers carefully, developing an excellent 
product while at the same time preparing the internal fit system in optimizing their 
knowledge. Otherwise, the traditional management of SMEs has never sufficient as a 
weapon for competition. Therefore, the participation of all the organization members 
in developing and maintaining the business process will be a fundamental factor for 
future organizational performance [22]. 

Even though scholars have a different definition and approach to SMEs, they 
also have similarities in transparency, knowledge capture, and the struggle to compete 
in the market that will affect their performance. In this paper, organizational 
performance is defined as the extent to which a company achieves its business 
objectives which can be measured by several factors, such as overall success, market 
share, growth rate, profitability, and innovation compared to its competitors [23], [24]. 
Since the framework of knowledge management in SMEs is still fragmented [10], 
[12], it is necessary to investigate the nature of amnesia in SMEs’ context. As we 
know, even though the amnesia terminology had been appeared decades ago [11], 
several scholars come later with different names such as organizational forgetting [25], 
[26], and organization unlearning [27] to explain this phenomenon.  

However, it is still a paucity of study exploring the nature of amnesia in the 
SMEs context. Furthermore, based on the explanation above, the authors proposed a 
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single research hypothesis: “The presence of organizational amnesia is significantly 
related to the SMEs’ performance.” 

3.  METHODOLOGY 

This study applied mixed methods by combining qualitative and quantitative 
approaches. Firstly, since the construct of organizational amnesia still needs more 
attention to be investigated, then the in-depth interview was selected as a beginning 
method to find some insights that will be used for guiding Focus Group Discussion 
(FGD). This interview was conducted on six respondents. Those participants were 
four business owners and two top managers who run their business in Batik Trusmi 
Cluster, West Java-Indonesia. Afterward, the FGD was arranged in two different 
groups, with eight respondents on each. The participants were the combination 
between business owners (6 persons), top managers (6 persons), boards of batik 
business association (2 persons), and government representatives (2 persons). The 
FGDs were held on two days, and each group was arranged by a neutral person and 
accompanied by business practitioners and academics.  

Twenty-three indicators were developed from the FGD participant consensus to 
represent organizational amnesia. The final questionnaire consists of 28 main 
questions that include five questions for organizational performance adapted from 
[23]. A five-point Likert scale was used for all the items, starting from 1 for strongly 
disagree to 5 for strongly agree. 

Secondly, before collecting data on the target respondent, the author conducted 
a pre-test to verify the entire items of the questionnaire in terms of readability and 
understanding. This pre-testing was conducted on six males and four females. They 
were asked to answer the whole items in the questionnaire by asking the intent of each 
item using the respondent's own language. The results show that the respondents can 
understand all indicators given and provide responses as expected. 

Thirdly, the questionnaires were distributed in Batik Trusmi Cluster in Cirebon, 
West Java, Indonesia using a convenient sampling method. This approach is a type of 
non-random sampling where the elements of the target population are fit with 
practical criteria of the study, particularly be easily accessed by authors. Then 209 
questionnaires were distributed from July to September 2018. However, as many as 
nine questionnaires cannot be used because most parts were blank. It was only 200 
participants responses that can be processed in the next step. 

4. ANALYSIS AND RESULTS 

Data analysis in this research was applied in two steps. First, the authors 
conducted exploratory factor analysis (EFA) for organizational amnesia and 
organizational performance constructs to discover the number of indicators 
influencing variables and analyze which indicators nested together. A fundamental 
concept of EFA is to discover the number of common factors that have an explanation 
for the correlation [28], and this method is employed when the nature and 
characteristics of a construct are still unknown [29]. the EFA was performed by the 
Statistical Package for the Social Sciences (SPSS) 18 in which is often used in social 
and business science fields [30]. Next, perform the linear regression to see how the 
correlation was formed between some independent and dependent variables. This 
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regression analysis will prove hypotheses and whether a model is fit to describe a 
phenomenon [31].   

4.1 Respondent profiles  
A total of 200 respondents were collected in this study. Most of them were 

males 131 (65%), while female respondents are 69 (35%). The majority of 
respondent's ages are between 41-60 age group (176 persons), and the rest are 
between 21-40 years old (17 persons) and above 60 years old (7 persons). 
Furthermore, most of the respondents are owners, which is 53% (106 persons), while 
the rest of them consecutively 25% (50 persons) and 22% (44 persons) are directors 
and managers. As many as 50% of the respondents have an industry that has been 
established less than 16 years. Meanwhile, the second and third places are established 
in two groups consecutively 16-30 and 31-45 years. Meanwhile, the second and third 
places are established in two groups consecutively 16-30 and 31-45 years. Only a few 
respondents were established for more than 45 years. Respondent’s profile can be 
seen in Table 1 below. 

Tabel 1. Respondent profile 
Characteristics of Sample frequency Percent 

 Male 131 65 
Sex Female 69 35 
 Total 200 100 
 21 – 40 years 17 8 
Ages 41 – 60 years 176 88 
 > 60 years 7 4 
 Total 200 100 
 Owner 106 53 
Level Director 50 25 
 Manager 44 22 

 Total 200 100 
 < 16 years 100 50 
 16 – 30 years  50 25 
Industrial ages 31 – 45 years 45 22 
 46 – 60 years 5 3 
 Total 200 100 

4.2 Results 

4.2.1 Exploratory factor analysis 
The Exploratory Factor Analysis (EFA) was chosen because the author had no 

initial factors that want to be tested [32-34]. We can find out how the correlation 
formed between the indicators and how many new factors are formed by performing 
EFA. Based on the consensus obtained during the FGD, the authors establish some 
indicators that represent organizational amnesia (OA) while the items of 
organizational performance (OP) were taken from [23]. Furthermore, EFA will be 
applied in two main stages. First, it is performed on the 23 indicators of OA to know 
which items are valid, how the correlation among the indicators, and how many new 
factors are formed to represent the OA construct. Second, similar to the OA's EFA 
process, the five OP items were tested to get indicators that represent OP on SMEs in 
the Batik Trusmi cluster. 
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The EFA processing on the 23 indicators of OA was performed up to four times. 
For the first time, seven new factors formed, and the KMO (Kaiser-Meyer-Olkin) 
value above 0.6. It means that EFA can be processed [35]. Nevertheless, some 
indicators have a loading factor below 0.55, so that the author needs to reduce these 
indicators because they do not meet the requirements [36-38], [32], those indicators 
are OA6, OA8, OA10, OA20, OA21, and OA23. The second EFA was performed 
with a KMO value above 0.6, and five new factors formed.  

However, the five indicators still do not meet the requirements, so they must be 
reduced at the next step. The third stage analysis is performed by reducing the item 
number OA7, OA11, OA16, OA19, and OA22, and the results show that the KMO 
score is above 0.6 with three new factors formed. However, the rest of the 12 
indicators grouped into three new factors still have one indicator with a loading factor 
below 0.55 (OA9). Hence, the authors have to perform the following process by 
reducing the indicator. Then the last EFA analysis on OA indicators provides a KMO 
score above 0.6, and all the indicators have a loading factor above 0.5. It means that 
the factor analysis can be accepted. 

After conducting several stages of factor analysis on OA indicators, the next 
step is to perform factor analysis for OP indicators. The first-factor analysis is 
performed on five OP indicators, and the results show that the KMO score is more 
than 0.6, so factor analysis can be performed. However, on the component matrix, it 
appears that one of the indicators (OP1) has a loading factor below 0.55, thus 
requiring the authors to reduce the indicator and perform the next step. The second-
factor analysis for OP indicators provides a KMO score above 0.6, and no more 
indicator has a loading factor value below 0.55, so the results can be accepted. 

Furthermore, since OP indicators have only one factor formed, the naming 
process only focuses on OA indicators. The naming process of new factors can be 
performed by discussing with some assessors and referring to previous theories [32], 
[36]. In this process, the authors employed three assessors: two academics and one 
SME practitioner consecutively. We agreed that the labeling is based on two or three 
indicators with the highest loading factor in each group [39]. By looking at the 
indicators of OA that made up three new factors and we named them as Undistributed 
Information (OAa), Knowledge Utilization (OAb), Employee Incompetence (OAc). 
Table 2 shows the final result for EFA analysis. 
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Table 2. EFA Results for all variables and indicators 
Factors and indicators Sources Loading 

scores 
Undistributed Information (OAa) Obtained 

from FGD α = 0.908 

 - always coordinate each other (OA1)  .750 
 - learn from past experiences (OA2)  .870 
 - communication among members is rare (OA3)  .855 
 - sharing of information is not a priority (OA4)  .872 
- tend to look for a new solution for the same problem (OA5)  .804 
Knowledge Utilization (OAb)   α = 0.650 

 - update information about organization activities (OA13)  .751 
 - improve the previous strategy to increase sales (OA14)  .678 

Factors and indicators Sources Loading 
scores 

- organization strategy is developed based on  
  information held (OA18) 

 .624 

Employee Incompetence (OAc)  α = 0.611 
- the learning ability of employees are slow (OA12)         -.672 
- employees are sometimes absent for a certain period of   
  Time (OA15) 

    .522 

 - takes a long time to train new employees (OA17)  -.635 
 

 
Organizational Performance (OP) 

Adapted 
from 
Deshpande et 
al. (1993)  

 
α = 0.646 

 - our businesses are less profitable (OP2)  .628 
 - our businesses are larger (OP3)  .737 
 - our businesses have a larger market share (OP4)  .715 
 - our businesses are growing more slowly (OP5)  .540 

   *A five-point Likert scale was used to assess all the indicators. 

4.2.2 Linear regression  
Linear regression aims to determine the relationship between the independent 

and dependent variables and assess how well independent variables can predict 
dependent variables. Since the purpose of this study is to look at the effect of 
organizational amnesia on SMEs' performance. Then by employing the linear 
regression using SPSS 18 software, the authors input all the factor scores, namely: 
Undistributed Information (OAa), Knowledge Utilization (OAb), and Employee 
Incompetence (OAc), as the independent variables. The results of all three new factors 
correlate significantly with OP, which is P-value < 0.05. Two of these factors have a 
Pearson correlation value with a negative sign: OAa and OAc. Meanwhile, factor 
OAb positively correlates with OP with each correlation coefficient consecutively 
OAa: -.234; OAb: .302; and OAc: -.406 (Table 3). 
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Table 3. Pearson Correlations for All Factors 
 OP OAa OAb OAc 

Pearson 
Correlation 

OP 1.000 -.234 .302 -.406 
OAa -.234 1.000 -.112 .110 
OAb .302 -.112 1.000 .000 
OAc -.406 .110 .000 1.000 

Sig. (1-tailed) 

OP . .000 .000 .000 
OAa .000 . .057 .060 
OAb .000 .057 . .500 
OAc .000 .060 .500 . 

N 

OP 200 200 200 200 
OAa 200 200 200 200 
OAb 200 200 200 200 
OAc 200 200 200 200 

Based on the value of regression coefficients above, it can be seen that all the 
three factors, namely: OAa (Undistributed Information), OAb (Knowledge 
Utilization), and OAc (Employee Incompetence), are correlated significantly (p < 
0.05) with VIF and Tolerance scores state around 1,000, so they can predict the 
regression model. The equation is Y= .022 + (-.141) OAa + .284 OAb + (-.388) OAc 
(Table 4). 

Table 4. Regression Coefficients of The Four Factors 
 

Model 
Unstandardized 

Coefficients 
Standardized 
Coefficients 

 
t 

 
Sig. 

B Std. 
Error 

Beta 

1 

(Constant)  .022 .061     .355 .723 
OAa -.141 .054 -.160 -2.603 .010 
OAb   .284 .061  .284  4.664 .000 
OAc -.388 .061 -.388 -6.373 .000 

Table 5 below explains how strong the correlation between independent 
variables and OP (R= .530), which is the value of R between 0.5 – 0.6, explains that 
the correlation formed between independent variables and OP is fair. While the value 
of R2 = 0.281 means that the dependent variable can only be explained by the 
independent variable of 28.1%. In other words, the increase and decrease of the 
independent variable can predict the rise and fall of the OP. 

Table 5. Model Summaryb 

Model R R Square Adjusted R 
Square 

Std. Error of the 
Estimate 

1 .530a .281 .270 .85438 
a. Predictors: (Constant), OAc, OAb, Oaa 
b. Dependent Variable: OP 
Furthermore, table 6 below shows the ANOVA results that explain whether the 

established regression model fit and able to significantly explain the proportion of 
variance, which is p-value < 0.05 explains the regression model that is formed 
significantly able to predict the OP outcome. 
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Table 6. ANOVAa 
Model Sum of 

Squares 
Df Mean 

Square 
F Sig. 

1 
Regression   55.925     3 18.642 25.538 .000b 
Residual 143.075 196     .730   
Total 199.000 199    

a. Dependent Variable: OP 
b. Predictors: (Constant), OAc, OAb, OAa 

4.2.3 Validity and Reliability Test 
Validity is the extent to which the accuracy of a measuring instrument in 

performing the measurement. In other words, it is able to obtain the exact data of the 
variables studied. The SPSS program can perform a validity test with Pearson 
Correlation value, which correlates each indicator with the total score of indicators. 
- If rcount > rtable, then the indicators are declared valid. 
-   If rcount < rtable or rcount is negative, then the indicators are declared invalid. 
The rcount value can be seen on the Pearson Correlation results in Table 3 above, 
whereas rtable value is obtained by df = n-2 or 200-2 = 198 (with two side tests is 
0.139). Based on the validity test for each factor, all indicators have Pearson 
correlation value more than rtable (rcount > 0.139). So, it can be concluded that all 
indicators that representing each factor are valid [40]. Otherwise, if all loading factors 
for the indicators are statistically significant, convergent validity will be met. Based 
on the factor analysis results above, the indicators loading of each factor exceeds the 
critical value of 0.55 as recommended by [41]. 

Next, a reliability test shows the extent to which the results of a measurement 
can be trusted. If it is conducted against the same group of people, it will relatively get 
a similar result. The reliability test is a measure of the stability and consistency of 
respondents in answering the questions. Reliability was tested by Cronbach's Alpha, 
and based on the value for all factors consecutively OAa = 0.908, OAb = 0.650, OAc 
= 0.611 and OP = 0.646 (see table 2). So, it can be concluded that the measuring tools 
on the questionnaire have been reliable since, in exploratory research, the Cronbach's 
Alpha values of 0.60 – 0.70 are acceptable [42], [43]. 

5. DISCUSSION AND CONCLUSION 

Based on the survey conducted to analyze what factors cause organizational 
amnesia and its effect on SMEs’ performance, the empirical results found that three 
kinds of amnesia factors influence the organization's performance. First, 
Undistributed Information, since the exodus of employees frequently occurs in SMEs, 
will directly impact the company performance because they will go along with their 
knowledge without ever being distributed to the organization entirely. As we knew 
that knowledge has two forms, namely explicit and tacit knowledge [45]. Explicit 
knowledge is often referred to as know-what that can be easier to distribute from one 
employee to another due to this kind of knowledge is formal such as rules, procedures, 
etc. While tacit knowledge is based on personal experiences and incorporated into the 
individual’s memory, it is not easy to distribute because it requires physical 
interactions [47]. It means that the departure of experienced employees making the 
knowledge cannot be distributed, communicated, and shared with other parts of the 
organization. This kind of situation is also mentioned by [14] as the “space-based” 



254                                                                        International Journal of Electronic Commerce Studies 

problem. The organization cannot diffuse lessons learned and fails to share 
information from one point to another in the organization. 

The next factor is Employee Incompetence. This problem will be leading to the 
knowledge being lost over time in an organization. The inability of the SMEs’ 
employees as well as management to determine which information or knowledge to 
retrieve and store can affect the loss of that information and knowledge. Previous 
studies claim that the lack of personal motivation and competence among those who 
have undergone the learning causes the emergence of organization amnesia [14], [11], 
[46]. This situation makes an organization unable to perform the learning process and 
inhibits organizational learning [14]. Which is the real obstacle is the employees do 
not have enough competence due to some reasons, such as the lack of experience and 
education makes the information or knowledge may be lost during the transfer process.  

As prior scholars [44] explained, the organizational failure to transfer the 
knowledge can occur during the integration and institutionalized process. It can 
involve the workers as individuals and larger groups such as departments and 
organizations. In other words, organization amnesia can occur in all four stages of 
organizational learning [20]. Therefore, the inability of the employees to transfer 
knowledge properly will put an organization to repeat the same process to find 
solutions for the same problems [14]. Then it can be proved that the inability of an 
organization, whether individual or institutional level, to learn will affect the 
organizational performance. 

Furthermore, the last factor that affects organization performance is Knowledge 
Utilization. It is in line with previous studies that knowledge utilization positively 
correlates with organizational performance [3]. It means that since the organization 
can utilize its knowledge, obtain benefit from its experience, it will help the 
organization increase its performance. The author argued that the results of this study 
are quite interesting since the initial goal is to investigate and explore factors and 
retain firmed indicators that can represent organization amnesia.  

Summarily, it can be concluded that Undistributed Information and Employee 
Incompetence is negatively correlated to Organisational Performance. In contrast, 
Knowledge Utilization is positively correlated to Organisational Performance. The 
higher the level of knowledge that is not transferred and the higher the incompetence 
of employees, the lower the organization's performance. Conversely, the higher the 
knowledge that can be utilized, the higher the performance of the organization. 

6. LIMITATION AND FUTURE RESEARCH 

Similar to other studies, this study also has limitations. First, the following 
research should consider the number of respondents collected because it will 
influence the coefficient correlation of each factor. Second, since the construct of 
organizational amnesia is still fragmented and mostly in conceptual manuscript [12], 
it would be precious if the author conducts the same study that applies the same 
indicators into distinct or similar SMEs, but it undertakes in a different time. Third, 
applying a new framework by employing potential variables such as organizational 
learning and knowledge management orientation as mediation or moderation in the 
relationship between organization amnesia and organization performance, or vice 
versa. That would be interesting to enrich the knowledge management literature, 
especially in the SMEs context. 
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