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Abstract: This study focuses on trust on supervisor (interpersonal trust) 
building among staff in the subsidiary of a multinational company. We 
investigate an antecedent of trust in performance evaluation and the interaction 
between national and organisational culture. We surveyed employees and 
managers across all departments of three multinational companies operating in 
Indonesia. We find that national culture dimensions affected different 
orientations of organisational practices across all levels, but especially for the 
employee vs. job orientation culture. Formality of performance evaluation  
will increase trust of supervisors among local subsidiary members. Potential 
implications for optimising the role of local managers in MNC and 
performance evaluation implementation are discussed. 
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1 Introduction 

In recent years, researchers are interested in investigating the trust and performance 
evaluation nexus within the organisation (Busco et al., 2006; Hartmann and Slapničar, 
2009; Johansson and Baldvinsdottir, 2003; Lau and Sholihin, 2005). Hartmann and 
Slapničar (2009) revealed that formal performance evaluation could enhance trust in 
supervisor1 for back office bank managers in Slovenian commercial banks. However, 
prior studies revealed that performance evaluation implementation could vary across 
countries2 (De Waal, 2005); thus this trust nexus could be more complicated in 
worldwide scope, particularly in the multinational companies (MNC) context (De Waal, 
2005; Dietz et al., 2010; Moilannen, 2008; Pudelko and Harzing, 2008). Moreover, MNC 
could face a more challenging situation in trust building process because of 
organisational culture transfer and national culture differences in their host countries 
(Moilannen, 2008). Therefore, culture can change the way MNC head office interacts 
with its subsidiary. 

Our focus is on trust because the emergence of many forms of business partnership 
among countries of MNC operations requires a good understanding of how to maintain 
trust among those with different cultural backgrounds. In the context of MNC studies, 
prior research found that for a supervisor and their direct subordinates from different 
nationalities and cultural perceptions could have an impact on the trust building process 
(Banai and Reisel, 1999; Jiang et al., 2011; Selmer, 1996). Trust is a critical factor in 
MNCs for as far back as Edström and Galbraith’s (1977) work have shown that foreign 
superiors who lack the trust of their local managers may have difficulty in performing 
their controlling functions. Banai and Reisel (1999) found that trust among nationally 
homogenous-setting (similar nationality) managers was significantly higher than for the 
nationally heterogeneous-setting (different nationality) managers. However, McAllister 
(1995) found that ethnic differences between managers and subordinates did not affect 
trust.  

Therefore, we are interested in investigating the impact of this process, especially in 
trust building in Western MNCs subsidiary in Indonesia. We examine the process by 
developing a model (Figure 1) based on the idea that national culture has an influence on 
organisational culture of MNC which operates in other countries (Hofstede and Peterson, 
2000; Naor et al., 2010). On the other hand, MNC headquarters could transfer the head 
office’s organisational culture to its subsidiaries. It can be in the form of expatriates 
deployment (Brock et al., 2008; Eisenhardt, 1985) who will communicate the company’s 
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values and norms, and also establishing headquarters systems in the subsidiary, including 
performance evaluation. Formal performance evaluation can increase local employees’ 
trust in their supervisor (Hartmann and Slapničar, 2009). However, this transfer process 
may not run smoothly (Chow et al., 2002), since lower level employees may not fit with 
MNC organisational culture and performance evaluation, as well. 

In the next section, we develop the theoretical foundations of this study and develop  
a path model to test the hypothesised relations suggested in Figure 1. 

Figure 1 Hypothesised structural model 

 

2 Literature review and hypotheses development 

We use Hofstede’s conceptualisation of national culture and organisational culture. 
Despite the criticisms, Kirkman et al. (2006) agreed with Smith and Bond’s (1999) 
conclusion, that large-scale studies have sustained and amplified Hofstede’s conclusions 
rather than contradicted them. Although Hofstede’s national culture dimensions are  
well-known, the measures of organisational culture are less common (Hofstede et al., 
1990) which consists of six dimensions: 

• P1: results-oriented vs. process-oriented: a results-oriented culture is one where 
organisational practices reflect a concern with goal achievement; process-oriented 
culture with means 

• P2: job-oriented vs. employee-oriented: getting the job done vs. a concern of people 

• P3: professional vs. parochial: in a professional culture “people identify with their 
type of job” while in a parochial culture “employees derive their identity largely 
from the organisation” 

• P4: closed system vs. open system: this refers to the perceived communication 
climate within the organisation, with a closed system culture being seen as “closed 
and secretive”, and an open system being seen as “open to newcomers and outsiders” 

• P5: tight vs. loose control: this refers to the amount of internal structuring in the 
organisation  

• P6: pragmatic vs. normative: “pragmatic units are market-driven: normative units 
perceive their task towards the outside world (customers and clients) as the 
implementation of inviolable rules”. 
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Previous studies have attempted to link national culture and organisational culture  
(Chow et al., 2002; O’Connor, 1995). Naor et al. (2010) found that firms in Eastern and 
Western countries which are generally different in their national culture also have a 
different organisational culture. Organisational culture does reflect national culture. 
Moreover, in terms of performance evaluation, Jaeger (1983) found that headquarters in 
highly individualistic countries will emphasise formal monitoring and reporting from 
subsidiaries whilst more collectivistic ones will prefer to transfer their organisational 
culture to their subsidiaries using expatriate assignments. In the USA, MNCs rely heavily 
on established formal reporting and monitoring while Japanese and UK MNCs depend on 
organisational culture transfer from the headquarters to their subsidiaries (Egelhoff, 1984; 
Jaeger, 1983). 

Organisational culture can be transferred to subsidiaries through expatriate 
assignment (Brock et al., 2008) which can raise some problems such as that expatriates 
from small power distance countries may have difficulties implementing ‘a strong 
organisational culture’ in their subsidiaries (Hofstede and Peterson, 2000), since ‘true’ 
compliance in a high power distance society is likely to be rooted in heartfelt respect for 
those in authority by local organisation staff. Some researchers found that local managers 
could play the key role in this cultural transition process (Merchant et al., 1995), as a 
constant international contact with their international counterparts appears to change 
some aspects of those managers’ work such as performance evaluation style. 

Chow et.al. (2002) found that power distance at the manager level was lower than the 
power distance at the employee level. They expected that manager level should be more 
open-oriented than closed-oriented (P4). However, they found that in Taiwan there is no 
significant difference between managers and employee level for this P4 dimension. They 
also found mixed results concerning the connection between the job vs. employee 
orientation (P2) and professional vs. parochial orientation (P3) dimensions in Taiwan. 
Taiwanese managers were more employee-oriented rather than job-oriented, which is 
consistent with their lower power distance profile. However, they are more parochial-
oriented rather than professional-oriented which does not reflect their lower power 
distance profile. They argue that this mixed result is due to the absence of interaction 
with their US-affiliated company. 

Hofstede and Peterson (2000) argued that collectivism at the national level does not 
imply a strong organisational culture since personnel could still identify quite strongly 
with one faction as the result of ‘in group’ similarities. Local members who have a small 
power distance and individualist culture profile emanating from an MNC headquarters’ 
culture may reflect a similar culture orientation compared to those who have a large 
power distance and collectivist culture. We therefore hypothesise that: 

H1a. Compared to small power distance, local members with a large power distance 
profile are more employee (vs. job)-oriented, and closed-system (vs. open-system)-
oriented. 

H1b. Compared to individualistic cultures, local members with a collectivist profile 
are more employee (vs. job)-oriented, and parochial (vs. professional)-oriented. 

Harzing and Sorge (2003) argued that country of origin is one of the most important 
predictors of control mechanisms used by MNCs for their subsidiaries and also influences 
their internationalisation strategy. MNC headquarters control has been classified as 
bureaucratic (direct control) and cultural control (indirect control) (Brock et al., 2008; 
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Egelhoff, 1984; Jaeger, 1983). Bureaucratic control refers to the behaviour control and 
outcome monitoring through a set of formal reports emanating from subsidiaries; cultural 
control emphasises the personal approach and corporate culture socialisation. Egelhoff 
(1984) found that highly individualistic countries such as the US prefer bureaucratic 
control because they are concerned with goal achievement. They give subsidiaries full 
control and autonomy through delegation and using formal mechanisms such as reporting 
and monitoring through a reliable information system.  

On the other hand, collectivist countries have a strong belief that the core values 
reflected in the organisational culture should be aligned with resources to achieve 
company goals. Organisational culture will bring harmony in such countries, so they will 
accelerate to attain their objectives (Baliga and Jaeger, 1984; Negandhi and Welge, 
1984). Using cultural control, they will place expatriates in subsidiary key positions, 
provide intensive training at headquarters, and socialise the company’s culture to a 
subsidiary’s staff. Once this cultural control is stable they will introduce internal 
structuring. 

As part of the control process, researchers have been interested in the impact of 
different national culture settings in MNC operations. Ueno and Sekaran (1992) found 
that senior managers in US companies (from an individualist country) will use more 
communication and coordination in budget planning than Japanese senior managers 
(collectivist country). In the individualist society each manager is likely to look out for 
his/her own self-interest and try to maximise the gains from any opportunity that might 
present itself. Thus, under these circumstances, a company would perceive a high need to 
conduct an extensive communication and coordination strategy to achieve organisational 
goals. Whereas, collectivist managers identify themselves as part of the organisation and 
maintain the loyalty, interdependence, and joint obligation that the system demands. 

A similar finding was made by Vance et al. (1992) who found that US performance 
appraisal is difficult to transfer to some Pacific Rim countries. Compared to the US, 
Indonesian managers focus more on group and company performance rather than 
individual performance and they rely more on a high level of informal communication 
and always keep a good relationship with their subordinates by never giving negative 
feedback. Merchant et al. (1995) found that Taiwanese (collectivist) managers can put a 
greater emphasis on subjective performance evaluation rather than objective evaluation. 
However, previous research shows that managers in some high power distance/ 
collectivist countries (such as Taiwan and Singapore) can adopt performance evaluation 
from other cultures through their western education and experience (Merchant et al., 
1995). As most of expatriates are in senior positions in MNC subsidiaries, they expect 
that their direct subordinates (i.e., local managers) can absorb the expatriate’s culture and 
transfer it to local employees.  

Moreover, Hofstede (1998) argued that job-oriented people (such as those in western 
cultures) focus on the quality of the work and rely on individual achievement for 
performance evaluation which might require a more formal information system to 
provide objective detailed performance information. On the other hand, parochial 
orientation in eastern culture tends to regulate all aspects of a staff member’s private life 
which may create more dependence on some informal measurement such as unwritten 
rules and subjective evaluation rather than professional orientation. A more open 
orientation means more transparent, objective, and explicit performance evaluation, and 
vice versa for closed orientation (pp.3–4). 
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Therefore, we proposed the following hypotheses: 

H2. MNC job-oriented culture contributes to a more formal performance evaluation 
preference for local subsidiary members. 

H3. MNC professional-oriented culture contributes to a more formal performance 
evaluation preference for local subsidiary members. 

H4. MNC open-system-oriented culture contributes to a more formal performance 
evaluation preference for local subsidiary members. 

Moreover, performance evaluation style has a positive effect on interpersonal trust 
(Otley, 1978; Ross, 1994). In more recent studies, Johansson and Baldvinsdottir (2003) 
demonstrated in Sweden that performance evaluation reports increased trust through open 
and transparent reporting in turbulent times. This is a form of accounting for trust where 
accounting is the carrier of trust during organisational change. Vosselman and Meer-
Kooistra (2009) distinguished between accounting as control which produces thin trust, 
for it aligns day-to-day interactions in the organisation. Performance reports can also 
serve as the process of relational signalling through a mechanism that facilitates reaching 
a situation of sharing rather than exchanging, which views accounting as a form of trust. 
In this latter context, the informal control gives a signal to each of the parties involved. 

Lau and Sholihin (2005) found that organisations which have well-defined and well-
specified measures of performance, irrespective of whether they are financial or non-
financial measures, engender higher levels of procedural fairness and trust in supervisors 
and higher job satisfaction. A slight difference was found between front office and back 
office groups by Hartmann and Slapničar (2009), as although formality has a significant 
effect on a subordinate’s trust in all managers, managers with highly contractible outputs 
(front office) seem to be less affected by the level of formality of performance evaluation 
process compared to managers with less measurable outputs (back office). 

Drawing this literature together, we hypothesise that: 

H5. The more formal the performance evaluation, the greater is the interpersonal 
trust for MNC subsidiary local members. 

Previous studies have discussed how organisational culture can shape trust in an 
institution. Johansson and Baldvinsdottir (2003) looked at two Swedish companies with 
different cultures, and how their open and closed policy had an impact on the trust 
relationship between subordinates and their supervisors. Whilst in the open-culture 
organisation they found that accounting could intermediate this process by being 
transparent to salespeople and lead to more sales, in the closed-culture organisation it 
struggled to motivate subordinates to do their work properly. Other researchers, such as 
Busco et al. (2006), provided fruitful evidence on how a parent company’s open-culture 
contributes to trust building in a new subsidiary. The culture of transparency in employee 
promotion, performance evaluation, and feedback process has enhanced trust relationship 
not only among colleagues but also in the new organisation. 

Therefore, these ideas support Zand’s (1997) argument that an individual increases 
vulnerability to another because information is power. Six (2005) argued that in terms  
of openness, positive feedback increases the wellbeing of other individuals and  
‘critical’ feedback given constructively can help. Therefore, it might be expected that  
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there is a direct relationship between this specific organisational culture orientation 
(open-system orientation) and interpersonal trust in an MNC local subsidiary. Hence, this 
study posits that: 

H6. MNC open-system (vs. closed-system)-oriented culture increases (decreases) 
interpersonal trust for local subsidiary members. 

3 Research method and instruments 

Our study is conducted in ethnically diverse Indonesia with more than 400 cultures but 
with dominant Javanese values such as patriarchy, collectivism, and social order, such as 
andap-asor and bapakism, social harmony (rukun), and mysticisms (Efferin and Hopper, 
2007). To test the hypotheses we used a survey of 180 staffs in three MNCs: one  
each from France, US, and Canada. Those countries’ cultural profiles are different from 
that of Indonesia, in power distance and individualism dimensions as Indonesia has the 
highest score in power distance and the lowest score for individualism. The questionnaire 
was developed in English and then translated into Bahasa Indonesian following  
Heuer et al. (1999) procedure. National culture was measured with multi-item scales 
developed in Hofstede’s et al. (2010) Values Survey Modules 94 translated into 
Indonesian by Hofstede’s team. Power distance and individualism were calculated 
according to Hofstede’s (2001) formula. 

Organisational culture was measured with Hofstede et.al. (1990)’s instrument used by 
Chow et.al. (2002). It consists of three orientations of organisational culture practices: 
employee vs. job, parochial vs. professional, and open vs. closed. This instrument asks 
respondents “where I work….” statements in terms of actual and preference practices. 
The lower scores on the five-point continuum represent more process, employee, 
parochial, and open orientation. 

Performance evaluation formality was based on the Hartman and Slapničar (2009) 
instrument which uses a 5-point Likert scale for three forms of formality: formality of 
target setting, formality of performance measurement, and formality of rewards. 
Interpersonal trust or supervisor trust was measured using Read’s (1962) instrument 
which has been widely used (Hartmann and Slapničar, 2009; Lau and Sholihin, 2005; 
Ross, 1994). 

Moreover, this study will include task uncertainty (UNCERT) as the control variable. 
UNCERT controls potential effect on the use of performance evaluation (Hartmann and 
Slapničar, 2009). 

We used two methods to test our hypotheses. For hypothesis 1, we conducted a 
multivariate analysis of variance (MANOVA) with organisational culture practices as the 
dependent variables and position as the factor variables. Then, to analyse the difference 
in organisational culture orientation, we used pairwise comparison between two levels. 
We used Partial Least Squares (PLS) approach to test our remaining hypotheses. PLS is a 
powerful predictive technique which can handle many independent variables, as well 
moderating and mediating relationships. PLS provides a good proxy of covariance-based 
structural equation model (CBSEM) result if some CBSEM premises are violated such as 
distributional assumptions, minimum sample size, or maximum model complexity 
(Henseler et al., 2009). There are two parts to the PLS equation: the inner model and the 
outer model. The inner model specifies the relationships between unobserved or latent 
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variables, whereas the outer model specifies the relationships between a latent variable 
and its observed or manifest variables. 

4 Empirical results and discussion 

We distributed 180 questionnaires through post, internet, and directly handed to the 
respondent with 110 returned for a 61% response rate. There were 101 usable responses 
with 46 in managerial level and 55 in the employee level. Most respondents at the 
managerial level are male, hold a bachelor’s degree, and in the age group of 30–39 years 
(Table 1). Employee demographics are relatively similar to managers except most of 
them are under 40 years of age. Both levels are relatively equal which helps with 
hypothesis testing. 

Table 1 Respondent demographics 

Position 

Gender  Education  Age 

Male Female 
High 

school Diploma Bachelor Master 20–29 30–39 40–49 50–59 60–69 

Manager 38 7 2 6 27 11 2 14 22 4 1 
Employees 39 11 2 8 36 4 16 27 7 0 0 
Total 77 18 4 14 63 15 18 41 29 4 1 
NA 6 5 8 

The sample statistics are shown in Table 2. Meanwhile, there was no significant result of 
non-response bias of early and late respondents (not tabulated). 

Table 2 Descriptive statistics 

Variable Mean 
Standard 
deviation Possible range

Observed 
range 

PERF_FORM 6.55 1.567 2–10 2.68–10 
TRUST 13.99 3.391 4–20 4–20 
UNCERT 6.87 1.848 3–15 3–13 
P2 (Employee vs. Job) 9.42 2.242 3–15 4–15 
P3 (Parochial vs. professional) 11.45 1.868 3–15 6–15 
P4 (Open vs. Closed) 8.94 2.675 3–15 3–14 

4.1 MANOVA results 

Using MANOVA, we tested the first hypothesis. Following Hofstede (2001) the sample 
was dichotomised for the two dimensions using 57 as an average score for power distance 
and 43 for individualism–collectivism and it is consistent with Newman and Nollen’s 
(1996) method. The three preconditions for MANOVA (Hair et al., 2010) were checked. 
First, the independence of the observations was ensured by selecting independent samples 
from various departments. Second, the equality of all variance-covariance matrices is 
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equal for all treatment groups (Tables 3 and 4) using Box’s test of equality of covariance 
matrices and Levene’s test of equality of variance. The third precondition, normality  
of all three dependent variables (organisational culture orientation), was met (Table 5). 
We also tested the variance difference between high and low scores groups on two 
national culture dimensions i.e., power distance and individualism vs. collectivism. We 
conducted means comparison test between high and low scores for two culture 
dimensions and found that low and high score groups are significantly different. Thus, 
testing the hypothesis by dichotomising based on low and high score is expected to 
explain the organisational culture preference. 

Table 3 Box’s test of equality of covariance matrices 

Box’s M F df1 df2 Sig. 
30.131 1.435 18 1518.680 0.106 

Table 4 Levene’s test of equality of error variances 

 F df1 df2 Sig. 
P2 2.094 3 97 0.106 
P3 0.638 3 97 0.592 
P4 1.198 3 97 0.315 

Table 5 Kolmogorov-Smirnov test 

 Standardised 
residual for P2

Standardised 
residual for P4 

Standardised 
residual for P3 

N 101 101 101 
Normal parameters Mean 0.0000 0.0000 0.0000 

Std. deviation 0.98489 0.98489 0.98489 
Most extreme 
differences 

Absolute 0.081 0.111 0.086 
Positive 0.060 0.111 0.086 
Negative –0.081 –0.093 –0.077 

Kolmogorov-Smirnov Z 0.811 1.119 0.862 
Asymp. Sig. (2-tailed) 0.526 0.163 0.447 

The MANOVA analysis shows (Panel A in Table 6) that power distance, and the 
interaction between power distance and individualism–collectivism are significantly 
different for the three dependent variables. Further analysis using the Bonferroni 
procedure shows that only P2 (employee vs. job) variable has a significance lower than 
the significant value of 0.0167 (0.015 < 0.0167). 

Also, according to Table 7, the small power distance and low individualism 
(collectivism) group mean (7.50) are less than the large power distance and high 
individualism group (9.39) which means, using the median score of nine derived  
from the theoretical range for the organisational culture scale, that collectivist and  
low small power distance group’s preference are more employee-oriented rather than  
job-oriented. 
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Table 6 MANOVA and multiple ANOVA’s results 

Panel A     
MANOVA to P2,P3,P4     

   F P value 

Intercept 864.664 0.000 
Power distance 2.493 0.065 
Individualism-collectivism 0.379 0.768 

Power distance × Individualism-collectivism 2.425 0.070 

Panel B     

 Power distance 
Power distance × Individualism-

collectivism 
 F P value F P value 
ANOVAs (Test significance = 0.0167)   
P2 (Employee vs. Job) 4.324 0.040 6.193 0.015 
P3 (Parochial vs. Professional) 3.683 0.058 1.634 0.204 
P4 (Open vs. Closed) 2.707 0.103 3.093 0.082 

Table 7 Means scores of P2 dimension for power distance × individualism-collectivism 

 
Power 

distance 
Individualism-

collectivism Mean 
Std. 

Deviation N 
P2 (Employee vs. Job) Large High 9.39 2.589 23 

 Low 10.33 2.066 6 
 Total 9.59 2.486 29 

Small High 9.65 2.097 62 
 Low 7.50 1.509 10 
 Total 9.35 2.150 72 

Total High 9.58 2.227 85 
 Low 8.56 2.190 16 

  Total 9.42 2.242 101 

4.2 Partial least squares (PLS) results 

4.2.1 Outer model assessment 

The usual approach to assessing reliability of constructs or LV in PLS is composite 
reliability. The reliability of a construct is recommended at more than 0.7 for an early 
stage study and 0.8 and 0.9 for a more advanced study using composite reliability 
(Nunally and Bernstein, 1994). Researchers found that Cronbach α has some weaknesses 
compared to composite reliability (Fornell and Larcker, 1981). Fornell and Larcker argue 
that composite reliability is better than Cronbach α since it uses the item loadings 
obtained within the nomological network (or causal model). 
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However, according to the preliminary model (Figure 2), one indicator has a low 
factor loading (below 0.4), particularly for indicator Ocp 9 in variable P3 (parochial vs. 
professional). Therefore, this condition might reduce the overall construct reliability.  
As has been suggested by Henseler et al. (2009), Chin et al. (2003), and Nunally and 
Bernstein (1994), the elimination of such indicators can be done if there is a significant 
improvement in the construct reliability. Hence, we deleted Ocp 9 for variable P3 and the 
composite reliability rose significantly from 0.138 to 0.764 for P3. In regard to the 
reliability score for variables in this study, Table 8 shows that all the variables have 
composite reliability values greater than 0.7 and specifically for performance evaluation 
formality (PERF_FORM) which is 0.9. Thus, it can be concluded that those variables in 
this study are reliable for further analysis. 

The next assessment for the outer model is the construct validity. There are two 
approaches to evaluate the validity: convergent validity and discriminant validity. Fornell 
and Larcker (1981) proposed average variance extracted (AVE) to measure construct 
convergence validity. Essentially, AVE is the amount of variance that is captured by the 
construct in relation to the amount of variance due to measurement error. Furthermore, 
they suggest that AVE value of a construct should exceed 0.5; otherwise the construct 
validity is questionable. During first preliminary model AVE analysis, the AVE score of 
P2 was 0.439; therefore to achieve a better convergent validity, one or some of the 
indicators should be dropped. Hulland (1999) points out that while some individual 
measurement items will have strong loadings linking them closely with the construct, 
others will have loadings which are close to zero, or even negative. 

Figure 2 Preliminary PLS model 

 

In such instances, the researcher should consider either splitting the original construct 
into new constructs (each with its own set of measures) or eliminating items until only a 
uni-dimensional latent variable construct remains. This study chooses the second option 
by dropping indicator Ocp 4 according to its factor loading and improving the AVE score 
from 0.439 to 0.664. As shown in Table 8, all the constructs have AVE value more than 
0.5 and each construct variance is well explained by its corresponding indicator. 
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Table 8 Estimation of the measurement model parameters 

 

Loading 
original 
sample 

Loading 
sample 
mean 

Standard 
deviation 

t-statistic 
(bootstrap) 

Composite 
reliability 

Average 
variance 
extracted 

P2     0.797673 0.663633 
Ocp5 0.790395 0.724449 0.267274 2.935234   
Ocp6 0.838178 0.763937 0.267128 3.162022   
P3     0.763669 0.634888 
Ocp7 0.980148 0.939870 0.131668 6.451553   
Ocp8 0.555954 0.503295 0.275273 2.020949   
P4     0.853644 0.660725 
Ocp10 0.856088 0.852936 0.041180 23.553582   
Ocp11 0.775848 0.776035 0.060043 12.931005   
Ocp12 0.804580 0.802579 0.050309 16.614966   
PERF_FORM     0.903038 0.756886 
FormPM 0.900125 0.894739 0.027213 35.336170   
FormReW 0.902974 0.901863 0.024351 39.545609   
FormTS 0.803162 0.800823 0.058682 13.241540   
TRUST     0.895164 0.683225 
Trust1 0.678944 0.671978 0.098591 6.870536   
Trust2 0.849345 0.841289 0.044510 20.882703   
Trust3 0.882315 0.881462 0.023965 38.078394   
Trust4 0.878674 0.875868 0.043519 19.240596   
UNCERT     0.843475 0.643294 
Uncert1 0.733811 0.713375 0.125654 6.520788   
Uncert2 0.811327 0.799126 0.095244 7.979679   
Uncert3 0.856242 0.844983 0.065770 12.187258   

In terms of discriminant validity, Fornell and Larcker (1981) proposed comparing  
the square root AVE of a construct to its correlation in the other construct and  
Table 9 shows that all the square root values are more than the correlation value for all 
constructs. 

Table 9 Discriminant validity coefficients 

 P2 P3 P4 PERF_FORM TRUST UNCERT 

P2 0.814637      
P3 0.270165 0.796799     
P4 0.637841 0.326050 0.812850    
PERF_FORM –0.174115 –0.278082 –0.377514 0.869992   
TRUST –0.408902 –0.273918 –0.466251 0.321926 0.826574  
UNCERT 0.402296 0.168910 0.311325 –0.281456 –0.437961 0.802056 
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Another way to address discriminant validity is using a cross-loading analysis, which 
compares the loading factor for a particular indicator across constructs as shown in  
Table 10. 

Table 10 Cross-loadings (full sample, n = 101) 

 P2 P3 P4 PERF_FORM TRUST UNCERT 

P2       
Ocp5 0.790395 0.272538 0.602708 –0.133329 –0.267765 0.286254 
Ocp6 0.838178 0.173917 0.446875 –0.149760 –0.392080 0.365435 
P3       
Ocp7 0.255975 0.980148 0.327831 –0.292780 –0.308181 0.162856 
Ocp8 0.187201 0.555954 0.146668 –0.069836 0.014157 0.105226 
P4       
Ocp10 0.555858 0.220852 0.856088 –0.370034 –0.406372 0.331182 
Ocp11 0.591167 0.323364 0.775848 –0.283654 –0.394612 0.257440 
Ocp12 0.386989 0.257049 0.804580 –0.252340 –0.326912 0.145872 
PERF_FORM       
FormPM –0.101430 –0.134446 –0.291812 0.900125 0.303426 –0.221079 
FormReW –0.211802 –0.266862 –0.399000 0.902974 0.330596 –0.278858 
FormTS –0.126792 –0.324446 –0.277890 0.803162 0.192243 –0.227738 
TRUST       
Trust1 –0.293648 –0.244211 –0.255700 0.170189 0.678944 –0.342553 
Trust2 –0.323099 –0.124369 –0.293284 0.233491 0.849345 –0.416201 
Trust3 –0.315835 –0.269593 –0.411195 0.302703 0.882315 –0.325841 
Trust4 –0.403912 –0.253722 –0.504214 0.316481 0.878674 –0.385632 
UNCERT       
Uncert1 0.365287 0.055411 0.347117 –0.229936 –0.314698 0.733811 
Uncert2 0.306570 0.209696 0.161243 –0.239043 –0.439644 0.811327 
Uncert3 0.288053 0.136650 0.239542 –0.201637 –0.282666 0.856242 

Therefore, for the remaining analysis, we revised the preliminary model to the following 
model (Figure 3). 

4.2.2 Inner model assessment 

The first examination of the inner model involves measuring the variance explanation for 
the endogenous constructs. Chin (1998) classified R2 values of 0.67, 0.33, and 0.19 in the 
PLS path model as substantial, moderate, and weak, respectively. As shown in Table 13, 
the R2 for the two endogenous variables PERF_FORM and TRUST are 0.22 and 0.24, 
respectively. The prominent measure of predictive relevance is Stone-Geisser’s Q2 which 
can be measured using blindfolding procedures. As shown in Table 11, all the variables 
have positive Q2s and this is sufficient evidence of model fit. 
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Figure 3 Revised model 

 

Table 11 Blindfolding results 

Construct Stone-Geisser Q2 

P2 (Employee vs. Job) 0.074 
P3 (Parochial vs. Professional) 0.116 
P4 (Open vs. Closed) 0.323 
PERF_FORM 0.501 
TRUST 0.473 
UNCERT 0.278 

According to the path coefficient result in the PLS model in Table 12, P2 (employee vs. 
job orientation) variable has a weak positive association with performance evaluation 
formality (p < 0.1). On the other hand, P3 (parochial vs. professional orientation) and P4 
(open vs. closed orientation) both have a negative influence on performance evaluation 
formality (at p < 0.05 and p < 0.01, respectively). In terms of TRUST as the endogenous 
variable, P4 has a negative influence on TRUST, whilst PERF_FORM has a weak  
positive association with TRUST (at p <0.01 and p < 0.1, respectively). Meanwhile, 
UNCERT as a control variable has a significant and negative influence on PERF_FORM 
(p < 0.01). 

H1a predicted that, compared to small power distance local subsidiary members, 
those who have a large power distance culture profile are more employee (vs. job) and 
closed-system (vs. open-system)-oriented. The MANOVA results in Table 6 Panel A 
show that power distance has a significant value in relation to organisational culture-
dependent variables (p < 0.1); there is a significant difference between large and small 
power distance culture for the three organisational culture orientations. Using ANOVAs 
and the Bonferroni procedure with significance at 0.017 it was found that none of the 
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organisational cultures has a significant value. H1a is not supported; there is no 
significant difference between the two groups of power distance culture in terms of 
individual organisational culture orientation. 

Table 12 PLS Results (Path coefficient, t-statistics, R2) 

Variable Path to 
 PERF_FORM TRUST 

P2 (Employee vs. Job) 0.204 (1.567)*  
P3 (Parochial vs. Professional) –0.171 (1.669)**  
P4 (Open vs. Closed) –0.385 (3.087)*** –0.402 (3.871)*** 
PERF_FORM  0.170 (1.549)* 
R2 0.22 0.24 

According to H1b, local members who have a collectivist, rather than individualist, 
culture profile are more employee (vs. job)-oriented and parochial (vs. professional)-
oriented. Individualism has no significant p-value for the three organisational culture 
variables in the MANOVA results in Table 6; there is no support for H1b. On the other 
hand, in the MANOVA analysis the interaction between power distance and 
individualism–collectivism is significant at 0.1 level. A further ANOVA analysis for this 
interaction variable shows that P2 (employee vs. job orientation) experienced a 
significant outcome. It is indicated in Table 7 that the mean score for power distance and 
collectivist group for P2 (8.56) is lower than the mean score of power distance and 
individualist group (9.58). In particular, Table 7 shows that the mean score for small 
power distance and the collectivism group is lower than the other interaction group 
(7.50). This finding indicates that the small power distance and collectivist culture group 
is more employee-oriented than job-oriented. 

Hypothesis 2 was supported as an MNC job-oriented culture contributes to a more 
formal performance evaluation preference for local subsidiary staff. The PLS results in 
Table 12 show that the direct path from P2 to PERF_FORM has a positive association at 
the significance level. Thus, a more job-oriented culture makes a formal performance 
evaluation for local staff more attractive. 

Hypothesis 3, that an MNC professional-oriented culture contributes to a more formal 
performance evaluation preference for local staff, was not supported. P3 (Table 12) has a 
significant and negative influence on PERF_FORM. The more parochial-oriented, the 
more formal is the performance evaluation; a parochial culture will tend to employee’s 
assessing norms and ethics at home and in the workplace. Parochial culture creates a 
preference for performance evaluation and not only in their social life; parochialism may 
influence local managers when they assess their subordinates. 

Table 12 show that P4 has a negative path to PERF_FORM with high level of 
significance (p < 0.01). As expected in H4, this result indicates that an open-system’s 
organisational culture will result in a more formal performance evaluation and a more 
closed orientation will contribute to a more informal performance evaluation. H5 was 
also supported; more formal performance evaluation increases the level of interpersonal 
trust for local subsidiary personnel. Local people prefer formality, a characteristic of 
Western MNCs. Local managers and employees perceived that explicit, objective, and 
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quantitative performance evaluation fits well with them. Overall, the reliance on informal 
performance evaluation is less preferable as it is perceived as reducing trust. 

Hypothesis 6 is supported, for an MNC open-system (vs. closed-system)-oriented 
culture increases (decreases) interpersonal trust for local subsidiary staff. With a highly 
significant path coefficient, P4 negatively influences TRUST, which means open-system 
orientation increases trust, and vice versa for a closed-system. An overall summary of the 
results of the hypothesis testing is shown in Table 13. 

Table 13 Summary of hypotheses testing 

 Hypotheses Results 
H1a Compared to small power distance, local members with large power 

distance profile are more employee (vs. job) oriented, and closed-system 
(vs. open-system) oriented 

Not supported 

H1b Compared to individualistic culture, local members with a collectivistic 
profile are more employee (vs. job) oriented, and parochial (vs. 
professional) oriented 

Not supported 

H2 MNC job oriented culture contributes to a more formal performance 
evaluation preference for local subsidiary members 

Supported 

H3 MNC professional oriented culture contributes to a more formal 
performance evaluation preference for local subsidiary members 

Not supported 

H4 MNC open-system oriented culture contributes to a more formal 
performance evaluation preference for local subsidiary members 

Supported 

H5 The more formal performance evaluation, the greater is the interpersonal 
trust for MNC subsidiary local members 

Supported 

H6 MNC open-system (vs. closed-system) oriented culture increases 
(decreases) interpersonal trust for local subsidiary members 

Supported 

5 Conclusion and implication 

Our contribution to the literature has been to explore the interaction between national and 
organisational culture, the impact of organisational culture on the performance evaluation 
process, and the influence of performance evaluation on trust building between 
subordinates and their supervisors. 

Consistent with other studies about Indonesia, we found that power distance was one 
of the important national culture profiles in local staff. Our hypothesis testing showed no 
significant difference in organisational culture orientation between large power distance 
and low power distance or individualist and collectivist profiles. However, the interaction 
between power distance and individualist–collectivist dimensions is significantly 
different for employee vs. job-oriented organisational culture dimension. Formal 
performance evaluation increases trust through its objective and explicit measurement. 
Moreover, in line with these findings, open-system orientation is found to positively 
contribute to interpersonal trust building between supervisors and subordinates. 

The MNC seems to have transferred the parent culture (job-oriented and open-system 
culture) to its subsidiary, which in turn contributed to more formal performance 
evaluation. MNCs are able to shape their subsidiaries with an established formal 
performance evaluation system and this can happen as the consequence of an MNC’s 
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parent organisational culture. This study also showed that power distance and 
collectivism together have an influence on P2 (employee vs. job orientation). This is 
supported by other studies (Efferin and Hopper, 2007; Iriyadi and Gurd, 1998; Suutari  
et al., 2001; Vance et al., 1992), where most Indonesians value a harmonious relationship 
with others and respect group cohesiveness. 

On the other hand, we have shown that the preference for performance evaluation 
formality also has been influenced by a parochial-oriented culture derived from a large 
power distance and collectivist culture that local members share and it confirms that 
Indonesian staff perceived their workplace environment as being similar to their social 
environment (Sudarwan and Fogarty, 1996). They perceived that their parochial culture is 
also applicable to their job-related one and consequently the performance evaluation 
formality emerged from this perception. The results of our study imply that an employee 
and closed-system orientation, which reflects Indonesian culture, has created a more 
informal preference for performance evaluation (in contradiction to job and open-system 
orientation). Indonesian managers appeared to be the most important layer in this specific 
preference, yet they experienced more formal performance evaluation from their 
expatriate supervisors. These results provide strong evidence for the existence of culture 
transfer process in MNC subsidiaries, which is reflected in performance evaluation 
practices by local managers. In turn, this has an impact on local employees’ trust in their 
supervisors. 

This study simultaneously investigates the role of culture, performance evaluation, 
and trust in MNC subsidiaries. The study is vulnerable to weaknesses of survey research 
particularly using only three companies from one industry from a limited diversity of 
country of origin. The number of participants could have an impact, yet we faced the 
reality that it was not easy to obtain research permission from MNCs in Indonesia. Future 
studies may look to a number of moderator variables to increase our understanding about 
how performance evaluation could interact with trust such as some job-related issue 
constructs, e.g., procedural justice and feedback quality. 
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