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For the first half of 2018, the Matthews China Fund was mostly flat, returning 0.41%, while its benchmark, the MSCI China
Index, fell -1.69% over the same period. For the quarter ending 30 June, the Fund returned -3.85% while its benchmark
returned -3.44%.

Market Environment:
A global trade war, currency devaluation and rising interest rates have triggered high levels of concern for China investors. As
a result, Chinese equity markets returned all the positive performance they experienced in January this year, ending the first
half of 2018 in negative territory. Despite lingering global macro concerns, China is moving ahead with its micro agenda,
deleveraging its financial system and placing tighter restrictions on its booming property market. This may derail short-term
growth but seems to put the country in a better position economically longer term. Even in the face of this challenging
environment, we see opportunities for market consolidation across many industries in China. In “old economy” and “new
economy” sectors alike, a tougher operating environment enables market leaders to shine and capture profitability that might
have once been eroded by intense competition. These factors may bode well for industrial profits.

Performance Contributors and Detractors:
The Fund outperformed its benchmark in the first half of 2018 thanks to both sector allocation and stock selection. During the
second quarter, the information technology sector was the main cause for the Fund's relative underperformance versus its
benchmark, while the health care sector made the largest contribution to absolute performance.
Chinese telecommunications equipment producer ZTE was a major detractor to Fund performance during the quarter. The
firm settled previous violations of a U.S. export ban by paying fines of US$1.4 billion. It also replaced its board of directors and
senior management, reached an agreement with the U.S. Department of Commerce and said it would adopt compliance as
the strategic cornerstone of its development. Although the settlement was a positive development, we believe ZTE continues
to face uncertainties due to the business disruptions and its significant exposure to foreign suppliers and customers. We
decided to exit this holding during the quarter. Software service provider Chinasoft International also declined as investors
grew concerned about its business exposure to the telecommunications sector. We continue to hold this position because we
believe the firm is a major beneficiary of the secular growth in IT outsourcing and cloud adoption.
Among the top individual contributors to Fund performance were Sino Biopharmaceutical, a leading Chinese pharmaceutical
company, and China Gas Holdings, a major natural gas distributor. In addition to its diversified product portfolio and a robust
pipeline, Sino Biopharmaceutical recently launched a new hepatitis drug and received approval from the China Food and Drug
Administration for a major blockbuster oncology drug. China Gas Holdings delivered strong operational results because of the
government's increasingly stringent environmental control and continuous rural coal-to-gas conversion initiative.

Notable Portfolio Changes:
During the quarter, we initiated a position in Brilliance China Automotive, a joint-venture partner with BMW in China, as the
stock valuation became attractive to us. Chinese auto stocks pulled back sharply after China announced some new policies
toward foreign investment in the automotive sector and lowered tariffs for imported cars and car components. We believe
Brilliance China's partnership with BMW continues to be strategic and mutually beneficial for both parties. Brilliance China
should benefit from new model launches and achieve above-industry-average growth in the luxury car market. We also

initiated a position in China Jushi, the largest global glass fiber producer. The company should benefit from its growing
economies of scale, improving average selling prices and lowering unit costs.

Outlook:
At the end of the quarter, Chinese companies that generated more than 15% of their revenues from the U.S. accounted for
less than 3% of the portfolio's total exposure. This means that while trade tariffs imposed on China have dominated headlines
and worried investors, our portfolio holdings rely more on the health of China's domestic consumption and services-led
economy. By most metrics, such as income growth and corporate profitability, these areas continue to trend positively. Amid
current market uncertainty, we continue to focus on the corporate earnings growth story in China. The MSCI China Index—
China's broad equity market index—is expected to see high single digit earnings per share (EPS) growth this year and EPS
growth in the mid-teens next year. Valuations for the index are also attractive at 11x price-to-earnings (P/E) this year, and 9x
P/E next year. We remain cautiously optimistic about China's growth outlook but remain mindful of the potential negative
impacts should trade relations continue to deteriorate.

Performance figures discussed in any of the Fund Manager Commentaries reflect that of the Institutional Accumulation Class
Shares and have been calculated in USD, including ongoing charges and excluding subscription fee and redemption fee
investors might have to pay. Performance details provided for the Fund are based on a NAV-to-NAV basis, with any dividends
reinvested, and are net of management fees and other expenses. Past performance information is not indicative of future
performance. Investors may not get back the full amount invested.
The information contained herein has been derived from sources believed to be reliable and accurate at the time of
compilation, but no representation or warranty (express or implied) is made as to the accuracy or completeness of any of this
information. Matthews International Capital Management, LLC (“Matthews Asia”) and its affiliates do not accept any liability for
losses either direct or consequential caused by the use of this information.
Information contained herein is sourced from Matthews Asia unless otherwise stated. The views and opinions in this
commentary were as of the report date, subject to change and may not reflect the writer’s current views. They are not
guarantees of performance or investment results and should not be taken as investment advice. Investment decisions reflect
a variety of factors, and the managers reserve the right to change their views about individual stocks, sectors, and the
markets at any time. As a result, the views expressed should not be relied upon as a forecast of the Fund’s future investment
intent. It should not be assumed that any investment will be profitable or will equal the performance of any securities or any
sectors mentioned herein. The information does not constitute a recommendation to buy or sell any securities mentioned.
Investors should not invest in the Fund solely based on the information in this material alone. Please refer to the Hong Kong
Offering Document for further details of the risk factors.
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Investment involves risk. Past performance is not a guide to future performance. Investors should not invest in a Fund solely
based on the information on this website. The information contained in this website is issued by Matthews Global Investors
(Hong Kong) Limited and has not been reviewed by the Hong Kong Securities and Futures Commission. Please read the
Important Disclosures for more details.
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