Matthews Japan Fund
Period ended 30 September 2018
For the quarter ending 30 September 2018, the Matthews Japan Fund returned 0.07% while its benchmark, the MSCI Japan
Index, returned 3.82%.

Market Environment:
Japan's equity markets traded within a tight range for most of the third quarter followed by a strong rally into the quarter end.
Market sentiment around the deepening trade spat between the U.S. and China resulted in a compression of valuation
multiples despite better-than-expected earnings reported by Japanese listed companies. Overseas investors remained net
sellers of Japanese equities during the quarter, though the pace of selling subsided.
Meanwhile, Japan's economy delivered solid annualized growth, at a rate of 3% in the second quarter of 2018, driven by
robust private sector capital expenditure. This comes on the heels of a slight contraction during the previous quarter and
provides comfort that domestic economic conditions remain healthy. Strong demand conditions, rising wages and labor
shortages are prodding companies to reinvest in their business to enhance productivity. Steady job creation combined with
rising wages is leading to an increase in total employment income, supporting domestic consumption.

Performance Contributors and Detractors:
During the quarter, the Fund underperformed the benchmark as both sector allocation and stock selection detracted from
returns. The largest detractor was the consumer discretionary sector as fashion e-commerce company Zozo (formerly known
as Start Today) slumped as it failed to meet heightened expectations for its private-brand apparel business. We had trimmed
our position, but not enough, as valuations became expensive. Dollar-store operator Seria also struggled amid weak sales
delivery and higher costs. Holdings in the health care sector also detracted from performance. Hematology equipment
company Sysmex, a core long-term holding for the Fund, missed quarterly consensus estimates as some order deliveries
were pushed out to future quarters. Japan Lifeline, a manufacturer and wholesaler of cardiovascular equipment, declined
following weak quarterly earnings that resulted from reimbursement price cuts and increased expenses in preparation for new
product launches.
On the other hand, our telecom holding SoftBank performed well. SoftBank traded at a significant discount to estimated net
asset value, and transparency should rise as it gears up to list its domestic mobile telecom business. Marketing media and HR
technology company Recruit Holdings also contributed positively on the back of the rapid growth of job search engine
business Indeed. Indeed continues to drive revenue growth as it expands into non-U.S. markets, including Japan.
The largest negative contribution came from real estate tech company Tateru, which was a recent addition to the portfolio.
During the quarter, Tateru disclosed that one of its employees had intentionally falsified loan application documents in order to
obtain an apartment loan for a customer. Although the stock declined significantly following the disclosure, we immediately
exited the position.

Notable Portfolio Changes:
We did not initiate any new positions in the portfolio during the third quarter. We did, however, exit our long-held position in
mining and construction equipment company Komatsu. We expect sales momentum in its construction equipment business in
China will likely weaken going forward due to the slower-than-expected progress of infrastructure projects. At the same time,

profit margins for its mining equipment have improved substantially and we believe further improvements have already been
priced in.
We also exited robotic gear company Harmonic Drive Systems. This was another long-term holding for the Fund that had
contributed significantly over the years. We believe orders for robotics reached a cyclical peak last year and expect growth
momentum to slow going forward. Additionally, we saw new participants in the robotics gears industry and were concerned
that increased competition might erode the company's future pricing power.

Outlook:
We are turning slightly more optimistic regarding the outlook for the Japanese economy. Robust job creation combined with a
structural labor shortage is translating to faster growth of employment income. This, combined with an expected expansion of
fiscal spending, may allow Japan to better cope with the consumption tax hike scheduled for 2019. Additionally, based on our
bottom-up research, it seems consumer prices are actually rising faster than what the government's consumer price index
statistics suggest as companies adjust pricing to account for higher wages. This is prompting aggressive investment into
automation and IT systems, which we believe will serve to enhance productivity and improve margins in the future.
However, we remain cognizant of the external risks for Japan's economic growth and equity markets. Higher U.S. dollar
interest rates and a tighter dollar supply are raising funding costs in many emerging economies and leading to a softening of
demand. With our emphasis on growth in the region, we are starting to feel the impact through our portfolio companies. We
are actively revisiting the investment thesis for our Asia-exposed businesses and will continue to focus our research on
identifying unique bottom-up opportunities that we believe will add value over the long term.
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Risk Considerations
The value of an investment in the Fund can go down as well as up and possible loss of principal is a risk of investing.
Investments in international and emerging market securities may involve risks such as social and political instability, market
illiquidity, exchange-rate fluctuations, a high level of volatility and limited regulation. The Fund invests in holdings denominated
in foreign currency, and is exposed to the risk that the value of the foreign currency will increase or decrease. The Fund

invests primarily in equity securities, which may result in increased volatility. Investments in a single-country fund may be
subject to a higher degree of market risk than diversified funds because of concentration in a specific country. These and
other risks associated with investing in the Fund can be found in the Prospectus.

Performance figures discussed in the Fund Manager Commentary above reflect that of the Institutional Accumulation Class
Shares and has been calculated in USD. 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 Prospectus
for further details of the risk factors.
Sources: Brown Brothers Harriman (Luxembourg) S.C.A, Matthews Asia, FactSet Research Systems, Bloomberg
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Investment involves risk, including possible loss of principal. Past performance is not a guide to future performance.
Investors should not invest in a Fund solely based on the information on this website. Investing in international and emerging
markets may be subject to risks, such as social and political instability, market illiquidity, exchange-rate fluctuations, a high
level of volatility and limited regulation.
Matthews Asia is the brand for Matthews International Capital Management, LLC and its direct and indirect subsidiaries.
This website is owned and operated by Matthews International Capital Management, LLC, Matthews Global Investors (Hong
Kong) Limited, Matthews Global Investors, LLC and Matthews Global Investors S.àr.l. Your use of this website confirms that
you have read and agree to the Terms and Conditions of Use of this website.
The information on this website is for informational purposes only and does not constitute an offer to sell or a solicitation of an
offer to buy any security that may be referenced on or through this website. Unless otherwise specified, it is not intended to be
directed to any person(s) in particular. Information from this website must not be used in any jurisdiction where prohibited by
law and must not be used in a way that would be contrary to local law or legislation. No investment advice, tax advice, or legal
advice is provided through this website, and you agree that this website will not be used by you for these purposes. No
representation is given that shares, products, or services identified on, or accessible through, this website are suitable for any
particular investor. An investment in the Matthews Asia Funds is not available to investors in all jurisdictions; it is not available
to U.S. Persons.

Investors should ascertain from their professional advisers the consequences of investing in the Fund under the relevant laws
of the jurisdictions to which they are subject, including the tax consequences and any exchange control requirement. Investors
should carefully consider the investment objectives, risks, charges and expenses of the Fund before making an investment
decision. The current prospectus, Key Investor Information Document or other offering documents ("Offering Documents")
contain this and other information. Applications for shares may only be made on the Fund’s most recent Offering Documents
which are available from Matthews International Capital Management, LLC. Please read the Offering Documents carefully
before investing.
In Singapore, this website is available to, and intended for Institutional Investors under Section 304 of the Securities and
Futures Act. It should not be circulated or distributed to the retail public in Singapore. Issued in Singapore by Matthews Global
Investors (Singapore) Pte. Ltd. (Co. Reg. No. 201807631D).
In the UK, this website is only made available to professional clients and eligible counterparties as defined by the Financial
Conduct Authority (“FCA”). Under no circumstances should this document be forwarded to anyone in the UK who is not a
professional client or eligible counterparty as defined by the FCA. Issued in the UK by Matthews Global Investors (UK) Limited
(“Matthews Asia (UK)”), which is authorised and regulated by the FCA, FRN 667893.
If you are a resident of any other country, please go to matthewsasia.com
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