Matthews China Small Companies Fund
I (Acc)

Commentary
Period ended 31 March 2022
For the first quarter of the year, the Fund returned -18.94%, while its benchmark, the MSCI China Small Cap Index,
returned -16.33% over the same period.

Market Environment:
The first quarter of the year was broadly negative and choppy for emerging and Asian equity markets for the third
consecutive quarter. Chinese equities were weak led down by the confluence of COVID-19 case spikes resulting in
policy- enforced lockdowns in tier one cities, ADR delisting pricing pressures and investor worries that Russia- like
sanctions could be implemented upon select Chinese companies. Although macro data in January and February
contained upside surprises, the Chinese government’s zero- COVID policy continued to weigh heavily on certain
sectors.
The Chinese government announced during the quarter that they favor a 2022 GDP growth rate of “around 5.5%.” In
our opinion, this was an important “stake in the ground” announcement. However, the worsening COVID-19 lockdown
environment in China may increasingly make it difficult for China to reach these goals. We continue to envision a
battle between temporary lockdowns and stimulus to unfold. Regardless, we think the government will largely
succeed in supporting the Chinese economy and that corporate earnings will remain some of the highest in 2022-23.

Performance Contributors and Detractors:
The portfolio’s overweight to A- shares detracted from performance in the first quarter. The A- share markets
experienced pull back on weak consumer sentiment given the Chinese government’s zero- COVID policy, and a
general property market weakness. In addition, our A- shares holdings are in the growthier part of the A- share
markets such as information technology and industrials. These sectors have performed well over 2020 and 2021,
and growth sectors, which have become expensive, are undergoing a healthy correction. However, longer term, these
are still secularly growing areas in our view. They are also very aligned with the China’s intent to become more selfreliant in areas such as semiconductors and automation.
From a sector perspective, materials and industrials detracted the most from relative performance. The industrials
holding underperformance was led by battery equipment- manufacturer Zhejiang Hangke Technology and building
material- testing agency China Testing & Certification International Group. Materials sector underperformance was
led by fiber glass and wind turbine manufacturer Sinoma Science & Technology and building materials-manufacturer
Keshun Waterproof Technologies. A common thread among these holdings is that they are all A- shares and are
either in the renewables sector where there has been profit taking or in building materials which is linked to property
weakness.
On the other hand, allocation and stock section within utilities and the portfolio’s underweight in consumer
discretionary and communications services contributed to relative performance. Among individual holdings, China
Overseas Property, a property management company affiliated to large state- owned enterprise (SOE) developer
China Overseas Land and Development, contributed to performance. SOE developers have stronger balance sheets
and we believe they will benefit from the ability to buy attractively priced assets as the consolidation of real estate
continues. We also believe the property market will likely recover this year given the already very weak conditions
and more monetary easing that is happening, including the lowering of mortgage rates, and the faster approvals of
mortgages, etc.

Notable Portfolio Changes:

Over the quarter, we made a few changes as part of our efforts to position the portfolio for exposure to the most
innovatively growing parts of China driven by domestic demand. We initiated a new position in frozen food
manufacturer Anjoy Food. The company has strong business-to-business (B2B) and growing business-to-consumer
(B2C) lines of business. Anjoy continues to roll out new product categories that include that of frozen convenience
meals, but its stock suffered a sizable correction given market conditions. We took the opportunity to add this name
given the longer-term growth opportunity of convenience foods in both the B2B and B2C markets. We also exited a
few holdings including camera module manufacturer Q Tech. The company disappointed in its delivery of margins
amid a weak smartphone sales environment.

Outlook:
Looking ahead, we expect that China’s Zero COVID-19 policy will likely linger, and especially over the next quarter,
and we will watch the overhang closely as it puts pressure on consumer sentiment. At the same time, the property
market continues to be weak, although there are signs that the government is increasingly in the camp of loosening
the very tight conditions of the property market. Given these two pressures, we believe there is more support for
monetary easing in the second half of 2022 as China’s key goal is still both economic and political stability.
The larger unknown is how U.S. – China relations will pan out. While we see China becoming more willing to make
concessions, we have not quite seen the same level of openness from the U.S. This lack of ability to ascertain U.S. –
China politics will be a risk that will unfortunately be hard to manage for. Elsewhere, results remain largely in- line
with expectations and a continued healthy pace of growth is seen with some signs of margin erosion but managed
relatively well. We remain more hopeful of an improvement in sentiment given still resilient earnings growth and an
increased likelihood of policy easing ahead.

Rolling 12 Month Returns For the period ended 31/03/2022 - I (Acc)
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Matthews China Small Companies Fund (USD)

-21.84% 62.23% 25.87%

MSCI China Small Cap Index (USD)

-30.18% 64.63% -19.51% -10.05% 16.63%

Matthews China Small Companies Fund (GBP)

-18.03% 45.57% N.A.

N.A.

N.A.

MSCI China Small Cap Index - GBP (GBP)

-26.84% 47.95% N.A.

N.A.

N.A.

Inception Date

-10.72% 42.20% 29/02/2012
30/01/2020

Sources: Brown Brothers Harriman (Luxembourg) S.C.A, Matthews Asia, FactSet Research Systems, Bloomberg

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 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.

An investment in Matthews Asia Funds may be subject to risks, such as social and political instability, market
illiquidity, exchange- rate fluctuations, a high level of volatility and limited regulation. Additionally, investing in
emerging and frontier securities involves greater risks than investing in securities of developed markets, as issuers
in these countries generally disclose less financial and other information publicly or restrict access to certain
information from review by non-domestic authorities. Emerging and frontier markets tend to have less stringent and
less uniform accounting, auditing and financial reporting standards, limited regulatory or governmental oversight,
and limited investor protection or rights to take action against issuers, resulting in potential material risks to
investors. Pandemics and other public health emergencies can result in market volatility and disruption.
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.
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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