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Performance and Expenses
Through December 31, 2008
Average Annual Total Returns

2008 Gross
Annual
Operating
Expenses

2007 Gross
Annual
Operating
Expenses1

1 year

5 years

10 years

Since
Inception

Inception
Date

Matthews Asian Growth and Income Fund

-32.07%

7.45%

14.34%

9.32%

9/12/94

1.16%

1.15%

Matthews Asia Pacific Equity Income Fund

-25.97%

n.a.

n.a.

-2.67%

10/31/06

1.35%

1.41%

ASIA GROWTH AND INCOME STRATEGIES

After Contractual Fee Waiver

1.32%2

ASIA GROWTH STRATEGIES
Matthews Asia Pacific Fund

-37.44%

3.63%

n.a.

4.14%

10/31/03

1.23%

1.20%

Matthews Pacific Tiger Fund

-46.12%

6.72%

12.02%

5.57%

9/12/94

1.12%

1.10%

Matthews China Fund

-48.95%

9.71%

14.95%

8.91%

2/19/98

1.23%

1.17%

Matthews India Fund

-62.32%

n.a.

n.a.

-1.42%

10/31/05

1.29%

1.28%

Matthews Japan Fund

-28.38%

-3.52%

2.44%

2.44%

12/31/98

1.23%

1.23%

Matthews Korea Fund

-52.66%

4.51%

11.68%

1.56%

1/3/95

1.27%

1.21%

n.a.

n.a.

n.a.

-21.03%3

9/15/08

14.31% 4

n.a.

2.00%4

n.a.

1.33%

1.25%

ASIA SMALL COMPANY STRATEGY
Matthews Asia Small Companies Fund
After Contractual Fee Waiver

ASIA SPECIALTY STRATEGY
Matthews Asian Technology Fund

-51.94%

-0.50%

n.a.

-7.46%

12/27/99

1 Ratio has been restated to reflect current management and administrative and shareholder servicing fees expected to be incurred by the Funds and paid to the Advisor.
2 The Advisor has contractually agreed to waive certain fees and reimburse certain expenses for Matthews Asia Pacific Equity Income Fund. Please see page 77 for additional
information.
3 Actual Return, Not Annualized.
4 The Advisor has contractually agreed to waive Matthews Asia Small Companies Fund’s fees and reimburse expenses until August 31, 2010 to the extent needed to limit total
annual operating expenses to 2.00%.

Investor Disclosure
Past Performance: All performance quoted in this report is past performance and is no guarantee of future results.
Investment return and principal value will fluctuate with changing market conditions so that when redeemed, shares
may be worth more or less than their original cost. Current performance may be lower or higher than the returns
quoted. If certain of the Funds’ fees and expenses had not been waived, returns would have been lower. For the Funds’
most recent month-end performance, please call 800.789.ASIA (2742) or visit matthewsasia.com.
Investment Risk: Mutual fund shares are not deposits or obligations of, or guaranteed by, any depositary institution.
Shares are not insured by the FDIC, Federal Reserve Board or any government agency and are subject to investment risks,
including possible loss of principal amount invested. Investing in international markets may involve additional risks, such
as social and political instability, market illiquidity, exchange-rate fluctuations, a high level of volatility and limited
regulation. In addition, single-country and sector funds may be subject to a higher degree of market risk than diversified
funds because of concentration in a specific industry, sector or geographic location. Investing in small and mid-size
companies is more risky than investing in large companies as they may be more volatile and less liquid than larger
companies. Please see the Funds’ prospectus and Statement of Additional Information for more risk disclosure.

Redemption Fee Policy
The Funds assess a redemption fee of 2.00% on the total redemption proceeds on most sales or exchanges of shares that take
place within 90 calendar days after their purchase as part of the Funds’ efforts to discourage market timing activity. This fee is
payable directly to the Funds. For purposes of determining whether the redemption fee applies, the shares that have been
held longest will be redeemed first. The Funds may grant exemptions from the redemption fee in certain circumstances. For
more information on this policy, please see the Funds’ prospectus.
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Message to Shareholders
from the Investment Advisor
Dear Fellow Shareholders,
2008 was a year of extremes. The extent and breadth of collapse of the global
financial order exceeded all but the direst prediction. Everyone was left
wondering: How did this happen? What does it all mean?

“…the notion that markets
can be classified as either
“developed” or “emerging” in
a binary fashion has always
been questionable. The
present crisis has rendered
the distinction obsolete.”

We would not pretend to be able to answer such complex questions.
However, as wrenching as markets have been, their recent convulsions are
unfortunately not outside the scope of expectation. The history of markets
is a long one, and it is replete with fantastic booms and devastating busts.
As we at Matthews know from experience, crisis is a constant interloper in
the marketplace. Volatility, and the swings in fortune that accompany it, are
inevitable and immutable qualities of financial markets.
Amid the current environment, one might be tempted to discontinue investment. Yet yielding to such temptation would be shortsighted. Investors have
recently experienced the downside of risk; but having done so, they cannot
lose sight of the potential upside: namely, that their portfolios might capture
some small share of the world’s march toward growth and progress.
Our experience at Matthews suggests that the market’s collapse belies material gains made over the past two decades. During that time, productivity has
risen in almost every corner of the globe; scientific achievement has leapt
forward; trade has flourished; and markets have been deregulated and opened
to greater competition. Most importantly, hundreds of millions of people
in East and Central Asia have clawed their way out of abject poverty. Asian
incomes have grown, and households enjoy improved living standards. This
is no small feat given where the region began, and it represents growth of the
most authentic kind. It is this same progress that investors should try to harvest in their portfolios, especially as some share of it is ultimately reflected in
financial terms.
Faulty Premises and Artificial Labels
Many would expect that as a regulated, modern and developed market, the
U.S. would have been the last sort of place where catastrophic risk might
manifest itself. It was only five years ago that some prominent strategists
warned of an imminent demise of the Chinese banking system, calling it
a “house of cards.” Chinese banks have indeed suffered amid the current
correction, but the fundamentals have held relatively stable during the
downturn. Thus, events have confounded those who would predict that the
next world crisis would arise from the “emerging” world, rather than the
“developed” one.
In our view, this disconnected logic arises from a faulty premise—that the
labels “developed market” and “emerging market” have much meaning for
investors. To be sure, countries around the world are in various stages of
development; yet even as substantial differences exist, the notion that markets can be classified as either “developed” or “emerging” in a binary fashion
has always been questionable. The present crisis has rendered the distinction obsolete. Regulatory and financial systems are subject to failure even in
the world’s most advanced countries. Meanwhile, the capital markets and
financial systems of the so-called emerging world may not be as precarious as
believed. Investors must anticipate material risk in every investment, regardless of its origin or pedigree.
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A Measure of Progress
So what did the year hold for China, Asia’s central
economic power? Its experience is emblematic of the
region’s struggle to advance from emerging to developed status. During the year, China was tested on many
fronts: it saw deadly blizzards; a devastating earthquake
that killed tens of thousands; food price inflation that
threatened social stability; a deadly consumer scandal
from tainted milk formula; and a domestic economy
that faced headwinds arising from the downturn of the
U.S. economy.
Except for the Olympic Games, most external observers
would struggle to find much about the year that was
positive. However, a closer reading of events would suggest that China made a fair measure of progress. Not in
recent memory has China’s media had such freedom to
report on scandals and civil unrest; nor has the nation
engaged in such open dialogue over its hardships. The
country’s leadership does not allow for free debate in
the country; yet high-ranking officials were repeatedly
and publicly brought to task for corruption or failure to
address the nation’s woes. This suggests that a new sort
of social structure has begun to emerge in China—one
characterized by a higher degree of openness.
Still, China will face further tests in the year ahead.
The domestic banking system has largely avoided the
collapse of global financial markets. This is no small
feat, given that less than a decade ago most of the
country’s banking sector was technically insolvent.
However, growth in the country is slowing, and banks
will likely face pressure from the central government to
stimulate credit markets. How the banks respond will
test their independence, as well as the health of the
industry as a whole.
Meanwhile, the government will face challenges of its
own, as slower growth will strain the social compact
that has underwritten the ruling party’s status. The
country’s social safety net likely needs expansion. In
2008, China’s leadership demonstrated that it was
responsive and adaptive—and if it can do so again in
2009, it may fend off the threat of stagnation.
What Worked, and What Did Not
2008 was a difficult year for China, and so too for the
Matthews Asia Funds. We were pleased to note that
nearly all of the Funds fared better in their performance than their peers and benchmarks. Nevertheless,
it is the absolute performance of the Funds that was the
obvious casualty during the year. The steep decline in
shareholders’ assets was reminiscent of previous crises,
and we found it every bit as painful. As a firm, we
managed to avoid some of the worst-hit areas during the downturn by de-emphasizing investment in
commodity-driven and cyclical industries. We also
attempted to shun steep valuations on high-growth

stocks, particularly because we were skeptical as to
whether the popular notion of “decoupling” would
persist. When it did not, some stocks saw their
premium valuations falter.
Yet even as such actions avoided the worst of the
financial fallout, the Funds still suffered steep losses in
absolute terms. In hindsight, we underestimated the
severity of the dislocation in markets. As a firm, we
tended to “trust in the fundamentals,” believing that
strong underlying balance sheets and steady growth
prospects would allow individual companies to avoid
the worst of the downturn. Instead, 2008 was characterized by bouts of distressed selling that we have not seen
since the Asian financial crisis of just over a decade ago.
As a consequence, the quality of a company’s fundamentals mattered little as large swathes of assets were
sold off quickly and indiscriminately. We are confident
that as markets stabilize, long-term fundamentals will
assert themselves again, but for the time being the
market appears unwilling to extend its forecast horizon
beyond the next two quarters.
In an environment such as this, the only practical
step to avoid losses would have been to make greater
use of cash and cash-like instruments within the
Funds. However, such a move would run counter to
Matthews’ philosophy. In all our portfolios, we strive
to maintain near-full investment, rather than attempt
to time markets. Our goal is to maximize long-term
performance. We believe that the best way to pursue
that goal efficiently is by adhering to an investment
discipline that emphasizes fundamentals and avoids
excessive, costly turnover. Of course, after declines of
such magnitude, we are all looking in the mirror to
see how we can modify and improve our investment
approach without abandoning this core discipline.
A New Notion of Decoupling
Though the concept of “decoupling” was popularly
bandied about a year ago, we did not subscribe to the
theory. Much of the growth in East and Central Asia
over the past two decades has come about precisely
because of greater economic coupling and “globalization,” and not the opposite. True “decoupling” is not a
desirable state—witness Pakistan and Thailand, where
severe political disorder has strained these countries’
linkages to the rest of the world, to their detriment.
However, as 2009 dawns there is a new notion of
decoupling that is beginning to emerge in Asia. Even
though economic growth may be slowing, Asia enjoys
a relatively strong “balance sheet,” which should allow
it to have less reliance on the rest of the world. Asia’s
economies enjoy high rates of saving, both among
households and governments. Higher savings means
a stronger financial position, which in turn will give
Asia’s economies more room to maneuver. Specifically,
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households have the flexibility to dip into savings to consume—or, as is
more likely the case, Asian governments will engage in expansionary deficit
spending.

“Asia’s economies enjoy
high rates of saving, both
among households and
governments. Higher
savings means a stronger
financial position, which
in turn will give Asia’s
economies more room
to maneuver.”

Late in 2008, China announced a massive fiscal package, committing to
spend nearly half a trillion dollars on physical infrastructure over two years.
Meanwhile, Asia’s tight credit conditions gave Asian central banks more
room for monetary stimulus, especially by further dropping rates. In the past,
Asian central bankers looked to the U.S. Federal Reserve for cues on rates;
but amid the current environment, Asia’s monetary conditions may take a
different course. This may not constitute decoupling, but it does mean that
Asia can contemplate fiscal and monetary measures separately from the rest
of the world.
Where do the challenges lie in the year ahead? There are many, and obviously most are tied to the contraction in global credit markets and the decline
in consumer demand. However, there are two challenges that are particularly
acute within Asia. First, credit markets within the region have been disrupted
for an extended period because of ongoing financial instability. Even relatively secure, short-term financing options (e.g., letters of credit) have been
less available to Asian companies. As a consequence, normal commercial and
trade flows in the region have been hampered, even where end demand has
been relatively resilient. Until order is restored in short-term financial markets, Asia’s growth will remain vulnerable.
The second and more subtle challenge for the region is the propensity for
“backsliding”: that is the risk that Asian policy makers, having witnessed the
frailties of capitalism, will shun further market reforms. Asia has grown over
the past two decades because it has deregulated and liberalized, and opened
its markets. If Asia turns its back on this progress in a concerted fashion, it
will stultify the growth that we associate with the region. However, to believe
that is to go against the trends of past decades.
As always, we remain confident that Asia will continue to give rise to new
opportunities for further growth. We thank you for your investment in the
Matthews Asia Funds, and we are honored to serve as your Asia investment
specialists.

Andrew T. Foster
Acting Chief Investment Officer
Matthews International Capital Management, LLC

Robert J. Horrocks, PhD
Director of Research
Matthews International Capital Management, LLC
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Message to Shareholders
from Mark W. Headley

Matthews Asia
Shareholder
Conference Call

Dear Fellow Shareholders,

2009 marks the 15th anniversary
of the Matthews Asia Funds. This
milestone falls amidst a period
of unprecedented global market
volatility. With that in mind, we
wanted to thank you for your
continued support of our long-term
investment philosophy and invite
you to join us for a conference call
for shareholders of the Matthews
Asia Funds. During the call, you
will hear from members of the
investment team who will provide
their thoughts on the current market
environment. But perhaps most
importantly, there will be ample
opportunity for you to pose questions
to Matthews’ Portfolio Managers.

As many of you know, at the end of 2007, I was diagnosed with an aggressive Large B-Cell Lymphoma. I spent most of the winter in the hospital going
through intensive rounds of chemotherapy, followed by radiation in the
spring. Although recovery from the treatment has been long and sometimes
painful, at this time I am very thankfully cancer free.
The support that my family and I received was nothing short of amazing.
I need to take a moment to thank all the friends, even friends I have not
met, who sent their wishes and prayers. Many of the letters written were very
personal and meaningful, and I deeply appreciate them.
I also need to acknowledge the tremendous efforts of the team at Matthews
that filled the gap in a time of great challenge. For many years, Paul Matthews
and I have striven to build a team that did not overly rely on any one
individual, and 2008 was the year that effort was put to the test. I am proud of
how the individuals at Matthews, acting as a team, not only held the company
together but drove it to new levels of effectiveness in both managing assets
in Asia and serving our shareholders in the Matthews Asia Funds. It was a job
well done and an exceptional demonstration of leadership in some of modern
history’s most dangerous financial conditions.
Global conditions remain uniquely uncertain and the damage to Asian economies and markets is significant, but I am profoundly optimistic about the
future of Asia. In a world of debtors, the tired old line about Asian savers takes
on new meaning. 2009 will most likely be another wild year, but when fear
reigns, long-term investors act. Great change is in the wind, yet the potential
of Asia is undiminished.

Event Details:
Wednesday, April 8
4 p.m. Eastern Time 		
1 p.m. Pacific Time

To Participate:
matthewsasia.com/call

With Much Gratitude,

Mark W. Headley
Chief Executive Officer and Portfolio Manager
Matthews International Capital Management, LLC

The conference call will be broadcast
over the Internet. For information on
how to participate in the call or submit
your questions in advance, please visit
matthewsasia.com/call.
If you have questions regarding
the call, or if you require additional
information, please call us at
800.789.ASIA (2742).
We hope that you will be able to
attend; however, if you are unable
join us, a transcript and audio
replay of the call will be available
on our website.
The conference call will be conducted
by Matthews Asia Funds. The Funds’
distributor is not involved with the
event.
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ASIA Growth and
Income Strategies

Matthews Asian Growth and Income Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews Asian Growth and
Income Fund fell –32.07%, while its benchmark, the MSCI All Country Asia
ex Japan Index, declined –52.23%. During the fourth quarter of 2008, the
Fund declined –14.41%, versus a –21.48% drop in its benchmark.

PORTFOLIO MANAGERS
Andrew T. Foster
Lead Manager
G. Paul Matthews
Co-Manager
fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MACSX
9/12/94
$1.1 billion
$11.50
72

Fiscal Year 2008 Ratios
Portfolio Turnover
25.16%1
Gross Expense Ratio
1.16%2
Benchmarks
MSCI AC Asia ex Japan Index
MSCI AC Far East ex Japan Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
The Fund also seeks to provide some
current income.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80% of
its total net assets, which include
borrowings for investment purposes,
in dividend-paying equity securities
and the convertible securities, of any
duration or quality, of companies
located in Asia.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 

2008 was a difficult year for the Fund. Unfortunately, the fourth quarter
was no exception, particularly as the Asian convertible bond market came
under stress. It has always been the Fund’s aim to participate in a portion of
the long-term growth of the Asian region; along the way, the Fund has also
attempted to mitigate some of the volatility that has been inherent to the
region’s financial markets. In order to do this, the portfolio has made use of
different types of securities, such as equities, preferred equities, fixed income
and convertible bonds. The common denominator has been the search for
relatively high and secure income yields. In the past, convertible bonds have
been of particular interest to the Fund, given that such instruments typically
provide a degree of equity participation in conjunction with some bond-like
security.
Despite such features, convertible bonds have played a relatively small role in
the Fund over the past five years. The portfolio has typically carried less than
a 25% weight in such bonds, largely because the Asian markets saw relatively
scant issuance during that period, mostly from lower-quality issuers. Issuance
picked up again in 2006 and 2007; however, strong demand for bonds—
particularly from hedge fund investors—meant that few convertibles were
available to the Fund at attractive valuations.
However, 2008 brought marked change to Asia’s bond markets. As conditions
in financial markets worsened throughout the world, convertible markets
in the region slumped in the summer, and collapsed in the autumn. Over
a handful of months spanning the third and fourth quarters, the markets
were under heavy duress, apparently subject to some distressed selling;
reportedly, a number of arbitrage portfolios were liquidated during the period.
Unfortunately for the Fund, this meant that convertibles were not the safe
haven that they had been in the past. However, we believe this represented
an attractive opportunity for the Fund to rebuild its position in such bonds,
particularly as yields quickly rose to levels not seen for roughly one decade.
Convertibles now make up 33.8% of the portfolio, offering shareholders
exposure to a number of geographies and industries.
Another notable shift in the Fund’s construction has been to place greater
weight on technology shares within the portfolio. Historically, the portfolio
had little exposure to the semiconductor industry, given its sharp cyclicality
and its heavy capital requirements (meaning there was rarely much cash left
over for shareholder dividends). However, the technology industry in Asia
has matured to a degree, leading to a smoother business cycle and less capital
expenditure. Meanwhile, the industry’s expansion has slowed from its headiest
levels, but over the long term, growth should remain respectable. Ultimately,
this has allowed companies to enjoy steadier cash flow margins, which in turn
have translated to a higher propensity to pay dividends.
The Fund has also found a degree of success with two newer holdings in the
software sector: Taiwan-listed Cyberlink and Japan-listed Trend Micro. Though
both companies have revenue streams closely linked to the personal computer
industry—and thus are subject to its swings—the two companies nonetheless
enjoy substantial free cash flow, good top-line growth and secure balance
(continued)
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performance as of December 31, 2008
Average Annual Total Returns

Matthews Asian Growth and Income Fund
MSCI AC Asia ex Japan Index3
MSCI AC Far East ex Japan Index3
Lipper Pacific ex Japan Funds Category Average5

3 Months

1 Year

3 Years

5 Years

10 Years

Inception
9/12/94

-14.41%
-21.48%
-20.42%
-20.73%

-32.07%
-52.23%
-50.39%
-50.11%

0.62%
-3.53%
-3.52%
-3.02%

7.45%
5.42%
5.17%
5.36%

14.34%
6.05%
5.44%
7.59%

9.32%
0.00%4
-0.26%4
1.86%4

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.
Income distribution history
2008
2007
2006
1994–2005

June

December

Total

24.82¢
21.51¢
21.89¢
$1.88

16.66¢
68.91¢
39.85¢
$2.07

41.48¢
90.42¢
61.74¢
$3.95

Note: This table does not include capital gains distributions.

30-day Yield: 7.00%

Dividend Yield: 6.55%

The 30-Day Yield represents net investment income earned by the Fund over the
30-day period ended 12/31/08, expressed as an annual percentage rate based on
the Fund’s share price at the end of the 30-day period. The 30-Day Yield should be
regarded as an estimate of the Fund’s rate of investment income, and it may not
equal the Fund’s actual income distribution rate.

The dividend yield (trailing) for the portfolio is the weighted average sum of the
dividend paid per share during the last 12 months divided by the current price.
The annualized dividend yield for the Fund is for the equity-only portion of the
portfolio. Please note that this is based on gross portfolio holdings and does not
reflect the actual yield an investor in the Fund would receive. Past yields are no
guarantee of future yields.
Source: FactSet Research Systems

Source: PNC Global Investment Servicing (U.S.) Inc.

Growth of a $10,000 Investment Since Inception
$60,000

$35,770

Matthews Asian Growth and Income Fund

$50,000

$10,004

MSCI AC Asia ex Japan Index3,4

$40,000

$9,639

MSCI AC Far East ex Japan Index3,4

$13,378

Lipper Pacific ex Japan Funds Category Average4,5

$30,000

$20,000

$10,000

$0
9/94
12/97
12/00
12/03
12/05
12/08
Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definitions.
4 Calculated from 8/31/94.
5 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 6
Hongkong Land CB 2005, Ltd., Cnv., 2.750%, 12/21/12
Cherating Capital, Ltd., Cnv., 2.000%, 07/05/12
Taiwan Semiconductor Manufacturing Co., Ltd.
Rafflesia Capital, Ltd., Cnv., 1.250%, 10/04/11
China Petroleum & Chemical Corp. (Sinopec), Cnv., 0.000%, 04/24/14
SK Telecom Co., Ltd., Cnv., 0.000%, 05/27/09
Yue Yuen Industrial Holdings, Ltd., Cnv., 0.000%, 11/17/11
Reliance Communications, Ltd., Cnv., 0.000%, 05/10/11
Nippon Building Fund, Inc., REIT
Advanced Info Service Public Co., Ltd.

Security Type

Country

Convertible
Convertible
Equity
Convertible
Convertible
Convertible
Convertible
Convertible
Equity
Equity

China/Hong Kong
Malaysia
Taiwan
Malaysia
China/Hong Kong
South Korea
China/Hong Kong
India
Japan
Thailand

% OF ASSETS IN TOP TEN

Bond
Bond
Bond
Bond
Bond
Bond
Bond

% of Net Assets

3.9%
3.3%
3.2%
3.2%
2.8%
2.7%
2.5%
2.5%
2.3%
2.1%
28.5%

6 Holdings may combine more than one security from same issuer and related depositary receipts.
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country allocation (%) 7
China/Hong Kong
Singapore
Malaysia
Taiwan
India
South Korea
Japan
Thailand
United Kingdom
Indonesia
Australia
Philippines
Cash and Other Assets,
Less Liabilities

37.7
10.0
8.7
8.5
8.4
8.1
5.9
4.1
1.9
1.7
1.5
1.3
2.2

sector allocation (%)
Financials
Telecom Services
Consumer Discretionary

24.9
18.2
17.0

Information Technology
Industrials
Consumer Staples
Utilities
Energy
Health Care
Cash and Other Assets,
Less Liabilities

11.7
9.5
5.8
5.5
2.8
2.4
2.2

market cap exposure (%) 8
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)

28.2
32.9
36.7

Cash and Other Assets,
Less Liabilities

2.2

breakdown by security type (%)
Common Equities
Convertible Bonds9
Preferred Equities
Rights
Cash and Other Assets,
Less Liabilities

61.7
33.8
2.2
0.1
2.2

7 A
 ustralia, The United Kingdom and Japan are not
included in the MSCI All Country Asia ex Japan
Index.
8 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.
9 C
 onvertible bonds are not included in the MSCI All
Country Asia ex Japan Index.
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Matthews Asian Growth and Income Fund
Portfolio Manager Commentary

(continued)

sheets. This has translated to the ability to pay attractive, growing dividend
streams, very much in keeping with the Fund’s strategy, even as the software
industry is a relatively new addition to the Fund.
Unfortunately, the Fund had no shortage of disappointments during the year
as a number of securities with seemingly defensive characteristics slumped
nevertheless. However, the biggest single tactical error for the Fund arose from
its exposure to the media sector. We have historically favored the industry
because we believe its long-term growth prospects have been underappreciated, especially given the low penetration of media in Asian households. This,
in turn, has allowed us to purchase media shares at relatively low valuations.
Meanwhile, such companies have generated stable cash flows and steadily
growing dividends, with yields that were attractive relative to other alternatives. However, as markets around the world worsened, media shares in Asia
suffered a substantial sell-off on the perception that discretionary expenditures, especially in advertising, would be quickly cut. We remain constructive
on the fundamentals of the sector: so far the industry’s growth has remained
fairly stable, somewhat contrasting the dramatic decline in share prices.
As we look forward, we have reason to be a bit more positive about valuations
for securities held in the portfolio. This optimism arises from the behavior of
issuers in the region: a number of them have made tenders to repurchase their
securities, often at what is now a steeply discounted price versus par value.
During the latter half of the year, four of the Fund’s positions were subject to
general tender offers from the original issuer. These issuers sought to acquire a
large portion of their outstanding securities with the intent to either privatize
or retire those issues from the market. Typically, issuers do this when they feel
their securities are undervalued. We would note that we have not seen such
conditions in quite some time.
We appreciate your support of the Fund amid a difficult year and look forward
to serving your interests in the year to come.

Matthews Asian Growth and Income Fund

		

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: 61.7%
Shares

Value

CHINA/HONG KONG: 24.2%
PCCW, Ltd.
CLP Holdings, Ltd.
Television Broadcasts, Ltd.
Hang Lung Properties, Ltd.
VTech Holdings, Ltd.
Vitasoy International Holdings, Ltd.
Café de Coral Holdings, Ltd.
Hang Seng Bank, Ltd.
Hang Lung Group, Ltd.
Bank of Communications Co., Ltd.
H Shares
Shandong Weigao Group
Medical Polymer Co., Ltd. H Shares
Giordano International, Ltd.
HongKong Electric Holdings, Ltd.
ASM Pacific Technology, Ltd.
Next Media, Ltd.
I-CABLE Communications, Ltd.†
Hong Kong & China Gas Co., Ltd.
China-Hong Kong Photo Products
Holdings, Ltd.
Total China/Hong Kong

46,799,000
3,292,700
6,642,000
8,903,920
4,596,300
41,197,000
7,943,100
1,164,700
4,976,000

$22,468,526
22,386,170
21,774,257
19,549,162
19,471,863
18,378,517
16,115,306
15,377,079
15,200,922

20,083,000

14,596,909

9,076,000
52,249,000
2,243,000
3,163,500
88,398,000
129,832,000
5,321,490

13,814,530
13,182,514
12,628,070
10,426,611
10,320,217
9,716,209
8,069,862

14,998,003

707,448
264,184,172

20,987,000
7,920,000
6,908,100
14,326,093
4,735,500
17,661,110
5,421,000
11,567,000
721,000

20,190,171
16,787,492
14,283,117
12,415,599
10,268,086
9,356,521
7,773,562
6,400,086
4,246,964

6,423,000

900,397
102,621,995

Total Singapore

TAIWAN: 8.5%
Taiwan Semiconductor Manufacturing
Co., Ltd.
Cathay Financial Holding Co., Ltd.
President Chain Store Corp.
Cyberlink Corp.
Chunghwa Telecom Co., Ltd. ADR
Taiwan Semiconductor Manufacturing
Co., Ltd. ADR

23,359,469
16,893,240
5,968,000
3,873,889
677,510

31,873,529
19,032,956
14,333,400
13,813,370
10,569,156

391,708

3,094,493

Total Taiwan

Total Japan

Advanced Info Service Public Co., Ltd.
BEC World Public Co., Ltd.
Thai Reinsurance Public Co., Ltd.

9,791,300
31,595,500

22,754,581
18,155,067

25,672,800

3,665,092
44,574,740

742,540
747,039
280,300

$13,499,377
11,900,034
5,331,471

26,443

4,395,276
35,126,158

573,300

20,246,720
20,246,720

733,200

18,381,324
18,381,324

4,744,880

16,492,482
16,492,482

900,840

14,688,196
14,688,196

Total Thailand

SOUTH KOREA: 3.2%
SK Telecom Co., Ltd. ADR
Hana Financial Group, Inc.
Daehan City Gas Co., Ltd.
SK Telecom Co., Ltd.
Total South Korea

UNITED KINGDOM: 1.9%
HSBC Holdings PLC ADR
Total United Kingdom

INDONESIA: 1.7%
PT Telekomunikasi Indonesia ADR
Total Indonesia

AUSTRALIA: 1.5%
AXA Asia Pacific Holdings, Ltd.

PHILIPPINES: 1.3%
Globe Telecom, Inc.
Total Philippines

672,839,108

TOTAL COMMON EQUITIES
(Cost $809,603,031)

Preferred EQUITIES: 2.2%
SOUTH KOREA: 2.2%
Samsung Fire & Marine Insurance Co.,
Ltd., Pfd.
LG Household & Health Care, Ltd., Pfd.
Hyundai Motor Co., Ltd., Pfd.
Hyundai Motor Co., Ltd., 2nd Pfd.

130,056
191,850
566,280

7,812,154
6,408,240
5,865,696

305,760

3,376,349
23,462,439

Total South Korea

23,462,439

TOTAL preferred EQUITIES
(Cost $20,157,373)

92,716,904

JAPAN: 5.9%
Nippon Building Fund, Inc., REIT
Trend Micro, Inc.b
Japan Real Estate Investment Corp., REIT

Value

Total Australia

SINGAPORE: 9.4%
Ascendas REIT
Cerebos Pacific, Ltd.
Fraser and Neave, Ltd.
Parkway Holdings, Ltd.
Singapore Press Holdings, Ltd.
Parkway Life REIT
Hong Leong Finance, Ltd.
Singapore Post, Ltd.
DBS Group Holdings, Ltd.
Yellow Pages Singapore, Ltd.

Shares

THAILAND: 4.1%

2,260
603,000

24,841,389
21,179,142

1,991

17,785,886
63,806,417

RIGHTS: 0.1%
SINGAPORE: 0.1%
DBS Group Holdings, Ltd.,
expires 01/20/09

360,500

767,306

Total Singapore

767,306

TOTAL RIGHTS

767,306

(Cost $0)
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Matthews Asian Growth and Income Fund

December 31, 2008

Schedule of Investmentsa (continued)
INTERNATIONAL DOLLAR BONDS: 33.8%
total international
Dollar bonds

CHINA/HONG KONG: 13.5%
Hongkong Land CB 2005, Ltd., Cnv.
2.750%, 12/21/12
China Petroleum & Chemical Corp.,
(Sinopec), Cnv. 0.000%, 04/24/14

Value

Value

Face Value

$46,500,000
247,470,000

$41,966,250
c

30,998,410

$368,908,419

(Cost $444,191,313)

TOTAL INVESTMENTS: 97.8%

Yue Yuen Industrial Holdings, Ltd., Cnv.
0.000%, 11/17/11

210,800,000

c

27,267,296

FU JI Food and Catering Services
Holdings, Ltd., Cnv.
0.000%, 10/18/10

191,500,000

c

17,471,603

Cash and other assets,
less liabilities: 2.2%

1,065,977,272

(Cost $1,273,951,717 )
e

23,736,806

Brilliance China Financial, Ltd., Cnv.
0.000%, 06/07/11

13,600,000

14,076,000

NET ASSETS: 100.0%

PB Issuer, Ltd., Cnv.
3.300%, 02/01/13

17,750,000

13,667,500

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

2,151,932

b

Non–income producing security.

c

Face amount reflects principal in local currency.

d

Variable rate security. The rate reflects the rate in effect at December 31,2008.

e

Cost for Federal income tax purposes is $1,284,350,623 and net unrealized
depreciation consists of:		

Hengan International Group Co., Ltd.,
Cnv. 0.000%, 05/16/11

12,780,000

c

147,598,991

Total China/Hong Kong

MALAYSIA: 8.7%
Cherating Capital, Ltd., Cnv.
2.000%d, 07/05/12

39,400,000

$1,089,714,078

Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . .  $ 65,762,512

35,806,720

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

(284,135,863)

Rafflesia Capital, Ltd., Cnv.
1.250%d, 10/04/11

37,200,000

34,968,000

YTL Power Finance Cayman, Ltd., Cnv.
0.000%, 05/09/10

11,000,000

12,116,500

Paka Capital, Ltd., Cnv.
0.000%, 03/12/13

13,900,000

11,971,375

Pfd. Preferred

94,862,595

REIT Real Estate Investment Trust			

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . ($218,373,351)

Reliance Communications, Ltd., Cnv.
0.000%, 05/10/11

32,915,000

26,908,013

Tata Motors, Ltd., Cnv.
1.000%, 04/27/11

27,349,000

17,811,035

Sintex Industries, Ltd., Cnv.
0.000%, 03/13/13

25,400,000

14,605,000

Financial Technologies India, Ltd., Cnv.
0.000%, 12/21/11

18,814,000

14,392,710

Rolta India, Ltd., Cnv.
0.000%, 06/29/12

22,116,000

12,716,700

5,915,000

Total India

5,116,475
91,549,933

south korea: 2.7%
27,430,000

Total South Korea

29,212,950
29,212,950

SINGAPORE: 0.5%
Olam International, Ltd., Cnv.
1.000%, 07/03/2013
Total Singapore
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ADR American Depositary Receipt

See accompanying notes to financial statements.		

INDIA: 8.4%

SK Telecom Co., Ltd. Cnv.
0.000%, 05/27/2009

Affiliated Issuer, as defined under the Investment Company Act of 1940 (ownership
of 5% or more of the outstanding voting securities of this issuer)

Cnv. Convertible

Total Malaysia

Educomp Solutions, Ltd., Cnv.
0.000%, 07/26/12

†

8,500,000

5,683,950
5,683,950

ASIA Growth and
Income Strategies

Matthews Asia Pacific Equity Income Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews Asia Pacific Equity
Income Fund fell –25.97%, ahead of its benchmark, the MSCI All Country Asia
Pacific Index, which declined –41.62%. During the fourth quarter, the Fund
declined –11.46%, while the benchmark declined –16.01%. The Fund began
2008 with a share price of $12.00, and shareholders who were invested in the
Fund throughout the year would have received income distributions totaling
approximately 30 cents, or 2.5% of that initial amount.

PORTFOLIO MANAGERS
Jesper O. Madsen, CFA
Lead Manager
Andrew T. Foster
Co-Manager
fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MAPIX
10/31/06
$142.0 million
$8.61
58

Fiscal Year 2008 Ratios
Portfolio Turnover
25.07%1
Gross Expense Ratio
1.35%
After Contractual
Fee Waiver
1.32%2
Benchmark
MSCI AC Asia Pacific Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Total return with an emphasis on
providing current income.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80% of
its total net assets, which include
borrowings for investment purposes,
in income-paying publicly traded
common stock, preferred stocks,
convertible preferred stock and other
equity-related instruments of companies located in the Asia Pacific region.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 The Advisor has contractually agreed to waive
certain fees and reimburse certain expenses for
Matthews Asia Pacific Equity Fund. Please see page
77 for additional information. Matthews Asia Funds
does not charge 12b-1 fees. 

While the sell-off throughout the year may have appeared indiscriminate at
times, the relative outperformance of the Fund’s holdings compared with the
benchmark suggested an increased and welcome focus on the quality and
sustainability of company earnings. Dividend payments often act as one of the
better indicators of earnings quality and corporate health, especially if a company has a history of maintaining or growing dividends even through difficult
economic periods. In effect, information imbedded in the dividend history of
a company may have greater relevance when assessing the ongoing health of
a company than both quarterly earnings and share prices. Juxtaposed against
the daily noise generated by the media and stock prices, the dividend becomes
a useful tool to steer the focus away from the chatter. Instead, one can refocus
on what matters—the long-term sustainability and growth of companies in
Asia Pacific.
Dividend payments have also historically exhibited less volatility than earnings. During the Asian crisis, earnings per share (EPS) fell by 73% for companies in the MSCI Asia Pacific ex Japan Index, while dividends per share (DPS)
fell by 20% in comparison, according to Morgan Stanley. During the 2001–02
economic contraction in the region, EPS dropped by 37% while DPS fell just
1%. Though history may not necessarily be a guide for the future, it is worth
noting that the ability of Asian companies to fund dividend payments, even if
earnings should decline, has improved greatly compared to previous recessionary periods. With net debt-to-equity at a little less than 30% for companies in
Asia excluding Japan, according to Citigroup, leverage in the region remains
close to its lowest level of the past 25 years. Debt holders have a higher claim
to the cash of a company than shareholders, and lower levels of debt therefore
leave a greater portion of current earnings for dividend payments, even if earnings should contract. Less debt puts fewer constraints on dividend growth, and
it is one of the rationales behind our ongoing belief that Asia will continue to
be an attractive place to invest for both current income and growing dividends over the long term. Among the Fund’s holdings at year end, dividends
increased for 38 companies relative to 2007, while four companies cut their
dividends in 2008.
The Fund’s focus on companies that marry the ability to pay sustainable
and growing dividends with the willingness to do so underpins our stock
selection process. However, we remain flexible in the implementation of
this process depending on market conditions. For example, we consider how
much the Fund has to pay today for the potential for future growth in the
dividend. During the first three quarters of 2008, the Fund focused mainly
on companies that offered higher dividend yields and greater assurance of a
dividend payment, sometimes at the expense of growth in the DPS. This was
mainly due to general market valuations that remained too demanding for
income-oriented investors, especially for companies with the potential to offer
solid growth in earnings and dividends. However, as markets sold off sharply
in the fourth quarter, the Fund was able to initiate positions in some of these
(continued)
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performance as of December 31, 2008
Average Annual Total Returns

Matthews Asia Pacific Equity Income Fund
MSCI AC Asia Pacific Index3
Lipper Pacific Region Funds Category Average4

3 Months

1 Year

Inception 10/31/06

-11.46%
-16.01%
-18.17%

-25.97%
-41.62%
-42.92%

-2.67%
-14.46%
-14.39%

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.
Income distribution history
2008
2007
2006 (Fund inception: 10/31/06)

Q1

Q2

Q3

Q4

Total

5.86¢
—

7.53¢
10.30¢

11.43¢
—

5.55¢
17.12¢
1.97¢

30.37¢
27.42¢
1.97¢

Note: This table does not include capital gains distributions. In March 2008, the Fund began to distribute investment income dividends on a quarterly rather than semi-annual
basis. For additional details regarding Fund distributions, visit matthewsasia.com.

30-day Yield: 3.35%

Dividend Yield: 6.08%

The 30-Day Yield represents net investment income earned by the Fund over the
30-day period ended 12/31/08, expressed as an annual percentage rate based on
the Fund’s share price at the end of the 30-day period. The 30-Day Yield should be
regarded as an estimate of the Fund’s rate of investment income, and it may not
equal the Fund’s actual income distribution rate.

The dividend yield (trailing) for the portfolio is the weighted average sum of the
dividend paid per share during the last 12 months divided by the current price.
The annualized dividend yield for the Fund is for the equity-only portion of the
portfolio. Please note that this is based on gross portfolio holdings and does not
reflect the actual yield an investor in the Fund would receive. Past yields are no
guarantee of future yields.
Source: FactSet Research Systems.

Source: PNC Global Investment Servicing (U.S.) Inc.

Growth of a $10,000 Investment Since Inception
$14,000

$12,000

$9,430

Matthews Asia Pacific Equity Income Fund

$7,126

MSCI AC Asia Pacific Index3

$7,180

Lipper Pacific Region Funds Category Average4

$10,000

$8,000

$6,000
12/07
10/06
12/08
Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definitions.
4 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 5
Country

Taiwan Semiconductor Manufacturing Co., Ltd.
SK Telecom Co., Ltd.
PT Telekomunikasi Indonesia
Globe Telecom, Inc.
Lawson, Inc.
Chunghwa Telecom Co., Ltd.
HSBC Holdings PLC
AXA Asia Pacific Holdings, Ltd.
CLP Holdings, Ltd.
Fanuc, Ltd.
% OF ASSETS IN TOP TEN
5 H
 oldings may combine more than one security from same issuer and related depositary receipts.
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Taiwan
South Korea
Indonesia
Philippines
Japan
Taiwan
United Kingdom
Australia
China/Hong Kong
Japan

% of Net Assets

4.8%
4.0%
3.6%
3.4%
3.1%
2.8%
2.6%
2.5%
2.4%
2.4%
31.6%

Matthews Asia Pacific Equity Income Fund
Portfolio Manager Commentary

(continued)

previously richly valued companies, particularly in China. As we approached
year end, the Fund’s focus tilted increasingly toward growth in DPS, even when
this often meant investing in companies with lower dividend yields. Valuations
had become more attractive relative to the dividend growth we believed could
be offered. This reflects the Fund’s attention not just to current dividend yield,
but to total return, which is often generated by the share price appreciation of
companies that can deliver sustained dividend growth.
Japanese convenience store operator Lawson Inc., which we wrote about in our
Semi-Annual Report, has been at the forefront of capital management in Japan.
During 2008, it was the primary contributor to Fund performance. In the
fourth quarter, the Fund’s Chinese additions all delivered positive performance.
China Resources Enterprises, one such addition, represents a broad proxy for
growth in Chinese consumption. The firm generates about half of its revenues
from its retail business that operates about 2,500 stores of various formats,
from hypermarkets to convenience stores. The company also partners with and
operates stores for international fashion brands seeking access to the Chinese
market. About a third of its revenues are generated by its beverage business,
through a joint venture with SABMiller Plc. The company sells about one-fifth
of the beer consumed in China, mainly under the “Snow” brand. This makes
it the number one selling beer in China and measured by volume sold, the
largest stand-alone beer brand globally, according to some industry statistics.
During the year, the Fund’s holdings in the consumer discretionary and
financial sectors were the main detractors from performance. While the woes of
financial institutions in Asia were less severe than their counterparts in Europe
and the U.S., the sector sold off in sympathy. As we enter 2009, financial
institutions worldwide have reported US$1 trillion in write-offs related to the
financial crisis, US$30.5 billion of which were from institutions residing in
Asia (US$63.5 billion including HSBC). Financial institutions across the region
felt the dual impacts of write-offs on impaired investments and the global
credit contraction, particularly of dollar-based liquidity. However, we believe
the sector remains attractive for the longer term. A thriving financial sector,
acting as an intermediary for capital allocation, will be a necessary cornerstone
in the region’s ongoing economic development. This may come from basic
banking services in China or wealth management services in Japan. The Fund,
therefore, continues to be invested in the region’s banks, brokerages, insurance
companies and Real Estate Investment Trusts (REITs).

country allocation (%) 6
Japan
China/Hong Kong
Taiwan
Singapore

23.2
21.2
12.9
8.1

Australia
Thailand
Malaysia

6.4
5.8
4.7

South Korea
Indonesia
Philippines
United Kingdom
India
Cash and Other Assets,
Less Liabilities

4.4
3.6
3.4
2.6
0.7
3.0

sector allocation (%)
Financials
Consumer Discretionary
Information Technology
Telecom Services
Consumer Staples
Industrials
Utilities
Health Care
Energy
Cash and Other Assets,
Less Liabilities

20.2
15.6
15.6
15.4
13.1
6.3
5.5
5.1
0.2
3.0

market cap exposure (%) 7
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)

34.1
30.5
32.4

Cash and Other Assets,
Less Liabilities

3.0

Source: FactSet Research Systems
6 T
 he United Kingdom is not included in the MSCI
All Country Asia Pacific Index.
7 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.

With equity markets facing severe losses in 2008, many market participants
held a renewed focus and appreciation for the stability offered by dividends.
However, investors still tend to overlook Asia when thinking of dividend
investing. This is an unfortunate oversight since Asia offers a substantial and
growing pool of dividends. Dividends in the MSCI All Country Asia Pacific
Index have grown 18% on average annually since 2002, compared with 7% for
the S&P 500 Index, if the constituents of both indices were equally weighted.
In spite of the higher historical dividend growth, Asia has offered a positive
dividend yield spread, with estimated 2008 dividend yields for the MSCI
U.S. and MSCI All Country Asia Pacific Indices standing at 3.2% and 3.6%,
respectively.
It remains to be seen how long the worldwide economic slowdown will
continue. Nonetheless, we believe that every crisis brings with it opportunity
for those willing to look for it. And as such, we continue to strongly believe in
Asia’s dividend payers.
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Schedule of Investmentsa
COMMON EQUITIES: 93.1%
Shares

Value

JAPAN: 21.3%
Lawson, Inc.
Fanuc, Ltd.
Shiseido Co., Ltd.
Monex Group, Inc.
Nintendo Co., Ltd.
Eisai Co., Ltd.
MID Reit, Inc.
The Sumitomo Trust & Banking Co., Ltd.
United Urban Investment Corp., REIT
Benesse Corp.
Tokyu REIT, Inc.
Takeda Pharmaceutical Co., Ltd.

Shares

Value

Venture Corp., Ltd.
Singapore Press Holdings, Ltd.
CapitaRetail China Trust REIT

895,000
1,156,000
4,479,000

$2,737,380
2,506,579
1,872,292

Parkway Life REIT

2,905,868

SINGAPORE: 6.1%
75,700
46,600
160,000
9,794
8,100
69,800
1,224
383,000
540
45,800
155
7,700

Total Japan

$4,365,720
3,339,905
3,290,381
3,185,120
3,095,429
2,912,726
2,351,835
2,264,007
2,135,230
2,004,261
962,202
401,342

1,539,474
8,655,725

Total Singapore

THAILAND: 5.8%
Advanced Info Service Public Co., Ltd.
Siam Makro Public Co., Ltd.
Thai Tap Water Supply Public Co., Ltd.
Thai Beverage Public Co., Ltd.

1,030,600
1,030,000
16,629,500
13,200,000

2,395,072
2,036,113
2,016,434
1,788,961
8,236,580

3,229,100
826,000
3,948,800

3,273,330
2,117,021
1,274,280
6,664,631

161,300
16,370
37,640

2,932,434
2,720,972
599,590
6,252,996

103,800
3,859,000

2,602,266
2,466,373
5,068,639

292,560

4,770,191
4,770,191

37,900
180,800

1,844,593
1,794,293
3,638,886

340,167
105,000

650,234
278,571
928,805

Total Thailand

30,308,158

MALAYSIA: 4.7%
CHINA/HONG KONG: 21.2%
CLP Holdings, Ltd.
Café de Coral Holdings, Ltd.
VTech Holdings, Ltd.
China Resources Enterprise, Ltd.
Television Broadcasts, Ltd.
Shenzhen International Holdings
Xinao Gas Holdings, Ltd.
ASM Pacific Technology, Ltd.
Sa Sa International Holdings, Ltd.
Minth Group, Ltd.
BOC Hong Kong Holdings, Ltd.
Shandong Weigao Group Medical
Polymer Co., Ltd. H Shares
Next Media, Ltd.

494,500
1,542,000
732,000
1,742,000
862,000
59,682,500
2,334,000
705,100
9,400,000
5,471,000
1,486,000

3,361,971
3,128,476
3,101,060
3,063,407
2,825,867
2,596,591
2,475,902
2,323,946
2,321,219
2,200,410
1,700,859

424,000

645,367

3,284,000

383,398
30,128,473

Total China/Hong Kong

4,731,313
923,343
2,097,000
1,769,849
485,000
70,000

6,455,782
3,292,422
3,050,303
2,850,878
1,164,829
1,092,000

50,339

397,678
18,303,892
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SK Telecom Co., Ltd. ADR
SK Telecom Co., Ltd.
Hana Financial Group, Inc.
Total South Korea

INDONESIA: 3.6%
PT Telekomunikasi Indonesia ADR
PT Telekomunikasi Indonesia
Total Indonesia

Total Philippines

UNITED KINGDOM: 2.6%
HSBC Holdings PLC ADR
HSBC Holdings PLC
Total United Kingdom

INDIA: 0.7%
HCL-Infosystems, Ltd.
Chennai Petroleum Corp., Ltd.
Total India

AUSTRALIA: 6.4%

Total Australia

SOUTH KOREA: 4.4%

Globe Telecom, Inc.

Total Taiwan

AXA Asia Pacific Holdings, Ltd.
Coca-Cola Amatil, Ltd.
Billabong International, Ltd.

Total Malaysia

PHILIPPINES: 3.4%

TAIWAN: 12.9%
Taiwan Semiconductor Manufacturing
Co., Ltd.
Cyberlink Corp.
Taiwan Secom Co., Ltd.
Chunghwa Telecom Co., Ltd.
President Chain Store Corp.
Chunghwa Telecom Co., Ltd. ADR
Taiwan Semiconductor Manufacturing
Co., Ltd. ADR

Top Glove Corp. BHD
Public Bank BHD
Media Prima BHD

1,008,439
504,730

3,505,181
3,243,444

435,951

2,394,092
9,142,717

TOTAL COMMON EQUITIES
(Cost $148,175,599)

132,099,693

Matthews Asia Pacific Equity Income Fund

December 31, 2008

Schedule of Investmentsa (continued)
PREFERRED EQUITIES: 1.9%

INTERNATIONAL DOLLAR BONDS: 2.0%
Shares

Value

JAPAN: 1.9%
Ito En, Ltd., Pfd.
Total Japan

TOTAL preferred EQUITIES
(Cost $2,978,421)

Face Amount

Value

$4,500,000

$2,803,227

SINGAPORE: 2.0%
273,300

$2,729,906
2,729,906

2,729,906

CapitaCommerical Trust, Cnv.
2.000%, 05/06/13
Total Singapore

2,803,227

total international
Dollar bonds

2,803,227

(Cost $2,315,186)

TOTAL INVESTMENTS: 97.0%

137,632,826

(Cost $153,469,206 )
b

Cash and other assets,
less liabilities: 3.0%

4,318,653
$141,951,479

NET ASSETS: 100.0%

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Cost for Federal income tax purposes is $154,865,317 and net unrealized
depreciation consists of:		
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . .

$ 7,119,011

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . .

(24,351,502)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . .

($17,232,491)

ADR American Depositary Receipt
BHD Berhad
Cnv. Convertible
Pfd. Preferred
REIT Real Estate Investment Trust			
See accompanying notes to financial statements.		
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Matthews Asia Pacific Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews Asia Pacific Fund
fell –37.44%, while its benchmark, the MSCI All Country Asia Pacific Index
declined –41.62%. For the fourth quarter, the Fund fell –12.98%, compared to
a –16.01% drop for the benchmark. Throughout the year, our holdings in the
consumer staples sector were the largest contributors to the Fund, with positive absolute returns.

PORTFOLIO MANAGERS
Taizo Ishida
Lead Manager
Sharat Shroff, CFA
Co-Manager
fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MPACX
10/31/03
$168.0 million
$10.03
49

Fiscal Year 2008 Ratios
Portfolio Turnover
37.10%1
Gross Expense Ratio
1.23%2
Benchmark
MSCI AC Asia Pacific Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80% of its
total net assets, which include borrowings for investment purposes, in the
common and preferred stocks of
companies located in the Asia Pacific
region. The Fund may also invest in the
convertible securities, of any duration or
quality, of Asia Pacific companies.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 
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2008 was truly difficult for Asian investors: though the year began calmly, it
ended up as one of the most challenging years we have seen in Asia Pacific
equity markets. Fears over inflation were quickly replaced with concerns over a
deflationary climate as oil and other major commodity prices collapsed. Meanwhile, the U.S. government was busy pumping money into its financial sector
with a fiscal stimulus plan. The size and scope of the rescue has been reminiscent of what Japan underwent in the late 1990s.
As harsh as it was for all investors in 2008, one could argue that a benefit to
come from the turmoil is a gigantic shake-up across industries throughout the
region. If we learned anything from the Asian financial crisis of 1997–98, it is
that better and stronger companies will likely emerge—just as electronics giant
Samsung did after Korea’s GDP contracted 6.9% in 1998.
We are positioning the portfolio to generate value for shareholders by pursuing faster-than-average earnings growth. It is our belief that the current environment will test the acumen of management teams and lay the groundwork
for the sustained outperformance of a few companies. These companies will
have the potential to become a much bigger part of the economic landscape
in years to come. During the course of the year, we consolidated the portfolio into what we believe to be such companies. As a consequence, we had 49
holdings at the end of 2008, compared to 71 positions at the end of 2007. We
terminated positions in such blue chip firms as Toyota, Sony, Honda, China
Mobile, Infosys, Dabur and Lenovo, preferring instead to focus on finding
Asia’s next titans. By design, these companies should offer a higher growth
profile than that of today’s blue chips. Although the Fund’s Japan weighting
increased over the previous year, this increase was the result of the relative
strength of the yen, rather than a strategic decision.
Invariably, we have been drawn to mid-size companies, which we believe are
likely to emerge and grow in stature within their respective industries. For
example, we have invested in leading enterprise resource planning software
provider Kingdee, based in China. We believe the company has substantial
room to grow, as it currently has 500,000 clients among an estimated 42 million firms in the SME (small and medium enterprise) segment it serves. With
annual sales of US$100 million, Kingdee is in the same space as global players
Oracle and SAP. The company has the competitive advantage of a quick system
installation with low operating costs. While Kingdee did not perform as well
as expected in 2008, we believe the company has the potential to become the
next SAP of China, if not the world.
One detractor to Fund performance during the year was the portfolio’s lack of
exposure to utilities. We have traditionally avoided utilities, in part, because
we believe the sector does not offer the growth potential our strategy seeks.
However, as markets worsened during the year, utility stocks performed well as
investors turned to these defensive stocks.
The Fund’s two key holdings in the Japanese consumer staples sector continued to be big positive contributors to performance: Pigeon and Unicharm
(continued)

performance as of December 31, 2008
Average Annual Total Returns
3 Months

1 Year

3 Years

5 Years

-12.98%
-16.01%

-37.44%
-41.62%
-42.92%

-6.33%
-7.87%

3.63%
2.79%

-7.47%

3.06%

Matthews Asia Pacific Fund
MSCI AC Asia Pacific Index3
Lipper Pacific Region Funds Category Average4

-18.17%

Inception
10/31/03

4.14%
3.60%
3.88%

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.

Growth of a $10,000 Investment Since Inception
$25,000

$12,332

Matthews Asia Pacific Fund

$12,006

MSCI AC Asia Pacific Index3

$12,268

Lipper Pacific Region Funds

$20,000

Category Average4
$15,000

$10,000

$5,000
10/03

12/04

12/05

12/06

12/07

12/08

Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definition.
4 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 5
Country

Yahoo! Japan Corp.
Nintendo Co., Ltd.
Tingyi (Cayman Islands) Holding Corp.
Sysmex Corp.
Benesse Corp.
Pigeon Corp.
Unicharm Petcare Corp.
Kingdee International Software Group Co., Ltd.
Daibiru Corp.
GCA Savvian Group Corp.
% OF ASSETS IN TOP TEN

% of Net Assets

Japan
Japan
China/Hong Kong
Japan
Japan
Japan
Japan
China/Hong Kong
Japan
Japan

4.3%
4.3%
3.8%
3.5%
3.4%
3.2%
3.1%
2.9%
2.9%
2.9%
34.3%

5 Holdings may combine more than one security from same issuer and related depositary receipts.
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country allocation (%)
Japan
China/Hong Kong
India
South Korea
Australia
Indonesia
Taiwan
Singapore
Thailand
Cash and Other Assets,
Less Liabilities

Matthews Asia Pacific Fund
46.7
27.6
7.6
4.6
4.5
3.4
3.2
1.2
1.1
0.1

sector allocation (%)
Financials
Information Technology
Consumer Staples

38.5
15.8
12.7

Consumer Discretionary
Industrials
Health Care
Telecom Services
Cash and Other Assets,
Less Liabilities

11.6
10.9
8.5
1.9
0.1

market cap exposure (%) 6
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)

36.6
32.8
30.5

Cash and Other Assets,
Less Liabilities

0.1

6 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.

Portfolio Manager Commentary

(continued)

Petcare. In a very difficult environment, both companies continued to grow
in their respective niche markets. Overall, our overweight positions in high
conviction names were the single-largest differentiating factor from the benchmark during the year. Our notable avoidance of the materials and energy sectors also helped Fund performance.
China South Locomotive, one of the largest manufacturers of rail trains in
China, was one of the few bright stars in the declining markets of 2008 and
positively contributed to Fund performance. The company has a dominant
market share in China’s growing high-speed electric train market, with a
substantial backlog of orders. Railway infrastructure has been one of the main
focuses of the Chinese government’s 11th five-year plan, which will end in
2010. New government fiscal spending of some US$588 billion, announced in
November 2008, should further enhance the company’s growth potential. We
like this company not only for its natural growth potential, but also because
the company has adopted Toyota’s zero-inventory management system and
has already acquired technology from world-leading bullet train companies in
Japan, France and Germany. Company management is also cost-conscious and
efficient with its staffing needs.
The Fund initiated positions in two Japanese Real Estate Investment Trusts
(J-REITs) in the second half of 2008: Mori Trust Sogo REIT and MID REIT.
The entire J-REIT sector was under enormous distress due to a perceived
credit crunch and apparent economic slowdown in Japan; thus, the sector
was yielding more than a 9% dividend. We felt this sector was one that was
simply oversold due to short-term fears over difficult re-financing and eventual
bankruptcies. Mori Trust Sogo REIT is one of the largest J-REITs, with a very
conservative management and a strong sponsor in Mori Trust. We believe that
MID REIT, a mid-sized Osaka-based REIT, was greatly discounted at the time of
our purchase. It has offered a double-digit dividend yield with a fairly stable
rent outlook for its Class-A office buildings.
As of October 31, 2008, the Fund marked its five-year anniversary. We appreciate your continued support over the long term.
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Matthews Asia Pacific Fund

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: 99.9%
Shares

Value

JAPAN: 46.7%
Yahoo! Japan Corp.
Nintendo Co., Ltd.
Sysmex Corp.
Benesse Corp.
Pigeon Corp.
Unicharm Petcare Corp.
Daibiru Corp.
GCA Savvian Group Corp.
Monex Group, Inc.
The Sumitomo Trust & Banking Co., Ltd.
Fanuc, Ltd.
Keyence Corp.
Funai Zaisan Consultants Co., Ltd.†
MID Reit, Inc.
Mori Trust Sogo REIT, Inc.
NGK Insulators, Ltd.
ORIX Corp.
Mitsubishi Estate Co., Ltd.
Takeda Pharmaceutical Co., Ltd.
Shiseido Co., Ltd.

17,612
18,800
159,800
131,900
179,000
139,400
454,400
2,007
10,629
581,000
47,500
16,300
7,081
1,510
308
216,000
37,950
120,000
37,800
81,000

Total Japan

$7,226,451
7,184,452
5,823,545
5,772,096
5,350,266
5,184,585
4,848,459
4,822,849
3,456,671
3,434,434
3,404,410
3,349,845
2,904,038
2,901,365
2,558,810
2,447,653
2,166,979
1,982,266
1,970,223
1,665,755
78,455,152

5,514,000

6,413,126

46,640,000

4,853,010

8,334,900
191,100
1,294,000
10,850,000
1,130,000
4,339,987
2,556,000
1,459,500
615,954
186,000

4,559,341
4,548,180
3,975,791
3,542,403
3,451,978
3,365,074
2,956,496
2,730,832
2,639,372
1,785,774

848,000

1,656,087

Total China/Hong Kong

CSL Australia, Ltd.
AXA Asia Pacific Holdings, Ltd.

167,782

$3,956,606

1,030,663

INDONESIA: 3.4%
Bank Rakyat Indonesia
PT Astra International

6,988,500
2,762,500

2,971,869
2,714,997
5,686,866

2,508,160

3,648,378

1,233,135

1,682,588

Total Indonesia

TAIWAN: 3.2%
Taiwan Secom Co., Ltd.
Taiwan Semiconductor Manufacturing
Co., Ltd.

5,330,966

Total Taiwan

SINGAPORE: 1.2%
Keppel Land, Ltd.

1,696,000

2,015,428
2,015,428

1,264,400

1,804,089

Total Singapore

THAILAND: 1.1%
Siam Commercial Bank Public Co., Ltd.

Total India

3,261,214
3,184,793
2,561,893
2,524,652
1,263,426

1,804,089

TOTAL INVESTMENTS: 99.9%

167,821,579

(Cost $206,203,068c)
Cash and other assets,
less liabilities: 0.1%

209,302
$168,030,881

NET ASSETS: 100.0%

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $207,402,112 and net unrealized
depreciation consists of:
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

†

221,237
154,090
116,456
352,960
17,700

3,582,428
7,539,034

Total Australia

46,477,464

INDIA: 7.6%
Bharti Airtel, Ltd.b
HDFC Bank, Ltd.
Sun Pharmaceutical Industries, Ltd.
Jain Irrigation Systems, Ltd.
HDFC Bank, Ltd. ADR

Value

Total Thailand

CHINA/HONG KONG: 27.6%
Tingyi (Cayman Islands) Holding Corp.
Kingdee International Software Group
Co., Ltd.
China South Locomotive and Rolling
Stock Corp., H Sharesb
Ctrip.com International, Ltd. ADR
China Life Insurance Co., Ltd. H Shares
Dongfeng Motor Group Co., Ltd. H Shares
Hang Lung Group, Ltd.
China Vanke Co., Ltd. B Shares
Shangri-La Asia, Ltd.
China Merchants Bank Co., Ltd. H Shares
Dairy Farm International Holdings, Ltd.
Hong Kong Exchanges and Clearing, Ltd.
China Merchants Holdings
International Co., Ltd.

Shares

AUSTRALIA: 4.5%

$20,139,010

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

(59,719,543)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . .

($39,580,533)

Affiliated Issuer, as defined under the Investment Company Act of 1940 (ownership
of 5% or more of the outstanding voting securities of this issuer)

ADR American Depositary Receipt		
REIT Real Estate Investment Trust			
See accompanying notes to financial statements.		

12,795,978

SOUTH KOREA: 4.6%
Kiwoom Securities Co., Ltd.
Shinhan Financial Group Co., Ltd.
NHN Corp.b
Total South Korea

90,729
113,517
20,470

2,851,569
2,701,061
2,163,972
7,716,602
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Matthews Pacific Tiger Fund
Portfolio Manager Commentary

PORTFOLIO MANAGERS
Richard H. Gao
Lead Manager
Sharat Shroff, CFA
Lead Manager
Mark W. Headley
Co-Manager
fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MAPTX
9/12/94
$1.2 billion
$11.05
61

Fiscal Year 2008 Ratios
Portfolio Turnover
16.76%1
Gross Expense Ratio
1.12%2
Benchmarks
MSCI AC Asia ex Japan Index
MSCI AC Far East ex Japan Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80%
of its total net assets, which include
borrowings for investment purposes,
in the common and preferred stocks
of companies located in Asia, excluding
Japan.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 
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For the year ending December 31, 2008, the Matthews Pacific Tiger Fund
declined –46.12%, while the benchmark MSCI All Country Asia ex Japan
Index fell –52.23%. The sharp deterioration in currencies such as the
Indian rupee and Korean won further exaggerated the declines, reflecting
the weak fiscal position of these two economies. The weakness in equity
markets of the Asia ex-Japan region worsened further in the fourth quarter—
fundamentals of companies apparently did not matter as stocks fell across
the board with the MSCI All Country Asia ex Japan Index slipping –21.48%
while the Fund declined –20.11%. We are disappointed by the portfolio’s
sharp decline in absolute values and appreciate your support of our longterm investment strategy during these tough times. For the full year, Fund
performance relative to its benchmark was helped by a variety of stocks
in the consumer staples and health care sectors. Meanwhile, the biggest
detractors to absolute performance came from media and financial stocks.
The linkages between the global credit crunch and some of the Asian financials, most notably in Korea, were deeper than expected. Derivative contracts
on the Korean won, which were underwritten by many of the leading banks,
have proven to be the bane of many Korean corporations and financial institutions given the currency’s rapid depreciation. Elsewhere in the financial
landscape of Asia, excluding Japan, investors were primarily concerned with a
potential uptick in loan delinquencies. We believe such an increase is likely to
be cyclical in nature. To be sure, the current turbulence will test many of the
region’s financial institutions, but it will also help refine the pricing of credit
for those institutions that have been savvy with their risk assessment frameworks and capital positions.
Strengthened balance sheets, increasing demand for banking services, and
government actions and policies that are designed to stimulate consumption
remain key drivers of long-term growth for Asia’s financial sector. We are
looking to take advantage of sell-offs to maintain a significant allocation to
financials, including commercial banks, real estate and insurance-related
companies. In particular, we continue to emphasize investments in emerging
financial sectors in which the business model is geared toward managing
wealth for the domestic consumer. HDFC Bank, a mid-size Indian bank, reflects
our approach of identifying banks with a solid deposit franchise. Compared
to some of its peers, HDFC Bank has generally managed its loan growth to be
somewhat consistent with the accretion in its deposits. In coming periods,
there may very well be a deterioration in non-performing loan levels, but the
bank is well-placed, in our view, to provide wealth management solutions to
India’s growing middle class.
The near-term outlook indeed appears challenging, and some industries such
as technology may even suffer a contraction in earnings. However, stock price
movements suggest too much fixation on shorter-term outcomes at the risk of
ignoring secular trends. In the Fund, we give considerable importance to the
sustainability of growth through cycles, and search across a broad spectrum
of geographies and industries to meet our investment objective. It is worth
stating that the portfolio is being managed to capture earnings growth over a
longer-term horizon, especially when tied to rising household income levels.
To that end, we continue to find growth opportunities throughout Asia in
areas such as health care and education, which together account for about
15% of the portfolio—the highest allocation in the Fund’s history.
(continued)

performance as of December 31, 2008
Average Annual Total Returns

Matthews Pacific Tiger Fund
MSCI AC Asia ex Japan Index3
MSCI AC Far East ex Japan Index3
Lipper Pacific ex Japan Funds Category Average5

3 Months

1 Year

3 Years

5 Years

10 Years

Inception
9/12/94

-20.11%
-21.48%
-20.42%
-20.73%

-46.12%
-52.23%
-50.39%
-50.11%

-2.87%
-3.53%
-3.52%
-3.02%

6.72%
5.42%
5.17%
5.36%

12.02%
6.05%
5.44%
7.59%

5.57%
0.00%4
-0.26%4
1.86%4

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.

Growth of a $10,000 Investment Since Inception
$50,000

$40,000

$21,710

Matthews Pacific Tiger Fund

$10,004

MSCI AC Asia ex Japan Index3,4

$9,639

MSCI AC Far East ex Japan Index3,4

$13,378

Lipper Pacific ex Japan Funds Category Average4,5
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$20,000
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$0
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12/03

12/05
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Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment Servicing
(U.S.) Inc. Please see page 87 for index definitions.
4 C
 alculated from 8/31/94.
5 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 6
Country

NHN Corp.
NWS Holdings, Ltd.
PT Bank Central Asia
Hang Lung Group, Ltd.
Tencent Holdings, Ltd.
HDFC Bank, Ltd.
PT Telekomunikasi Indonesia
Yuhan Corp.
MegaStudy Co., Ltd.
Bharti Airtel, Ltd.
% OF ASSETS IN TOP TEN

% of Net Assets

South Korea
China/Hong Kong
Indonesia
China/Hong Kong
China/Hong Kong
India
Indonesia
South Korea
South Korea
India

3.2%
2.9%
2.7%
2.7%
2.6%
2.6%
2.4%
2.4%
2.4%
2.3%
26.2%

6 Holdings may combine more than one security from same issuer and related depositary receipts.
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country allocation (%)
China/Hong Kong
South Korea
India
Indonesia
Malaysia
Singapore
Taiwan
Thailand
Philippines
Cash and Other Assets,
Less Liabilities

Matthews Pacific Tiger Fund
36.2
18.8
17.5
6.3
5.2
5.1
5.0
4.3
0.9
0.7

sector allocation (%)
Financials
Consumer Discretionary
Information Technology

29.4
19.7
13.0

Health Care
Consumer Staples
Telecom Services
Industrials
Utilities
Cash and Other Assets,
Less Liabilities

10.9
8.9
8.0
7.0
2.4
0.7

market cap exposure (%) 7
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)

25.8
46.4
27.1

Cash and Other Assets,
Less Liabilities

0.7

7 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.
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Portfolio Manager Commentary

(continued)

We do not question the ability of Asian consumers to spend money, but their
willingness to spend may take some time to change. We have previously
written that China’s gradual shift from producer to consumer is likely to be
one of the biggest transitions to unfold over the coming years. Even a mild
pick-up in personal credit will go a long way toward facilitating this shift. This
rebalancing of growth could take considerable time, but recent policy moves—
including the firming of private property rights in China—are encouraging. It
is also important to note that while wage growth may start to slow in coastal
cities, it has gained momentum in rural China in recent months.
More importantly, the strengthening of social infrastructure, not just in China
but elsewhere across Asia, should spur the development of a mass consumption society. New Oriental Education, the largest provider of English language
training for Chinese students is a clear beneficiary of this trend. The “one
child policy” in China has meant that parents try doubly hard to provide the
best education for their children, and as a result education is the second-largest spending category for Chinese. Although rising unemployment may crimp
the ability of families to purchase New Oriental’s services, we believe it is likely
to be one of the last expenses to be eliminated. New Oriental’s decision to
initiate a share repurchase program in early 2008 suggests as much, and attests
to the fact that the company’s cash flows are real.
The ferocity of the correction in some markets of Asia is unprecedented and,
in some instances, suggests that underlying companies and business models
are unlikely to create any economic value in the future. Even as their own capital markets have widened and deepened, companies in Asia have unfortunately been too reliant on overseas investors for risk capital. The sudden withdrawal of foreign investors can often lead to a dislocation between fundamentals
and stock market prices. Even though concerns over an economic slowdown
are legitimate, we believe there is a risk that investors are too focused on the
short term.
For the first half of the year, one of the big challenges for many corporates in
Asia was rising commodity costs. That headwind abated in the second half of
2008. Across the region, governments are utilizing fiscal and monetary levers
to stimulate their economies, some more successfully than others. It is hard
to predict the macro outcomes of these policies at this point. Meanwhile, we
have taken the opportunity to consolidate the portfolio with firms in which
we hold the highest conviction for long-term potential.

Matthews Pacific Tiger Fund

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: 99.3%
Shares

Value

CHINA/HONG KONG: 36.2%
NWS Holdings, Ltd.
Hang Lung Group, Ltd.
Tencent Holdings, Ltd.
Dongfeng Motor Group Co., Ltd.
H Shares
China Vanke Co., Ltd. B Shares
Shangri-La Asia, Ltd.
New Oriental Education & Technology
Group, Inc. ADRb
Dairy Farm International Holdings, Ltd.
Ping An Insurance (Group) Co.
of China, Ltd. H Shares
Swire Pacific, Ltd. A Shares
China Resources Enterprise, Ltd.
Ctrip.com International, Ltd. ADR
China Merchants Bank Co., Ltd. H Shares
China Mobile, Ltd. ADR
Lenovo Group, Ltd.
NetEase.com, Inc. ADRb
Mindray Medical International, Ltd. ADR
China Yurun Food Group, Ltd.
Television Broadcasts, Ltd.
Glorious Sun Enterprises, Ltd.
Towngas China Co., Ltd.b

23,188,636
10,492,000
4,887,200

24,857,000

$34,737,613
32,051,461
31,755,702

109,025,000

$32,968,390

36,860,500

23,558,363

PT Astra International

14,665,230

14,413,051

PT Telekomunikasi Indonesia ADR

27,054,163
25,953,297
24,679,108

442,400
5,467,446

24,292,184
23,428,088

Resorts World BHD
Public Bank BHD
Top Glove Corp. BHD

4,746,000
3,309,500
12,650,000
903,275
11,084,500
385,550
64,868,000
557,800
671,797
10,018,000
3,492,700
41,262,000

23,323,355
22,925,631
22,245,750
21,497,945
20,739,913
19,605,218
17,819,826
12,327,380
12,092,346
11,849,803
11,450,007
10,204,111

Total Malaysia

4,938,853
434,971,754

209,500

5,252,165
76,191,969

Total Indonesia

MALAYSIA: 5.2%
39,371,200
9,293,800
12,587,980

25,827,189
23,819,821
12,760,403
62,407,413

18,840,187
26,144,540
12,582,000

23,557,446
22,657,966
14,951,721
61,167,133

SINGAPORE: 5.1%
Hyflux, Ltd.
Parkway Holdings, Ltd.
Keppel Land, Ltd.
Total Singapore

TAIWAN: 5.0%
Taiwan Semiconductor Manufacturing
Co., Ltd.
President Chain Store Corp.
Hon Hai Precision Industry Co., Ltd.

18,381,362

25,081,001

9,853,000
5,751,950

23,664,040
11,341,471
60,086,512

8,222,300
144,102,800
58,968,600

19,108,290
16,026,030
15,960,167
51,094,487

68,769,117

11,141,021
11,141,021

Total Taiwan

THAILAND: 4.3%

SOUTH KOREA: 18.8%
NHN Corp.
Yuhan Corp.
MegaStudy Co., Ltd.b
Amorepacific Corp.
Samsung Securities Co., Ltd.
Hanmi Pharmaceutical Co., Ltd.
S1 Korea Corp.
Hana Financial Group, Inc.
Hyundai Development Co.

Value

PT Telekomunikasi Indonesia

PT Bank Central Asia

82,864,000
33,472,360
21,336,000

Total China/Hong Kong

b

Shares

INDONESIA: 6.3%

360,902
163,192
193,231
50,634
514,989
281,645
566,228
957,923
541,382

Total South Korea

38,152,506
28,652,108
28,607,135
26,479,030
25,982,198
24,620,666
24,474,952
15,259,333
14,333,672
226,561,600

Advanced Info Service Public Co., Ltd.
Land & Houses Public Co., Ltd.
Bank of Ayudhya Public Co., Ltd. NVDR
Total Thailand

PHILIPPINES: 0.9%
SM Prime Holdings, Inc.
Total Philippines

TOTAL INVESTMENTS: 99.3%

1,194,241,526

(Cost $1,471,509,797 )
c

INDIA: 17.5%
Bharti Airtel, Ltd.b
HDFC Bank, Ltd.
Dabur India, Ltd.
Sun Pharmaceutical Industries, Ltd.
Infosys Technologies, Ltd.
Titan Industries, Ltd.
Bank of Baroda
Kotak Mahindra Bank, Ltd.
Sintex Industries, Ltd.
Sun TV Network, Ltd.
Glenmark Pharmaceuticals, Ltd.b
Unitech, Ltd.
HDFC Bank, Ltd. ADR
ICICI Bank, Ltd. ADR
Total India

1,906,740
1,302,184
12,680,888
943,363
883,401
837,895
2,758,605
1,927,941
2,835,014
2,912,590
1,500,757
7,800,000
63,900
201,500

28,106,903
26,914,055
21,992,342
20,752,858
20,473,848
16,078,991
15,926,554
14,238,336
11,084,277
10,829,852
9,218,025
6,563,539
4,561,182
3,878,875
210,619,637

Cash and other assets,
less liabilities: 0.7%

8,199,018
$1,202,440,544

NET ASSETS: 100.0%
a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $1,472,609,146 and net unrealized
depreciation consists of:
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . . 

$128,612,265

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . 

(406,979,885)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . ($278,367,620)
ADR

American Depositary Receipt		

NVDR Non-voting Depositary Receipt		
See accompanying notes to financial statements.		
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Matthews China Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews China Fund declined
–48.95%, slightly ahead of its benchmark MSCI China Index, which fell
–50.83%. Chinese equities ended a five-year streak of gains as they corrected
sharply along with other equity markets around the world in 2008. The
decline for Chinese shares accelerated in the fourth quarter, when the global
economic recession deepened, and the magnitude of its impact on the Chinese
economy caught many investors by surprise. The Fund fell –16.77% in the
fourth quarter, while the benchmark declined –10.75%.

PORTFOLIO MANAGERS
Richard H. Gao
Lead Manager
Andrew T. Foster
Co-Manager
Note: Managers shown reflect changes effective
January 1, 2009.

fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MCHFX
2/19/98
$781.1 million
$14.34
63

Fiscal Year 2008 Ratios
Portfolio Turnover
7.91%1
Gross Expense Ratio
1.23%2
Benchmark
MSCI China Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80%
of its total net assets, which include
borrowings for investment purposes,
in the common and preferred stocks
of companies located in China. China
includes its administrative and other
districts, such as Hong Kong.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 
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China began the challenging year facing growing inflation and a potential
overheating of its economy. The government and central bank focused efforts
on controlling the situation, but by the second half of the year the full-blown
global recession hit China. The central government acted promptly to roll
out measures to ensure that the economy could still grow at more than 8%
over the coming year. These measures included steep interest rate cuts and a
massive fiscal stimulus plan to spend US$590 billion over the next two years.
While China’s growth momentum has been deteriorating quite substantially
in recent months, it is worth noting that most of the impact comes from external factors: export growth fell from more than 20% in recent years to –2.2%
in November. Exports are expected to fall even further as we head into 2009.
Industrial production grew at its weakest pace in almost a decade, mainly
due to the collapse in exports. On the other hand, retail sales, while slowing,
still grew at roughly 20% in November, indicating that private consumption
growth remains relatively healthy.
As we have previously written, we became more cautious and concerned about
the high valuations of Chinese equities toward the end of 2007. Accordingly,
we trimmed down some high-flying financial and consumer sector stocks in
the portfolio. Our increased positions in utilities and consumer staples served
us well in 2008, and these two areas became the top contributors for the Fund.
However, selling pressures were seen across all major sectors throughout the
year. Hardest hit were holdings in the consumer discretionary, financial and
industrial sectors.
While we aim to keep a balance between growth and reasonable valuations
among our holdings, the Fund’s key purpose is still to find sustainable growth
companies and hold on to them for the long term. Even in this downward
economic environment, we believe there are good growth industries and companies in which to invest.
During the year, we increased our holdings in Internet-related companies,
believing they can weather economic slowdowns and are able to provide
sustainable future growth. One such company in our portfolio is Tencent
Holdings, China’s leading online instant messaging service provider. China’s
Internet industry has experienced explosive growth in recent years and the
momentum continued in 2008. Tencent’s instant messaging service platform
claims more than 200 million active users. Founded in 1998, the company
has demonstrated an ability over the years to monetize its vast registered user
base through three primary revenue streams: Internet value-added services,
mobile value-added services and online advertising and gaming. Tencent has
built a substantial virtual community and its users are loyal. We expect that
the company has the potential to continue delivering strong earnings growth
going forward.
(continued)

performance as of December 31, 2008
Average Annual Total Returns

Matthews China Fund
MSCI China Index3
Lipper China Region Funds Category Average5

3 Months

1 Year

3 Years

5 Years

10 Years

Inception
2/19/98

-16.77%
-10.75%
-16.88%

-48.95%
-50.83%
-52.71%

12.70%
14.34%

9.71%
12.78%

5.40%

6.46%

14.95%
5.82%
9.75%

8.91%
-0.05%4
6.01%4

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.
Growth of a $10,000 Investment Since Inception
$60,000

$50,000

$40,000

$25,273

Matthews China Fund

$9,946

MSCI China Index3,4

$19,283

Lipper China Region Funds Category Average4,5

$30,000

$20,000

$10,000

$0
2/98

12/00

12/02

12/04

12/06

12/08

Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definition.
4 C
 alculated from 2/28/98.
5 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 6

china exposure 7
Sector

China Mobile, Ltd.
Ping An Insurance (Group) Co. of China, Ltd.
New Oriental Education & Technology Group, Inc.
Dongfeng Motor Group Co., Ltd.
Cheung Kong Infrastructure Holdings, Ltd.
Huaneng Power International, Inc.
Café de Coral Holdings, Ltd.
China Vanke Co., Ltd.
China Life Insurance Co., Ltd.
Tingyi (Cayman Islands) Holding Corp.
% OF ASSETS IN TOP TEN

Telecom Services
Financials
Consumer Discretionary
Consumer Discretionary
Utilities
Utilities
Consumer Discretionary
Financials
Financials
Consumer Staples

% of Net
Assets

4.7%
2.9%
2.9%
2.8%
2.8%
2.7%
2.7%
2.7%
2.6%
2.6%

SAR (Hong Kong)
H Share
China-affiliated Corporations
Overseas Listed
B Share
Cash and Other Assets, Less Liabilities

36.3%
36.2%
12.9%
9.5%
4.1%
1.0%

29.4%

6 H
 oldings may combine more than one security from same issuer and related depositary receipts.
7 SAR (Hong Kong) companies are companies that conduct business in Hong Kong and/or mainland China. H Shares are mainland China companies listed on the Hong Kong
exchange but incorporated in mainland China. China-affiliated corporations (CAC), also known as “Red Chips,” are mainland China companies with partial state ownership listed
in Hong Kong, and incorporated in Hong Kong. Overseas Listed (OL) companies are companies that conduct business in mainland China but listed in overseas markets such as
Japan, Singapore, Taiwan and the United States. B Shares are mainland Chinese companies listed on the Shanghai and Shenzhen stock exchanges, available to both Chinese and
non-Chinese investors.

matthewsasia.com | 800.789.ASIA 25

sector allocation (%)
Consumer Discretionary
Financials
Industrials
Information Technology
Utilities
Consumer Staples
Telecom Services
Energy
Materials
Health Care
Cash and Other Assets,
Less Liabilities

Matthews China Fund
21.9
18.4
14.3
12.8
9.5
8.4
7.0
5.1
1.3
0.3
1.0

market cap exposure (%) 8
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)

37.0
38.3
23.7

Cash and Other Assets,
Less Liabilities

1.0

8 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.
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Portfolio Manager Commentary

(continued)

In addition to Internet companies, the Fund also increased its exposure to construction and engineering firms, which should benefit from the government’s
spending program. The Fund added a new position in this sector: China
Railway Construction Corporation—one of the few companies that handles
railway project construction in China. Railway improvements make up one of
the largest areas of investment in China. As a leading railway builder, China
Railway Construction is expected to see sustainable growth opportunities over
the long term.
Looking forward, a deepening global recession will further impact China’s
economy, and we believe that its growth will continue to slow in the near
term. While measures had been taken to try to boost exports, the government is now focusing on encouraging domestic consumption to offset the
sharp decline in exports. Various policies, such as cutting personal income tax,
reducing property sales tax and lowering mortgage lending rates, have been
aimed at stimulating consumption. During the year, the government also took
further steps in its rural land reform in an effort to raise the living standards of
farmers, who still account for the majority of the country’s population.
As always, the Fund maintains a long-term perspective when making investment decisions. We believe China’s economic fundamentals remain attractive,
although short-term growth will be hindered by negative external impact.
China’s increasing moves to rely more on domestic consumption fit well with
our view that domestic demand will be the key growth driver for the economy.
The Fund continues to focus on bottom-up stock picking and seeks to find
companies that may benefit most from this long-term trend.

Matthews China Fund
Schedule of Investments

December 31, 2008

a

COMMON EQUITIES: CHINA/HONG KONG: 99.0%
Shares

Value

10,448,100
8,241,600

$21,197,559
9,532,965

44,508,000
238,300

8,747,526
5,671,540

Automobiles: 2.8%
Dongfeng Motor Group Co., Ltd.
H Shares
Distributors: 2.6%
China Resources Enterprise, Ltd.
Li & Fung, Ltd.

67,352,000

21,989,669

China Merchants Holdings International
Co., Ltd.
COSCO Pacific, Ltd.

7,094,000
4,375,200

12,475,206
7,561,203
20,036,409
9,102,770
8,406,732
17,509,502

Multiline Retail: 1.6%
Golden Eagle Retail Group, Ltd.
Leisure Equipment & Products: 1.3%
Li Ning Co., Ltd.
Specialty Retail: 1.0%
Belle International Holdings, Ltd.

2,542,000
1,021,400
1,356,000

8,333,358
4,902,720
175,295
13,411,373

17,779,000

12,512,177

6,686,500

10,535,858

16,709,000

7,413,370

Total Consumer Discretionary

171,169,886

Real Estate Management & Development: 7.1%
China Vanke Co., Ltd. B Shares
27,220,848
Hang Lung Group, Ltd.
4,677,000
Swire Pacific, Ltd. A Shares
1,825,000
Agile Property Holdings, Ltd.
13,704,000

21,106,093
14,287,522
12,642,176
7,237,550
55,273,341

Insurance: 5.5%
Ping An Insurance (Group) Co. of China,
Ltd. H Shares
China Life Insurance Co., Ltd. H Shares
Total Financials

11,809,000

14,755,007

36,765,000

10,959,392

13,332,000

6,755,498

3,046,581
4,614,000

5,949,767
4,743,955
28,408,612

Industrial Conglomerates: 2.1%
NWS Holdings, Ltd.

11,017,276

16,504,372

Electrical Equipment: 2.0%
China High Speed Transmission
Equipment Group Co., Ltd.

12,650,000

15,435,972

16,339,273

10,959,388

Machinery: 2.0%
Shanghai Zhenhua Port Machinery Co.,
Ltd. B Shares
China South Locomotive and Rolling
Stock Corp., H Sharesb

7,687,000

4,204,928
15,164,316

Airlines: 0.8%
Air China, Ltd. H Shares

19,569,900

Total Industrials

6,141,894
111,639,522

INFORMATION TECHNOLOGY: 12.8%
Internet Software & Services: 6.3%
Tencent Holdings, Ltd.
Sina China Corp.b
NetEase.com, Inc. ADRb

2,718,800
761,700
617,700

17,666,026
17,633,355
13,651,170
48,950,551

FINANCIALS: 18.4%

Commercial Banks: 5.8%
China Merchants Bank Co., Ltd.
H Shares
China Construction Bank Corp. H Shares
Bank of Communications Co., Ltd.
H Shares
BOC Hong Kong Holdings, Ltd.

10,172,500 $15,229,349

29,984,356

22,611,938

411,800

Textiles, Apparel & Luxury Goods: 2.2%
Ports Design, Ltd.
7,461,500
Glorious Sun Enterprises, Ltd.
33,994,000
Media: 1.7%
Television Broadcasts, Ltd.
AirMedia Group, Inc. ADRb
Clear Media, Ltd.b

Construction & Engineering: 3.8%
China Railway Construction Corp., Ltd.
H Sharesb
China Communications Construction
Co., Ltd. H Shares
Transportation Infrastructure: 3.6%
GZI Transport, Ltd.
Beijing Capital International Airport Co.,
Ltd. H Shares

45,149,590
Diversified Consumer Services: 2.9%
New Oriental Education & Technology
Group, Inc. ADRb

Value

INDUSTRIALS: 14.3%

CONSUMER DISCRETIONARY: 21.9%
Hotels, Restaurants & Leisure: 5.8%
Café de Coral Holdings, Ltd.
Shangri-La Asia, Ltd.
China Travel International Investment
HK, Ltd.
Ctrip.com International, Ltd. ADR

Shares

Software: 2.5%
Kingdee International Software Group
Co., Ltd.†
The9, Ltd. ADRb
Computers & Peripherals: 2.4%
TPV Technology, Ltd.
Lenovo Group, Ltd.

8,132,500
20,082,000

15,216,504
11,173,062

Communications Equipment: 1.6%
ZTE Corp. H Shares

14,808,000
7,107,500

10,762,886
8,135,163
45,287,615

Total Information Technology

4,619,500
6,576,000

22,701,694
20,204,639
42,906,333

120,330,000
532,300

12,520,642
7,090,236
19,610,878

31,868,000
30,336,000

10,364,218
8,333,573
18,697,791

4,816,920

12,725,780
99,985,000

143,467,289
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Matthews China Fund

December 31, 2008

Schedule of Investmentsa (continued)
Common Equities: china/hong kong (continued)
Shares

Value

UTILITIES: 9.5%

MATERIALS: 1.3%

Independent Power Producers & Energy Traders: 4.8%
Datang International Power Generation
Co., Ltd. H Shares
30,990,000 $16,539,900
Huaneng Power International, Inc.
H Shares
20,674,000
15,064,643
6,227,012
213,400
Huaneng Power International, Inc. ADR

Construction Materials: 1.3%
China National Building Material Co.,
Ltd. H Shares

37,831,555

Health Care Equipment & Supplies: 0.3%
Mindray Medical International, Ltd. ADR

21,723,528

Gas Utilities: 1.9%
Hong Kong & China Gas Co., Ltd.

9,820,594

14,892,602

TOTAL INVESTMENTS: 99.0%

74,447,685

(Cost $1,018,335,463c)

Food Products: 4.8%
Tingyi (Cayman Islands) Holding Corp.
China Yurun Food Group, Ltd.

8,606,000

$10,463,901
10,463,901

HEALTH CARE: 0.3%

5,752,500

CONSUMER STAPLES: 8.4%

Value

Total Materials

Electric Utilities: 2.8%
Cheung Kong Infrastructure Holdings, Ltd.

Total Utilities

Shares

124,968

Total Health Care

Cash and other assets,
less liabilities: 1.0%
17,291,000
14,361,000

20,110,511
16,986,925

NET ASSETS: 100.0%

2,249,424
2,249,424
773,604,174

7,500,303
$781,104,477

37,097,436
Food & Staples Retailing: 2.1%
Lianhua Supermarket Holdings Co., Ltd.
H Shares†
Beverages: 1.5%
Tsingtao Brewery Co., Ltd. H Shares

12,995,000
5,727,000

Total Consumer Staples

16,190,112

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $1,020,914,548 and net unrealized
depreciation consists of:		

12,034,457

Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

65,322,005

$ 50,286,523

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

(297,596,897)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . .

($247,310,374)

TELECOMMUNICATION SERVICES: 7.0%
Wireless Telecommunication Services: 4.7%
China Mobile, Ltd.
2,120,083
China Mobile, Ltd. ADR
303,400

†

21,510,608
15,427,890
36,938,498

Diversified Telecommunication Services: 2.3%
China Communications Services Corp.,
Ltd. H Shares
27,878,000

17,619,650

Total Telecommunication Services

54,558,148

ENERGY: 5.1%
Oil, Gas & Consumable Fuels: 4.0%
CNOOC, Ltd.
China Petroleum & Chemical Corp.
(Sinopec) H Shares
China Shenhua Energy Co., Ltd. H Shares

13,728,000

13,057,733

16,242,000
4,141,500

9,983,364
8,878,791
31,919,888

Energy Equipment & Services: 1.1%
China Oilfield Services, Ltd. H Shares
Total Energy
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10,266,000

8,381,426
40,301,314

Affiliated Issuer, as defined under the Investment Company Act of 1940 (ownership
of 5% or more of the outstanding voting securities of this issuer)

ADR American Depositary Receipt		
See accompanying notes to financial statements.		
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Matthews India Fund
Portfolio Manager Commentary

PORTFOLIO MANAGERS
Sharat Shroff, CFA
Lead Manager
Andrew T. Foster
Co-Manager
Noor Kamruddin
Co-Manager
Note: Managers shown reflect changes effective
January 1, 2009.

fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MINDX
10/31/05
$317.5 million
$8.37
56

Fiscal Year 2008 Ratios
Portfolio Turnover
26.68%1
Gross Expense Ratio 1.29%2
Benchmark
Bombay Stock Exchange (BSE) 100 Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80% of its
total net assets, which include borrowings for investment purposes, in publicly
traded common stocks, preferred stocks
and convertible securities of companies
located in India.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 

For the year ending December 31, 2008, the Matthews India Fund fell
–62.32%, while its benchmark, the Bombay Stock Exchange 100 Index,
declined –63.32%. During the fourth quarter of 2008, the Fund declined
–31.17%, while its benchmark fell –27.62%. Smaller and mid-size companies
suffered disproportionately in the last quarter of the year, including some of
the portfolio’s holdings, which dragged the Fund lower. The pace and ferocity
of the fall in equity values was unprecedented in the recent history of Indian
markets. The negative returns were further exacerbated by the near 25%
depreciation of the Indian rupee’s value against the U.S. dollar in 2008. We are
disappointed with the decline in performance that the portfolio has suffered
over the course of the year and appreciate your long-term focus and ongoing
support for the portfolio’s investment strategy.
We have been cognizant of the risks of maintaining a significant allocation
to India’s small and mid-size companies, in particular their ability to raise
capital to fund growth. Indian companies have relied on retained profits to
fund significant portions of their investments. This was sufficient when India’s
GDP growth was in the low- to mid-single digits. However, the pick-up in GDP
growth rates in recent years has been predicated on a more efficient intermediation of the financial resources available in the country and better availability of funds via the capital markets. On both these accounts, progress has been
made but it remains inadequate when compared to the aspirations of many of
the Indian corporates, most notably for smaller and mid-size companies.
To be sure, the return on equity generated by a broad aggregate of Indian
companies has averaged 20% for the last few years, so it isn’t for a lack of
returns that the flow of capital has been patchy. Even though the domestic
savings ratio has inched up to 35% of GDP in recent years, it falls short of
the investment-to-GDP ratio, which is approaching 40%. To make matters
worse, much of the savings are funneled into banks, which are obliged to help
finance the government’s fiscal deficit. As far as foreign capital is concerned,
it is important to note that as late as the first quarter of 2008, the Reserve
Bank of India (RBI) was trying to combat inflation by stemming the tide of
incoming foreign capital through various policy measures. If anything, the
availability of foreign capital has primarily come through the equity market,
sometimes chasing shorter-term performance. The onset of the global financial
crisis has sparked a withdrawal, with foreign institutional investors (FIIs)
selling US$13 billion of Indian equities in 2008—the first year of outflows, to
our knowledge.
Companies with the most leveraged balance sheets have invariably suffered
severely in the downturn, and management teams have had to realign their
growth plans to the realities of the current environment. The vast majority of the Fund’s holdings of smaller and mid-size companies have relatively
healthier balance sheets, with some of them in a net cash position. Besides
the faster growth dynamic exhibited by these companies in the past few years,
what has attracted us is their potential for steady return on capital. Many of
these holdings have modest dividend policies in place, adding another layer of
comfort on the sustainability of the business.
It is clear to us that the hectic pace of 20% earnings growth reported by Indian
companies for the past few years is unlikely to be met in the near term. At an
aggregate level, it is worth noting that Indian companies reported earnings
growth still in the double-digit range for the quarter ending September
2008. However, growth may moderate further, and analysts’ expectations
(continued)
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performance as of December 31, 2008
Average Annual Total Returns

Matthews India Fund
Bombay Stock Exchange (BSE) 100 Index3
Lipper Emerging Markets Funds Category Average4

3 Months

1 Year

3 Years

Inception
10/31/05

-31.17%
-27.62%
-29.91%

-62.32%
-63.32%
-55.47%

-5.49%
-1.04%
-6.77%

-1.42%
4.67%
-2.45%

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.
Growth of a $10,000 Investment Since Inception
$35,000

$30,000

$25,000

$9,556

Matthews India Fund

$11,555

Bombay Stock Exchange (BSE) 100 Index3

$9,296

Lipper Emerging Markets Funds Category Average4

$20,000

$15,000

$10,000

$5,000
10/05

12/06

12/07

12/08

Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definition.
4 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 5
Sector

HDFC Bank, Ltd.
Bharti Airtel, Ltd.
Infosys Technologies, Ltd.
Dabur India, Ltd.
Sun Pharmaceutical Industries, Ltd.
Glenmark Pharmaceuticals, Ltd.
Gail India, Ltd.
Jain Irrigation Systems, Ltd.
Axis Bank, Ltd.
Cipla India, Ltd.
% OF ASSETS IN TOP TEN
5 H
 oldings may combine more than one security from same issuer and related depositary receipts.
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Financials
Telecom Services
Information Technology
Consumer Staples
Health Care
Health Care
Utilities
Industrials
Financials
Health Care

% of Net Assets

5.3%
5.3%
4.4%
4.4%
4.2%
3.9%
3.2%
3.2%
3.1%
2.8%
39.8%

sector allocation (%)

Matthews India Fund
Portfolio Manager Commentary

(continued)

may be revised lower. That said, sharply lowered stock prices do not seem
to be factoring any significant value creation in coming years, which we
consider an unlikely outcome. As recently as the third quarter of 2008, the
RBI was tightening monetary conditions to slow economic momentum and
contain inflation, but more recently it has shifted gears to reverse those
policies and ease liquidity conditions within the country. In addition to the
monetary measures, two rounds of fiscal measures were announced: the first
aimed at boosting government spending by US$4 billion, while the next
package focused on reducing taxes and facilitating capital expenditure on
infrastructure development.
One encouraging development in recent years was the increase in equity
inflows for domestic mutual funds, which bodes well for one of the Fund’s
holdings, Kotak Mahindra Bank. Kotak Mahindra is a diversified financial
conglomerate that started operations in the late 1980s and has gradually
expanded into securities brokerage, investment banking, commercial banking,
life insurance and other wealth management products. Among Indian banks,
Kotak Mahindra’s business model is perhaps the most geared toward investment banking and wealth management.
In a sign of confidence in 2006, Kotak Mahindra’s management team bought
out the 25% stake that Goldman Sachs had held for well over a decade. Near
term, Kotak may likely suffer from a sharply negative impact on earnings, but
the company is likely to benefit from India’s continued improvement in capital market infrastructure.

Financials
Industrials
Information Technology
Consumer Discretionary
Health Care
Telecom Services
Consumer Staples
Utilities
Energy
Materials
Liabilities in Excess of Cash
and Other Assets

20.6
16.5
12.2
11.5
10.9
7.8
7.4
7.3
5.1
1.0
-0.3

market cap exposure (%) 6
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)
Liabilities in Excess of Cash
and Other Assets

18.6
20.8
60.8
-0.3

6 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.

The recent turn of events surrounding one of India’s largest IT services companies has meant that investor focus on corporate governance will intensify,
and rightly so. The attraction to investing in India has been driven by micro
factors much more so than macro events, and the risk is that investors paint
with the same brush without distinguishing between companies. In evaluating
companies, we have placed considerable importance on our judgment of the
quality of the management team, and that plays a significant role in the construction of the portfolio, particularly where we carry above-average weights.
Looking ahead, we remain convinced of the merits of long-term investing in
India: near-term earnings growth may be uninspiring due to cyclical factors,
but India’s export dependency is low and the recent abatement in commodity prices should help margins. The regulatory constraints on the economy
and capital markets continue to be lifted and the process can be slow but is
generally consistent. Most importantly, the correction in equity values is starting to attract attention from strategic investors as was evident in the case of
two Japanese companies in the health care and telecommunications sectors
that acquired large stakes in Indian companies. Notwithstanding near-term
headwinds from earnings results and the political elections in the first half of
2009, we believe India offers an attractive investing destination for patient,
long-term investors.
We are also excited to start 2009 with the addition of Noor Kamruddin as a
Co-Manager of the Fund. Noor brings 10 years of investment experience and
enhances the team’s capabilities.
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Matthews India Fund

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: INDIA: 95.5%
Shares

Value

FINANCIALS: 20.6%
Commercial Banks: 14.1%
HDFC Bank, Ltd. ADR
Axis Bank, Ltd.
Oriental Bank of Commerce
Corporation Bank
HDFC Bank, Ltd.
ICICI Bank, Ltd. ADR

Shares

HEALTH CARE: 10.9%
168,727
961,200
2,596,834
1,719,331
233,033
150,000

$12,043,733
9,968,994
8,261,671
6,695,843
4,816,418
2,887,500
44,674,159

Pharmaceuticals: 10.9%
Sun Pharmaceutical Industries, Ltd.
Glenmark Pharmaceuticals, Ltd.b
Cipla India, Ltd.
Sun Pharma Advanced Research Co., Ltd.b

6,129,762
3,011,997
9,141,759

Consumer Finance: 1.8%
Shriram Transport Finance Co., Ltd.

1,412,400

5,700,211

Media: 5.9%
Sun TV Network, Ltd.
Zee Entertainment Enterprises, Ltd.
HT Media, Ltd.
Dish TV India, Ltd.b
Television Eighteen India, Ltd.

4,130,260

3,475,529

Textiles, Apparel & Luxury Goods: 1.3%
Titan Industries, Ltd.

Capital Markets: 0.7%
IL&FS Investsmart, Ltd.

1,439,981

2,284,602

Hotels, Restaurants & Leisure: 1.3%
Indian Hotels Co., Ltd.

Total Financials

65,276,260

INDUSTRIALS: 16.5%
1,431,590
18,511,277
705,237

10,239,877
5,750,854
2,618,408
18,609,139

2,101,834

8,217,705

Automobiles: 1.1%
Mahindra & Mahindra, Ltd.
Auto Components: 0.9%
Bharat Forge, Ltd.
Multiline Retail: 0.3%
Vishal Retail, Ltd.b

Gas Utilities: 4.8%
Gail India, Ltd.
Gujarat State Petronet, Ltd.

7,700,747

Road & Rail: 1.7%
Container Corp. of India, Ltd.

435,386

5,545,950

Industrial Conglomerates: 1.7%
MAX India, Ltd.b

Electric Utilities: 2.5%
CESC, Ltd.

2,238,102

5,360,774

Total Utilities

Electrical Equipment: 1.2%
Crompton Greaves, Ltd.

1,330,000

3,709,522

Air Freight & Logistics: 1.0%
Gati, Ltd.

3,606,339

3,077,722

Total Industrials

52,221,559

INFORMATION TECHNOLOGY: 12.0%

4,175,477

4,449,840

4,143,311

587,500

3,346,711

1,706,000

2,950,368

511,436

1,019,750
34,380,861

UTILITIES: 7.3%

481,660

2,409,751
7,075,000

10,261,396
4,907,186
15,168,582

1,656,117

8,137,263
23,305,845

CONSUMER STAPLES: 6.0%
Personal Products: 6.0%
Dabur India, Ltd.
Marico, Ltd.
Total Consumer Staples

8,024,779
4,449,720

13,917,297
5,098,139
19,015,436

TELECOMMUNICATION SERVICES: 5.3%

4,428,185
360,091
2,893,990
233,179

8,464,540
8,345,529
6,946,012
5,729,208
29,485,289

Internet Software & Services: 1.5%
Info Edge India, Ltd.

566,727

4,802,578

Software: 1.2%
Financial Technologies India, Ltd.

369,855

3,801,914
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5,912,418
4,886,940
4,330,518
1,960,831
1,654,537

217,589

Total Consumer Discretionary

Construction & Engineering: 2.4%
Larsen & Toubro, Ltd.

Total Information Technology

1,590,091
1,693,908
2,952,688
4,737,097
901,847

18,745,244

Real Estate Management
& Development: 1.1%
Unitech, Ltd.

IT Services: 9.3%
HCL-Infosystems, Ltd.
Infosys Technologies, Ltd.
Rolta India, Ltd.
Infosys Technologies, Ltd. ADR

34,589,449

CONSUMER DISCRETIONARY: 10.8%

830,000
3,720,600

Building Products: 2.6%
Sintex Industries, Ltd.

599,260 $13,183,004
1,997,615 12,269,852
8,971,871
2,329,657
164,722
183,174

Total Health Care

Diversified Financial Services: 2.9%
Kotak Mahindra Bank, Ltd.
SREI Infrastructure Finance, Ltd.

Machinery: 5.9%
Jain Irrigation Systems, Ltd.
Ashok Leyland, Ltd.
Thermax, Ltd.

Value

Wireless Telecommunication Services: 5.3%
Bharti Airtel, Ltd.b
1,136,191

16,748,382

Total Telecommunication Services

16,748,382

ENERGY: 5.1%
Oil, Gas & Consumable Fuels: 5.1%
Reliance Industries, Ltd.
Chennai Petroleum Corp., Ltd.
Total Energy

38,089,781

336,871
2,827,744

8,578,566
7,502,158
16,080,724

Matthews India Fund

December 31, 2008

Schedule of Investmentsa (continued)
Common Equities: india (continued)
Shares

Value

Value

MATERIALS: 1.0%

TOTAL INVESTMENTS: 100.3%

Chemicals: 1.0%
Asian Paints, Ltd.

(Cost $528,346,208c)
175,500

Total Materials

$3,235,743
3,235,743

TOTAL COMMON EQUITIES: INDIA

302,944,040

(Cost $509,774,547)

Liabilities in excess of cash
and other assets: –0.3%

RIGHTS: 0.0%
CONSUMER DISCRETIONARY: 0.0%
5,731,887

0
0

0

TOTAL RIGHTS
(Cost $0)

(833,808)
$317,516,005

NET ASSETS: 100.0%

Media: 0.0%
Dish TV India, Ltd., expires 12/31/49
Total Consumer Discretionary

$318,349,813

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $529,392,541 and net unrealized
depreciation consists of:		
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

$ 13,759,921

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

(224,802,649)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . ($211,042,728)
ADR American Depositary Receipt
Cnv. Convertible
See accompanying notes to financial statements.		

INTERNATIONAL DOLLAR BONDS: 4.8%
Face Amount

TELECOMMUNICATION SERVICES: 2.5%
Wireless Telecommunication Services: 2.1%
Reliance Communications, Ltd., Cnv.
0.000%, 03/01/12
$5,500,000

3,795,000

Reliance Communications, Ltd., Cnv.
0.000%, 05/10/11

2,997,773

3,667,000

6,792,773
Diversified Telecommunication Services: 0.4%
Tulip Telecom, Ltd., Cnv.
0.000%, 08/26/12
2,551,000

1,275,500

Total Telecommunication Services

8,068,273

CONSUMER STAPLES: 1.4%
Beverages: 1.4%
Radico Khaitan, Ltd., Cnv.
3.500%, 07/27/11

7,000,000

Total Consumer Staples

4,410,000
4,410,000

CONSUMER DISCRETIONARY: 0.7%
Diversified Consumer Services: 0.7%
Educomp Solutions, Ltd., Cnv.
0.000%, 07/26/12

2,500,000

Total Consumer Discretionary

2,162,500
2,162,500

INFORMATION TECHNOLOGY: 0.2%
Software: 0.2%
Financial Technologies India, Ltd., Cnv.
0.000%, 12/21/11

1,000,000

Total Information Technology

TOTAL INTERNATIONAL DOLLAR BONDS

765,000
765,000

15,405,773

(Cost $18,571,661)
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Matthews Japan Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews Japan Fund declined
–28.38%, compared with –29.11% for its benchmark, the MSCI Japan Index.
Our stock selection in both the consumer staples and consumer discretionary
sectors helped performance, while our zero weighting in utilities and an overweight in financials detracted from Fund performance. In the fourth quarter,
the Fund fell –9.70%, while the benchmark dropped –9.00%.

PORTFOLIO MANAGERS
Taizo Ishida
Lead Manager
Virgil Adams
Co-Manager
Note: Managers shown reflect changes effective
January 1, 2009.

fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MJFOX
12/31/98
$123.7 million
$10.19
65

Fiscal Year 2008 Ratios
Portfolio Turnover
88.97%1
Gross Expense Ratio 1.23%2
Benchmarks
MSCI Japan Index
Tokyo Stock Price Index (TOPIX)
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80% of
its total net assets, which include borrowings for investment purposes, in
the common and preferred stocks of
companies located in Japan.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 
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The global financial crisis impacted Japan in 2008 more than investors
expected it would, given that Japanese financial companies are not as leveraged as U.S. and European banks and their exposure to toxic collateralized
debt obligations was a fraction of that of its counterparts in the West. Balance
sheets for Japanese manufacturers are generally in good shape, often even
holding too much cash—a criticism that foreign investors have held for years.
Japanese consumers still hold US$15 trillion in financial assets, and 80%
of their liquid assets (excluding insurance and pensions) are still in savings
deposits.
So why did the Japanese market decline in 2008 as much as other markets
around the world? First, Japan’s growth still depends on exports, even though
they make up only 15% of its GDP. In the absence of any significant increase
in domestic consumption, exports were the country’s de-facto growth engine
over the last several years. Second, manufacturers still make up 50% of the
Japanese stock market, whereas they contribute only 20% of GDP. In addition,
exports were hampered by a strong currency; the yen appreciated 15% against
the U.S. dollar and more than 20% against the Euro during the year. In terms
of the real effective exchange rate, the yen does not appear particularly strong
against the dollar.
Two consumer staples holdings, Pigeon and Unicharm Petcare, were big
contributors to the Fund in 2008. Our stock picking in the consumer
discretionary sector also did well despite Japan’s slowing consumer demand.
Nitori, a Hokkaido-based furniture retail company with 185 stores nationwide,
is one consumer company that helped performance. Despite the last several
years of deflation, the company steadily expanded its operating margin with
double-digit sales growth. The company also benefited from a strong yen as
most of its products are made overseas. Nitori’s performance clearly
demonstrates that there is a pocket of good growth to be found in Japanese
domestic consumption.
During the year, the Fund continued to decrease its positions in big exporters
such as Sony, Canon, Toyota and Honda. These big exporters are U.S.–driven
companies that have had great past success. However, they became risky
investments as the U.S. economy slowed during the second half of the year.
Many exporters are now shifting their focus and resources to Asia and other
emerging markets. However, we believe that it will take several years for these
companies to prosper while relying solely on developing countries.
As one might expect, our overweight position in financials during the year
hurt Fund performance, though the Fund focused less on banks and more on
real estate and non-bank financials. In the fourth quarter, the Fund shifted
a substantial portion of assets to the Japanese Real Estate Investment Trust
(J-REIT) sector, which had been under tremendous stress due to the domestic
credit crunch and weakening domestic economy. However, we believe that the
sector still presents a very attractive investment opportunity and that its high
dividend yield favors a risk-reward equation.
(continued)

performance as of December 31, 2008
Average Annual Total Returns

Matthews Japan Fund
MSCI Japan Index3
Tokyo Stock Price Index3
Lipper Japanese Funds Category Average4

3 Months

1 Year

3 Years

5 Years

10 Years

Inception
12/31/98

-9.70%
-9.00%
-7.02%
-12.66%

-28.38%
-29.11%
-25.96%
-33.45%

-15.81%
-10.27%
-10.93%
-18.84%

-3.52%
1.03%
0.65%
-3.54%

2.44%
0.58%
1.06%
0.73%

2.44%
0.58%
1.06%
0.73%

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.

Growth of a $10,000 Investment Since Inception
$30,000

$25,000

$20,000

$12,722

Matthews Japan Fund

$10,600

MSCI Japan Index3

$11,109

Tokyo Stock Price Index3

$11,031

Lipper Japanese Funds Category Average4

$15,000

$10,000

$5,000
12/98

12/00

12/02

12/04

12/06

12/08

Plotted montly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definitions.
4 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 5
Sector

Nintendo Co., Ltd.
Unicharm Petcare Corp.
Pigeon Corp.
Tsumura Co.
Fanuc, Ltd.
Gourmet Navigator, Inc.
Keyence Corp.
NTT DoCoMo, Inc.
Softbank Corp.
Yahoo! Japan Corp.
% OF ASSETS IN TOP TEN

% of Net Assets

Information Technology
Consumer Staples
Consumer Staples
Health Care
Industrials
Information Technology
Information Technology
Telecom Services
Telecom Services
Information Technology

4.4%
3.5%
3.2%
3.1%
3.1%
3.1%
3.0%
2.6%
2.6%
2.5%
31.1%

5 H
 oldings may combine more than one security from same issuer and related depositary receipts.
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sector allocation (%)
Financials
Industrials
Information Technology
Health Care
Consumer Discretionary
Consumer Staples
Telecom Services
Materials
Cash and Other Assets,
Less Liabilities

Matthews Japan Fund
24.5
19.1
16.9
11.9
11.6
9.2
5.3
1.3
0.2

market cap exposure (%) 6
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)
Cash and Other Assets,
Less Liabilities

42.1
14.0
43.7
0.2

6 Source: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.
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Portfolio Manager Commentary

(continued)

Looking ahead, it would not be unreasonable to expect some kind of market
rally in the near term, triggered by economic stimulus packages from across
the world. However, given the deep global economic slump, it is unclear
whether such a rally would be sustainable. “Zero-interest rates” are no longer
a Japan-only policy, and we are finding deflationary conditions and low-nominal interest rates around the world. A strong yen is bad for Japanese exporters, as it would introduce additional stress that may lead to layoffs and wage
freezes. Japan’s workforce has thus far been very patient, having gone without
meaningful wage increases for the past decade. On a positive note, historically
good exporters have always adjusted their cost structure to fit new economic
realities and emerged as winners.
We are also pleased to note that the Fund marked its 10-year anniversary on
December 31, 2008. We would like to thank our shareholders for their ongoing
support, especially through some challenging markets. We are also excited to
start 2009 with the addition of Virgil Adams as Co-Manager of the Fund. Virgil
brings more than 10 years of Japanese investment experience to the Fund and
his expertise enhances our bottom-up stock picking efforts.

Matthews Japan Fund

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: JAPAN: 99.8%
Shares

Value

FINANCIALS: 24.5%
Real Estate Investment Trusts: 12.7%
United Urban Investment Corp., REIT
Tokyu REIT, Inc.
Japan Logistics Fund, Inc., REIT
Nomura Real Estate Office Fund, Inc., REIT
Global One Real Estate Investment Corp., REIT
MID Reit, Inc.
Advance Residence Investment Corp., REIT
LaSalle Japan REIT, Inc.
Fukuoka REIT Corp.
Premier Investment Corp., REIT
BLife Investment Corp., REIT
Starts Proceed Investment Corp., REIT
Japan Single-Residence REIT, Inc.
TGR Investment, Inc., REIT
Prospect Residential Investment Corp., REIT
LCP Investment Corp., REIT

528
304
267
233
171
669
365
771
152
183
287
778
704
438
590
616

1,306
3,302
81,800

Real Estate Management & Development: 3.0%
Daibiru Corp.
175,500
Funai Zaisan Consultants Co., Ltd.
2,409
Shoei Co., Ltd.
84,880

$2,087,780
1,887,157
1,620,807
1,516,048
1,430,794
1,285,439
1,141,948
684,986
615,286
579,480
557,285
538,478
500,864
435,850
392,233
377,230

3,138,336
1,073,848
681,093
4,893,277
1,872,589
987,972
877,938
3,738,499

Commercial Banks: 2.9%
Mitsubishi UFJ Financial Group, Inc.
The Sumitomo Trust & Banking Co., Ltd.
Chuo Mitsui Trust Holdings, Inc.

360,100
134,000
99,000

2,263,282
792,107
486,754
3,542,143

Consumer Finance: 1.4%
ORIX Corp.
Insurance: 0.5%
The Fuji Fire & Marine Insurance Co., Ltd.
Total Financials

Value

53,400
542,000
619,300
208,000
131,900

$3,827,274
2,422,334
2,417,273
2,356,999
1,682,584

INDUSTRIALS: 19.1%

15,651,665
Capital Markets: 4.0%
GCA Savvian Group Corp.
Monex Group, Inc.
Nomura Holdings, Inc.

Shares

32,270
412,000

1,842,646
618,566
30,286,796

Machinery: 10.3%
Fanuc, Ltd.
Mitsubishi Heavy Industries, Ltd.
Aichi Corp.
NGK Insulators, Ltd.
Komatsu, Ltd.

12,706,464
Construction & Engineering: 3.8%
Daimei Telecom Engineering Corp.
Toshiba Plant Systems & Services Corp.

281,000
198,000

2,624,035
2,028,235
4,652,270

Commercial Services & Supplies: 1.8%
Secom Co., Ltd.

42,800

2,208,586

275

2,147,702

310,000

1,915,889

Road & Rail: 1.7%
East Japan Railway Co.b
Marine: 1.5%
Mitsui OSK Lines, Ltd.
Total Industrials

23,630,911

INFORMATION TECHNOLOGY: 16.9%
Internet Software & Services: 5.6%
Gourmet Navigator, Inc.
Yahoo! Japan Corp.

1,422
7,680

3,817,731
3,151,212
6,968,943

Electronic Equipment & Instruments: 5.2%
Keyence Corp.
Murata Manufacturing Co., Ltd.
Hoya Corp.

17,870
37,800
73,800

3,672,499
1,482,192
1,289,005
6,443,696

Software: 4.4%
Nintendo Co., Ltd.

14,090

5,384,517

155,000

1,986,592

Office Electronics: 1.6%
Ricoh Co., Ltd.
Computers & Peripherals: 0.1%
Melco Holdings, Inc.

8,700

Total Information Technology

89,707
20,873,455

HEALTH CARE: 11.9%
Health Care Equipment & Supplies: 8.1%
Sysmex Corp.
So-net M3, Inc.
Terumo Corp.
Nakanishi, Inc.

85,700
745
54,000
28,300

3,123,140
2,552,971
2,529,654
1,793,742
9,999,507

Pharmaceuticals: 3.8%
Tsumura & Co.
Takeda Pharmaceutical Co., Ltd.
Total Health Care

104,500
16,700

3,878,820
870,443
4,749,263
14,748,770
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Schedule of Investmentsa (continued)
Common Equities (continued)
Shares

Value

Specialty Retail: 2.5%
Nitori Co., Ltd.
Diversified Consumer Services: 2.3%
Benesse Corp.

121,000
3,774

39,300

$2,649,313
1,336,082
3,985,395
3,058,362

65,700

2,419,284

Household Durables: 1.1%
Panasonic Corp.

107,000

1,315,269

92,500

672,587

Total Consumer Discretionary

14,326,005

CONSUMER STAPLES: 9.2%

$927,647
621,514

Total Materials

TOTAL INVESTMENTS: 99.8%

Cash and other assets,
less liabilities: 0.2%
NET ASSETS: 100.0%

1,549,161
123,377,541

115,300

4,288,254

Household Products: 3.2%
Pigeon Corp.

134,400

4,017,183

151,000

3,105,297
11,410,734

TELECOMMUNICATION SERVICES: 5.3%
Wireless Telecommunication Services: 5.3%
NTT DoCoMo, Inc.
1,665
Softbank Corp.
180,300

3,277,246
3,274,463

Total Telecommunication Services

6,551,709

$123,673,729

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Security was suspended from trading on December 31, 2008.

c

Cost for Federal income tax purposes is $148,366,745 and net unrealized
depreciation consists of:
$11,101,723

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . .

(36,090,927)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . .

($24,989,204)

REIT Real Estate Investment Trust		
See accompanying notes to financial statements.		

Total Consumer Staples

296,188

a

Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . .

Food Products: 3.5%
Unicharm Petcare Corp.
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20,100
76,300

2,875,108

531,000

Personal Products: 2.5%
Shiseido Co., Ltd.

Chemicals: 1.3%
Shin-Etsu Chemical Co., Ltd.
OHARA, Inc.

(Cost $146,639,314c)

Media: 2.0%
Toei Co., Ltd.

Leisure Equipment & Products: 0.5%
Noritsu Koki Co., Ltd.

Value

materials: 1.3%

CONSUMER DISCRETIONARY: 11.6%
Hotels, Restaurants & Leisure: 3.2%
Doutor Nichires Holdings Co., Ltd.
Pacific Golf Group International Holdings KK

Shares

ASIA Growth Strategies

Matthews Korea Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews Korea Fund fell
–52.66%, while its benchmark the Korea Composite Stock Price Index (KOSPI)
declined –58.98%. The final quarter of the year was the worst for the Korean
market with the KOSPI showing the year’s greatest decline. It dropped –31.46%
in the fourth quarter, while the Matthews Korea Fund declined –18.05%. The
Fund’s financial holdings helped it outperform the benchmark during the
fourth quarter.

PORTFOLIO MANAGERS
J. Michael Oh
Lead Manager
Michael B. Han, CFA
Co-Manager
Mark W. Headley
Co-Manager
fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MAKOX
1/3/95
$87.3 million
$2.75
46

Fiscal Year 2008 Ratios
Portfolio Turnover
28.70%1
Gross Expense Ratio 1.27%2
Benchmark
Korean Composite Stock Price Index
(KOSPI)
Redemption Fee
2% within first 90 calendar days
of purchase
Objective

As with most Asian markets in 2008, the year was a challenging one for Korean
equities. High inflation, weak consumer spending and a weak currency were
obstacles that plagued the country during the first half of the year. Korea’s
currency, the won, stayed weak throughout the year, ending with about a 30%
decline against the U.S. dollar to become one of the region’s worst performing
currencies. The steep depreciation caused many investors to worry about the
overall health of the Korean economy. Foreign selling during the year contributed to the won’s weakness and led to the KOSPI’s lowest level of foreign
ownership since 2001. We believe that there were many factors that negatively
influenced the won, including the year’s global credit crisis, Korea’s widening
trade account deficit, high energy prices and weak confidence in the Korean
government. The weak currency hurt some small companies in the Fund,
which were exposed to currency hedging products that went against the currency movement during the year.
Despite the rapid depreciation of the currency, we believe that the underlying
health of the Korean economy remains sound. In addition, a weak currency
could benefit the export sector, which makes up a large part of the Korean
economy.
During the first quarter, South Korea inaugurated Lee Myung Bak, the country’s first president with a business background. President Lee pledged to
cut taxes and speed up deregulation to encourage investment and economic
growth. The new government announced various policies, including favorable tax benefits on real estate transactions and a partial ban on short selling.
However, the measures showed only limited impact on the market during the
year, and conditions continued deteriorating into the second half as the credit
crisis spread globally.

Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80% of
its total net assets, which include borrowings for investment purposes, in
the common and preferred stocks of
companies located in South Korea.

During the year, our strategic decision to avoid cyclical sectors, which include
industries such as machinery and shipbuilding, served the Fund well. In
recent years, these industrial sector firms have led the Korean equity market,
doing well in part due to limited supply capacity and increasing demand
from emerging markets. While some of these firms showed impressive margin
expansion two years ago, we believed these margins were not sustainable
over the long term, especially given the increasing capacity within emerging
countries. As a result, we largely avoided investing in such cyclical companies.
When new orders slowed dramatically during 2008, especially in shipbuilding,
our underweight position in industrials benefited the portfolio.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.

During the year, telecommunication services made up the best performing
sector, in part due to the defensive nature of the business. Less competition
among wireless companies, following the rollout of third-generation (3G) wireless service, also benefited the sector. The Fund has added to the sector during
the year as we expect it to remain defensive and margins to improve next year.

Long-term capital appreciation.
strategy

2 Matthews Asia Funds does not charge 12b-1 fees. 

Financial sector holdings were the worst performers during the year, affected
by the global credit crisis. Korean banks were hurt the most as they struggled
(continued)
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performance as of December 31, 2008
Average Annual Total Returns

Matthews Korea Fund
Korean Composite Stock Price Index (KOSPI)3
Lipper Pacific ex Japan Funds Category Average5

3 Months

1 Year

3 Years

5 Years

10 Years

Inception
1/3/95

-18.05%
-31.46%
-20.73%

-52.66%
-58.98%
-50.11%

-14.00%
-14.76%
-3.02%

4.51%
4.60%
5.36%

11.68%
6.52%
7.59%

1.56%
-2.62%
3.72%4

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.
Growth of a $10,000 Investment Since Inception
$40,000

$30,000

$12,418

Matthews Korea Fund

$6,895

KOSPI

$17,830

Lipper Pacific ex Japan Funds Category Average4

$20,000

$10,000

$0
1/95

12/98

12/00

12/02

12/04

12/06

12/08

Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definition.
4 C
 alculated from 12/31/94.
5 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 6
Sector

Samsung Electronics Co., Ltd.
Samsung Fire & Marine Insurance Co., Ltd.
NHN Corp.
S1 Korea Corp.
Kiwoom Securities Co., Ltd.
Yuhan Corp.
SK Telecom Co., Ltd.
Samsung Securities Co., Ltd.
KB Financial Group, Inc.
Amorepacific Corp.
% OF ASSETS IN TOP TEN
6 H
 oldings may combine more than one security from same issuer and related depositary receipts.
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Information Technology
Financials
Information Technology
Industrials
Financials
Health Care
Telecom Services
Financials
Financials
Consumer Staples

% of Net Assets

6.6%
5.4%
4.6%
4.1%
4.1%
4.1%
3.9%
3.8%
3.8%
3.7%
44.1%

sector allocation (%)

Matthews Korea Fund
Portfolio Manager Commentary

(continued)

to refinance debts while liquidity in the global debt market dried up. We
believe further funding difficulties may persist over the next few quarters.
However, Korean banks may be helped by a US$30 billion currency swap deal
that South Korea struck with the U.S. Federal Reserve in late October. Two
months later, Korea also announced that it would expand its bilateral currency
swap facilities with Japan and China.
While financials performed poorly for most of the year, the sector managed to
pare back losses in the fourth quarter. It was the Fund’s financial holdings that
helped it outperform its benchmark during that period, especially commercial
banks and brokerage firms, which underperformed during the first half of the
year. We believe that the overall valuations for the country’s banking segment
remain more attractive than non-bank financial companies in the sector.
On a company basis, education services firm MegaStudy was the Fund’s biggest
contributor to performance. The company provides both online and inclassroom test-preparation courses to students in Korea. MegaStudy has been
a pioneer in online educational services, with dominant market share in the
high school and middle school segment. The education services sector has not
been greatly impacted by the global credit crisis, and spending on education
during the year remained relatively steady.

Financials
Consumer Discretionary
Information Technology
Consumer Staples
Health Care
Industrials
Telecom Services
Materials
Energy
Cash and Other Assets,
Less Liabilities

23.2
15.8
14.9
13.1
11.4
9.6
5.9
3.5
1.2
1.4

market cap exposure (%) 7
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)

31.9
29.0
37.6

Cash and Other Assets,
Less Liabilities

1.4

7 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.

NHN, a Korean online service provider, was the portfolio’s worst performer
during the year. The company suffered as the risk appetite for high-growth
firms waned and regulatory concerns over Internet portals in Korea increased.
However, NHN is still a national leader in Internet search and other online
services. It remained a core holding in the Fund as the company’s valuations
became even more attractive during the year.
Undoubtedly, the past year has been difficult. However, we remain focused on
finding companies that will benefit from the long-term growth of the Korean
economy. While we do not make short-term assumptions about the market,
we do believe that Korea offers one of the region’s most attractive valuations
and presents opportunities for long-term investors. We continue to avoid what
we consider to be cyclical companies and to look for companies that can sustain growth and earnings.
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December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: SOUTH KOREA: 97.5%
Shares

FINANCIALS: 23.2%
Commercial Banks: 8.8%
Shinhan Financial Group Co., Ltd.
KB Financial Group, Inc.b
Hana Financial Group, Inc.
KB Financial Group, Inc. ADRb

Insurance: 6.4%
Samsung Fire & Marine Insurance Co., Ltd.
Meritz Fire & Marine Insurance Co., Ltd.

132,417
97,337
76,142
24,639

114,708
66,251

30,900
300,840

Total Financials

$3,150,774
2,667,864
1,212,912
645,542

3,605,218
3,342,492
6,947,710
4,695,556
890,433
5,585,989
20,210,791

CONSUMER DISCRETIONARY: 15.8%
Auto Components: 3.3%
Hankook Tire Co., Ltd.
Hyundai Mobis

153,370
20,045

1,894,054
1,022,342
2,916,396

Media: 3.2%
Cheil Worldwide, Inc.
SBS Holdings Co., Ltd.b
Household Durables: 2.8%
LG Electronics, Inc.
Intelligent Digital Integrated Security
Co., Ltd.
Multiline Retail: 2.5%
Hyundai Department Store Co., Ltd.
Diversified Consumer Services: 1.6%
MegaStudy Co., Ltd.
Hotels, Restaurants & Leisure: 1.4%
Modetour Network, Inc.
Automobiles: 1.0%
Hyundai Motor Co.

11,720
65,870

1,829,698
960,850
2,790,548

7,448
65,581

$2,893,634
2,054,368
4,948,002

Personal Products: 3.7%
Amorepacific Corp.
Beverages: 2.2%
Hite Brewery Co., Ltd.

3,236,012

14,388

1,910,318

2,694

HEALTH CARE: 11.4%
Pharmaceuticals: 11.4%
Yuhan Corp.
Hanmi Pharmaceutical Co., Ltd.
Daewoong Pharmaceutical Co., Ltd.
LG Life Sciences Service Ltd.b

20,219
34,624
57,114
30,234

Total Health Care

9,943,698

Commercial Services & Supplies: 4.2%
S1 Korea Corp.

83,677

3,616,901

12,264
63,006

1,803,654
1,459,903
3,263,557

104,635

948,092

829,670
2,457,955

Machinery: 1.1%
JVM Co., Ltd.

2,224,028

Construction & Engineering: 0.6%
Hyundai Development Co.

19,565

146,089

1,232,114

518,004
8,346,554

Total Industrials
1,361,582

3,549,905
3,026,721
2,393,542
973,530

INDUSTRIALS: 9.6%

67,260

9,197

410,557
10,504,889

Total Consumer Staples

1,628,285

43,460

6,188

Household Products: 0.4%
LG Household & Health Care, Ltd.b

26,815

TELECOMMUNICATION SERVICES: 5.9%

26,253

840,024
13,822,647

Wireless Telecommunication Services: 5.2%
SK Telecom Co., Ltd.
SK Telecom Co., Ltd. ADR
KT Freetel Co., Ltd.b

10,409
94,400
44,150

Semiconductors &
Semiconductor Equipment: 6.6%
Samsung Electronics Co., Ltd.

15,872

5,786,778

Internet Software & Services: 6.2%
NHN Corp.b
Gmarket, Inc. ADRb

37,882
80,600

4,004,670
1,390,350
5,395,020

Electronic Equipment & Instruments: 2.1%
LG Display Co., Ltd. ADR
116,700
SFA Engineering Corp.
30,876

966,276
828,957
1,795,233
12,977,031

1,730,153
1,716,192
1,106,227
4,552,572

Diversified Telecommunication Services: 0.7%
KT Corp. ADR
23,700
KT Corp.
8,720

INFORMATION TECHNOLOGY: 14.9%
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Food & Staples Retailing: 5.7%
Shinsegae Co., Ltd.
Shinsegae Food Co., Ltd.

Industrial Conglomerates: 3.7%
Orion Corp.
Samsung Techwin Co., Ltd.

Total Consumer Discretionary

Total Information Technology

Value

CONSUMER STAPLES: 12.0%

7,677,092
Capital Markets: 8.0%
Kiwoom Securities Co., Ltd.
Samsung Securities Co., Ltd.

Shares

Value

Total Telecommunication Services

347,679
260,100
607,779
5,160,351

MATERIALS: 3.5%
Metals & Mining: 1.9%
POSCO ADR

21,900

1,647,975

Chemicals: 1.6%
LG Chem, Ltd.

23,856

1,373,263

Total Materials

3,021,238

Matthews Korea Fund

December 31, 2008

Schedule of Investmentsa (continued)
Common Equities: south korea (continued)
Shares

Value

Value

ENERGY: 1.2%

TOTAL INVESTMENTS: 98.6%

Oil, Gas & Consumable Fuels: 1.2%
GS Holdings Corp.

(Cost $103,136,696c)
50,077

Total Energy

$1,095,948
1,095,948

TOTAL COMMON EQUITIES

1,244,688
$87,253,135

NET ASSETS: 100.0%

PREFERRED EQUITIES: SOUTH KOREA: 1.1%
CONSUMER STAPLES: 1.1%

Total Consumer Staples

Cash and other assets,
less liabilities: 1.4%

85,083,147

(Cost $101,532,462)

Food Products: 1.1%
CJ CheilJedang Corp., 2nd Pfd.b

$86,008,447

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $103,466,610 and net unrealized
depreciation consists of:		
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . . 

6,893

925,300
925,300

$12,108,034

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . 

(29,566,197)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . .

($17,458,163)

ADR American Depositary Receipt

TOTAL PREFERRED EQUITIES
(Cost $1,604,234)

925,300

Pfd. Preferred
See accompanying notes to financial statements.		
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ASIA small company
strategy

Matthews Asia Small Companies Fund
Portfolio Manager Commentary
For the fourth quarter of 2008, the Matthews Asia Small Companies Fund
declined –19.91%, while its benchmark, the MSCI All Country Asia ex Japan
Small Cap Index, fell –24.16%. Since its inception on September 15, 2008, the
Fund fell –21.03% while its benchmark declined –31.39%. As of year-end, the
Fund had built out its portfolio to 52 holdings and was moving toward being
fully invested.

PORTFOLIO MANAGERS
Lydia So
Lead Manager
Noor Kamruddin
Co-Manager
fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MSMLX
9/15/08
$3.2 million
$7.89
52

Fiscal Year 2008 Ratios
Portfolio Turnover
3.10%1
Gross Expense Ratio 14.31% 2
After Contractual
Fee Waiver
2.00%2
Benchmark
MSCI All Country Asia ex Japan
Small Cap Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80%
of its total net assets, which include
borrowings for investment purposes,
in the common and preferred stocks
of small companies located in Asia,
excluding Japan.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 The Advisor has contractually agreed to waive
Matthews Asia Small Companies Fund’s fees and
reimburse expenses until August 31, 2010 to the
extent needed to limit total annual operating
expenses to 2.00%. Matthews Asia Funds does not
charge 12b-1 fees. 
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The Fund’s launch came at a challenging time in the midst of the year’s global
financial turmoil. Toward the second half of the year, investor confidence
waned and risk appetite diminished drastically across both developed and
emerging markets with the deepening of the U.S. credit crisis. In addition,
there were growing concerns over the resulting corporate failures, job losses
and global recessionary pressures. Investors generally perceive small companies to be less capable of weathering economic shocks and accessing capital
and credit to fund growth, and this perception contributed to sell-offs in
small caps. Selling pressure in Asian markets was especially acute among the
small-company universe; the MSCI All Country Asia ex Japan Small Cap Index
was down –59.25% in 2008, marking a larger loss than in large caps, which
declined –51.08%. Sell-offs were also indiscriminate—even quality small companies with strong fundamentals were battered.
In general, Asia’s small-company universe is less leveraged than it was just over
a decade ago during the Asian financial crisis. From the perspective of surviving a credit crunch, companies now seem less vulnerable. However, many
companies are indeed faced with serious challenges ahead given the global
economic slowdown, including overcapacity and a weakening demand for
their products both domestically and abroad. In line with this, we saw massive
cuts in earnings growth forecasts across sectors in the region during the year,
as well as a few notable bankruptcies.
During the launch of the Fund, we were mindful of the volatile market conditions but still set our sights on Asian companies with long-term, organic
growth potential. The Fund’s approach is to seek companies with a domestic
growth profile. We have a bias toward companies with strong balance sheets
and the ability to generate cash flow. In 2008, our bottom-up stock picking
process resulted in the Fund’s overweight in China and India, markets in
which we tended to find a diverse selection of fast-growing companies. Since
these markets have seen sharp corrections, valuations have become much
more reasonable and attractive compared to 2007 levels.
By sector, the Fund was overweight in industrials, consumer discretionary
and health care. As regional household incomes grow, we believe that Asian
consumers will be able to spend more on goods and services. In our view, companies that are positioned to supply services and related infrastructure to Asian
consumers should benefit from this long-term trend. Conversely, the Fund has
generally shied away from commodity-related sectors, which we believe have
cyclical growth and volatile profitability profiles, as they tend to be tied to
sharp movements in commodity prices.
With such a sharp market correction during the fourth quarter of the year,
there were few safe havens. At Matthews, we strongly believe that it is impractical to attempt to time market cycles, and thus we adopt a discipline of being
fully invested over longer horizons, and try to stay focused on picking companies with strong fundamentals that can weather the storms and survive in
difficult environments. The Fund’s outperformance relative to its benchmark
(continued)

performance as of December 31, 2008
Annual Return, Not Annualized

Matthews Asia Small Companies Fund
MSCI All Country Asia ex Japan Small Cap Index3
Lipper Pacific ex Japan Funds Category Average4

3 Months

Since Inception
9/15/08

-19.91%
-24.16%
-20.73%

-21.03%
-31.39%
-20.73%5

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.
The performance data does not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definitions.
4 The Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.
5 C
 alculated from 9/30/08.

top ten holdings 6
Country

MegaStudy Co., Ltd.
Shandong Weigao Group Medical Polymer Co., Ltd.
Asian Paints, Ltd.
Zhuzhou CSR Times Electric Co., Ltd.
Towngas China Co., Ltd.
Hankook Tire Co., Ltd.
St. Shine Optical Co., Ltd.
Kiwoom Securities Co., Ltd.
Sino-Ocean Land Holdings, Ltd.
New Oriental Education & Technology Group, Inc.
% OF ASSETS IN TOP TEN

South Korea
China/Hong Kong
India
China/Hong Kong
China/Hong Kong
South Korea
Taiwan
South Korea
China/Hong Kong
China/Hong Kong

% of Net Assets

3.6%
3.5%
3.2%
3.1%
2.8%
2.7%
2.7%
2.7%
2.5%
2.5%
29.3%

6 H
 oldings may combine more than one security from same issuer and related depositary receipts.
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country allocation (%)
China/Hong Kong
India
Taiwan
South Korea
Singapore
Malaysia

Matthews Asia Small Companies Fund
31.2
21.1
15.2
13.5
9.3
1.4

Cash and Other Assets,
Less Liabilities

8.3

sector allocation (%)
Industrials
Consumer Discretionary
Information Technology
Financials
Health Care
Consumer Staples
Materials
Utilities

24.0
21.1
13.3
11.0
9.6
6.6
3.3
2.8

Cash and Other Assets,
Less Liabilities

8.3

market cap exposure (%) 7,8
Mid Cap ($1B–$5B)
Small Cap (under $1B)
Cash and Other Assets,
Less Liabilities

19.6
72.1
8.3

7 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.
8 T
 he Fund defines Small Companies as companies
with market capitalization generally between $100
million and $3 billion.
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Portfolio Manager Commentary

(continued)

was due in part to a higher cash balance as we patiently built up positions in
our holdings. Another positive factor was our stock selection in the consumer
discretionary, industrials, financials and health care sectors.
On a company basis, two holdings that illustrate our approach were Shandong
Weigao in China and Asian Paints in India. One of China’s largest medical
product companies, Shandong Weigao, focuses on single-use medical items
such as syringes, blood bags and infusion sets. Currently, China spends only
about 4.5% of GDP in health care, compared to 8–14% in other developed
countries. As China continues to invest in and improve upon its health
care infrastructure, this company should be well-positioned to benefit from
increased demand for these medical products among China’s growing middle
class. We believe the firm should also be less affected by global economic
slowdowns.
Asian Paints, which dominates the decorative paint market in India, has a
long and strong track record. Compared to its competitors, it has excelled in
branding and distribution, and enjoyed earnings growth north of 20% in the
past several years. Paint consumption per capita in India is amongst the lowest
in the world, and thus the company has ample headroom for growth in light
of the country’s trend of urbanization. However, the company may face some
short-term headwinds as India’s economic growth and consumer demand
moderate. Nonetheless, we are still attracted to the company’s competitive
advantage over its peers and its reach to the growing Indian consumer
population.
Looking ahead, we expect growth momentum among Asia’s small companies
to moderate in the near term, and some firms may not manage to survive the
downturn. However, we remain positive about the region’s small companies,
especially those that are nimble and entrepreneurial. We believe that companies with strong fundamentals will emerge as winners as industries consolidate. It is our goal to seek opportunities in those companies likely to come
out ahead rather than make short-term trading bets to drive performance. At
its core, the Fund aims to identify companies with solid management teams
capable of building value and delivering sustainable growth, especially within
domestic markets. Investing in Asia’s small companies requires patience and
conviction, but we are confident that the Fund is positioned to take advantage
of the region’s long-term growth.

Matthews Asia Small Companies Fund

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: 91.7%
Shares

Value

CHINA/HONG KONG: 31.2%
Shandong Weigao Group Medical
Polymer Co., Ltd. H Shares
Zhuzhou CSR Times Electric Co., Ltd.
H Shares
Towngas China Co., Ltd.b
Sino-Ocean Land Holdings, Ltd.
New Oriental Education & Technology
Group, Inc. ADRb
Kingdee International Software Group
Co., Ltd.
Ctrip.com International, Ltd. ADR
Dalian Port PDA Co., Ltd. H Shares
Uni-President China Holdings, Ltd.b
Times, Ltd.
Golden Eagle Retail Group, Ltd.
Minth Group, Ltd.
China Green Holdings, Ltd.
Sina China Corp.b
Mindray Medical International, Ltd. ADR
Ajisen China Holdings, Ltd.

$109,591

120,000
453,000
174,500

97,332
90,007
79,706

1,450

79,619

Total South Korea

604,000
2,500
216,000
200,000
196,000
72,000
116,000
57,000
1,800
2,100
68,000

62,848
59,500
54,699
52,151
51,979
50,671
46,655
45,588
41,670
37,800
31,830

SINGAPORE: 9.3%

772
6,910
2,683
28,126
2,700
4,663

$114,292
85,335
84,325
58,348
46,575
39,328
428,203

Singapore Airport Terminal Services, Ltd.
Tat Hong Holdings, Ltd.
Armstrong Industrial Corp., Ltd.
Riverstone Holdings, Ltd.
Keppel Land, Ltd.
Goodpack, Ltd.

293,518

Total Singapore

MALAYSIA: 1.4%
JobStreet Corp. BHD

991,646

Total Malaysia

103,101
75,036
70,882
61,359
59,432
53,896
49,397
39,010
32,931
31,904
29,041
26,809
24,463
10,732

(Cost $3,074,817c)

667,993

76,335
71,581
55,881
36,162
33,274
20,285

78,000
151,000
667,000
104,000
28,000
35,000

44,627

120,300

44,627

TOTAL INVESTMENTS: 91.7%
5,592
1,483
11,540
4,817
34,269
13,785
6,906
16,253
4,459
30,207
10,889
18,279
6,579
12,754

Total India

2,909,607

Cash and other assets,
less liabilities: 8.3%

263,751
$3,173,358

NET ASSETS: 100.0%
a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $3,075,148 and net unrealized
depreciation consists of:
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . 

$145,770

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . 

(311,311)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . . . .

($165,541)

ADR American Depositary Receipt
BHD Berhad

TAIWAN: 15.2%

Total Taiwan

MegaStudy Co., Ltd.
Hankook Tire Co., Ltd.
Kiwoom Securities Co., Ltd.
NICE e-Banking Services Co., Ltd.
Gmarket, Inc. ADRb
Modetour Network, Inc.

72,000

INDIA: 21.1%

St. Shine Optical Co., Ltd.
Richtek Technology Corp.
Formosa International Hotels Corp.
Zinwell Corp.
Everlight Electronic Co., Ltd.
Synnex Technology International Corp.
Shin Zu Shing Co., Ltd.
104 Corp.
Chroma ATE, Inc.

Value

SOUTH KOREA : 13.5%

Total China/Hong Kong

Asian Paints, Ltd.
CRISIL, Ltd.
Glenmark Pharmaceuticals, Ltd.b
Container Corp. of India, Ltd.
Dabur India, Ltd.
Sintex Industries, Ltd.
Jain Irrigation Systems, Ltd.
Rolta India, Ltd.
Kotak Mahindra Bank, Ltd.
India Infoline, Ltd.
ICSA India, Ltd.
HT Media, Ltd.
Sun TV Network, Ltd.
Unitech, Ltd.

Shares

26,000
19,000
6,000
47,000
39,000
46,000
17,000
19,000
44,000

85,084
76,319
60,079
52,451
51,724
47,971
42,832
39,227
27,933

See accompanying notes to financial statements.		
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ASIA specialty strategy

Matthews Asian Technology Fund
Portfolio Manager Commentary
For the year ending December 31, 2008, the Matthews Asian Technology Fund
fell –51.94%, while its benchmark, the MSCI/Matthews Asian Technology
Index, declined –39.85%. For the fourth quarter, the Fund was down –24.40%
while its benchmark fell –14.35%.

PORTFOLIO MANAGERS
J. Michael Oh
Lead Manager
Lydia So
Co-Manager
Note: Managers shown reflect changes effective
January 1, 2009.

fund facts
Ticker
Inception Date
Assets
NAV
Total # of Positions

MATFX
12/27/99
$74.5 million
$4.71
50

Fiscal Year 2008 Ratios
Portfolio Turnover
44.84%1
Gross Expense Ratio 1.33%2
Benchmark
MSCI/Matthews Asian Technology Index
Redemption Fee
2% within first 90 calendar days
of purchase
Objective
Long-term capital appreciation.
strategy
Under normal market conditions, the
Fund seeks to achieve its investment
objective by investing at least 80%
of its total net assets, which include
borrowings for investment purposes,
in the common and preferred stocks
of companies located in Asia that
derive more than 50% of their
revenues from the sale of products
or services in technology-related
industries and services.

1 The lesser of fiscal year 2008 long-term purchase
costs or sales proceeds divided by the average
monthly market value of long-term securities.
2 Matthews Asia Funds does not charge 12b-1 fees. 
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The year marked a very difficult period for Asia’s technology firms, which
were hurt by the global credit crisis and worsening U.S. demand outlook for IT
products. We are obviously disappointed in the Fund’s performance this past
year and appreciate the ongoing support of shareholders. However, we remain
confident in our core belief that there are long-term opportunities in a broad
range of technology industries that are poised to benefit from growing demand
among Asian consumers.
The Fund’s emphasis on Internet companies and relative lack of exposure to
telecommunications firms were the main detractors from performance this
year. While Internet companies have benefited the Fund in the past, the sector
suffered in 2008 as investors sold off these stocks to capture gains. Additionally, the Fund has historically been underweight in the telecommunications
sector. This hurt performance in 2008.
Against this backdrop, Fund performance was hurt most by two Internet holdings: China’s Baidu and Korea’s NHN. Based in Beijing, Baidu is a leader in its
field, but during the year investors took gains following the stock’s significant
appreciation. The company also faced some headwinds after media reports
suggested that it failed to prevent false medical information and controversial
websites from reaching Internet users in China. We believe, however, that
Baidu has a strong understanding of the domestic market. Baidu has since
reacted more strongly than its foreign competition to concerns by regulators
and the media over aggressive online marketing practices. Its understanding of
these concerns, and the relationship the company has with the government,
is potentially a competitive advantage for Baidu.
NHN, Korea’s largest Internet company, also detracted from Fund performance.
The firm was hurt by regulatory concerns over its online news service and
slower-than-expected growth in its search business. However, the overall
growth of the company remains healthy, and its other divisions, such as
e-commerce and gaming, are performing well. As the domestic economy
recovers, we believe that growth in the search industry should also rebound.
As the first country in the region to commercialize online gaming, Korea
has been a leader in the Internet industry and we continue to believe it will
remain innovative.
Although battered in 2008, Internet firms have traditionally been perceived
to be less affected by global technology cycles and have benefited Fund
performance in the past. We continue to believe in their long-term potential
as online penetration in the region continues to improve. For example, the
number of Internet users grew by about 40% in China last year to nearly 300
million. China’s Internet industry is still at an early stage compared to other
developed countries in terms of its market size and full potential. Though
penetration is still low in emerging markets, such as India and Indonesia, the
growth has been solid.
As fixed-line operators strongly outperformed the broad technology space in
2009, the Fund’s underweight in this sector hurt Fund performance. However,
during the year, the Fund increased positions in high-yielding wireless
(continued)

performance as of December 31, 2008
Average Annual Total Return

Matthews Asian Technology Fund
MSCI/Matthews Asian Technology Index3
Lipper Science and Technology Funds Category Average5

3 Months

1 Year

3 Years

5 Years

Since Inception
12/27/99

-24.40%
-14.35%
-26.43%

-51.94%
-39.85%
-47.83%

-10.32%
-8.77%
-12.57%

-0.50%
-0.90%
-5.87%

-7.46%
-10.44%4
-11.33%4

Performance assumes reinvestment of all dividends and/or distributions before taxes. All performance quoted represents past performance
and is no guarantee of future results. Investment return and principal value will fluctuate with market conditions so that when redeemed,
shares may be worth more or less than their original cost. Current performance may be lower or higher than the return figures quoted. Returns
would have been lower if certain of the Fund’s fees and expenses had not been waived. For the Fund’s most recent month-end performance visit
matthewsasia.com.

Growth of a $10,000 Investment Since Inception
$15,000

$10,000

$4,975

Matthews Asian Technology Fund

$3,704

MSCI/Matthews Asian Technology Index3,4

$3,450

Lipper Science and Technology Funds
Category Average 4,5

$5,000

$0
12/99

12/00

12/02

12/04

12/06

12/08

Plotted monthly. The performance data and graph do not reflect the deduction of taxes that a shareholder would pay on dividends, capital gain distributions or redemption of Fund
shares. Values are in US$.
3 It is not possible to invest directly in an index. Source: Index data from Morgan Stanley Capital Management; total return calculations performed by PNC Global Investment
Servicing (U.S.) Inc. Please see page 87 for index definition.
4 C
 alculated from 12/31/99.
5 T
 he Lipper Category Average does not reflect sales charges and is based on total return, including reinvestment of dividends and capital gains for the stated periods.

top ten holdings 6
Country

Baidu.com, Inc.
NHN Corp.
Nintendo Co., Ltd.
China Mobile, Ltd.
Samsung Electronics Co., Ltd.
New Oriental Education & Technology Group, Inc.
Ctrip.com International, Ltd.
Tencent Holdings, Ltd.
Bharti Airtel, Ltd.
Taiwan Semiconductor Manufacturing Co., Ltd.
% OF ASSETS IN TOP TEN

China/Hong Kong
South Korea
Japan
China/Hong Kong
South Korea
China/Hong Kong
China/Hong Kong
China/Hong Kong
India
Taiwan

% of Net Assets

4.3%
4.3%
3.8%
3.8%
3.5%
3.5%
3.5%
3.3%
3.1%
3.0%
36.1%

6 H
 oldings may combine more than one security from same issuer and related depositary receipts.
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country allocation (%)
China/Hong Kong
Japan
South Korea
Taiwan
India
Indonesia
Thailand
Cash and Other Assets,
Less Liabilities

Matthews Asian Technology Fund
31.7
20.7
19.1
14.0
10.2
2.4
1.6
0.3

sector allocation (%)
Information Technology
Telecom Services
Consumer Discretionary

55.7
17.4
16.3

Health Care
Industrials
Materials
Cash and Other Assets,
Less Liabilities

5.0
3.5
1.8
0.3

market cap exposure (%) 7
Large Cap (over $5B)
Mid Cap ($1B–$5B)
Small Cap (under $1B)
Cash and Other Assets,
Less Liabilities

51.9
26.2
21.5
0.3

7 S
 ource: FactSet Research Systems. Percentage
values in data are rounded to the nearest tenth of
one percent; the values may not sum to 100% due
to rounding.

Portfolio Manager Commentary

(continued)

telecommunications based on the growth potential we see in wireless usage.
In fact, the Fund’s two best performers were telecom firms Softbank and ZTE.
Softbank, Japan’s third-largest wireless telecom services provider, gained
market share with a good selection of mobile handsets and attractive pricing
plans. ZTE, one of the largest telecom equipment manufacturers in China,
benefited from expectations for increased capital spending as the country continued to restructure the sector. The Chinese government has been supporting
a homegrown wireless communication technology known as Time DivisionSynchronous Code Division Multiple Access (TD-SCDMA) and recently
selected TD-SCDMA as one of China’s next wireless technologies. Domestic
telecommunications equipment companies such as ZTE are well-positioned to
benefit from the development of this new platform.
Technology hardware and semiconductor sectors also suffered in 2008. Growth
in U.S. demand for consumer electronics during the 2008 holiday season was
the weakest in decades and worsened already negative sector sentiment. As the
U.S. market is the largest market for technology products, the slowdown had
a significant direct impact on Asian technology manufacturers. The slowing
demand has also spread to other developed countries, adding to concerns that
the downturn may deepen further.
Semiconductor industries are also undergoing one of the worst cycles in recent
years, and many companies are cutting capacity and capital expenditure. However, these recent cuts may enhance profitability in the short term, and the
surviving semiconductor firms should be better positioned to be more efficient
and benefit from a recovery.
Overall, valuations in Asian technology are at levels we have not seen in years.
Looking ahead, the depth of the global credit crisis and its full impact on the
Asian technology sector remains to be seen. Nevertheless, we continue to see
long-term growth prospects in the sector, particularly those related to domestic consumption in Asia. We hold firm to our belief that Asia offers exciting
growth prospects for quality technology companies, and we remain focused
on finding firms that can benefit from long-term growth opportunities in the
region. We appreciate your ongoing support.
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Matthews Asian Technology Fund

December 31, 2008

Schedule of Investmentsa
COMMON EQUITIES: 99.7%
Shares

Value

24,300
55,000

$3,172,851
2,796,750

47,800
109,200
381,400
99,100
569,400

2,624,698
2,598,960
2,478,234
1,783,800
1,504,293

11,940,000
71,524

1,242,387
1,233,789

1,858,000
48,500
3,554,000
281,400

1,174,306
1,122,775
976,316
927,469

CHINA/HONG KONG: 31.7%
Baidu.com, Inc. ADRb
China Mobile, Ltd. ADR
New Oriental Education & Technology
Group, Inc. ADRb
Ctrip.com International, Ltd. ADR
Tencent Holdings, Ltd.
Mindray Medical International, Ltd. ADR
ZTE Corp. H Shares
Kingdee International Software Group
Co., Ltd.
Perfect World Co., Ltd. ADRb
China Communications Services Corp.,
Ltd. H Shares
Sina China Corp.
Lenovo Group, Ltd.
ASM Pacific Technology, Ltd.
b

23,636,628

JAPAN: 20.7%
7,485
5,278
88,700
19,900
114,000
265,000
1,927
166
40,300
62,000
11,900

Total Japan

2,860,405
2,165,638
1,610,898
1,426,269
1,368,293
1,348,630
1,226,910
1,018,958
881,438
794,637
754,259
15,456,335

SOUTH KOREA: 19.1%
NHN Corp.b
Samsung Electronics Co., Ltd.
MegaStudy Co., Ltd.
Gmarket, Inc. ADRb
LG Electronics, Inc.
JVM Co., Ltd.
SK Telecom Co., Ltd. ADR
LG Display Co., Ltd. ADR
SFA Engineering Corp.
Hynix Semiconductor, Inc.b
Total South Korea

Value

1,649,854
1,008,550
241,789
107,000
610,000
239,000
893,000
772,000

$2,251,193
1,988,620
1,635,342
1,074,050
982,590
960,014
931,272
589,899

TAIWAN: 14.0%

Total China/Hong Kong

Nintendo Co., Ltd.
Yahoo! Japan Corp.
Softbank Corp.
Fanuc, Ltd.
Nikon Corp.
Toray Industries, Inc.
Rakuten, Inc.b
Mixi, Inc.b
Sony Corp.
Ricoh Co., Ltd.
Nakanishi, Inc.

Shares

30,004
7,251
10,158
71,200
19,579
127,450
62,900
130,600
29,315
60,050

3,171,852
2,643,645
1,503,854
1,228,200
1,188,894
1,154,818
1,143,522
1,081,368
787,048
329,124
14,232,325

Taiwan Semiconductor Manufacturing
Co., Ltd.
Hon Hai Precision Industry Co., Ltd.
MediaTek, Inc.
HTC Corp.
Chunghwa Telecom Co., Ltd.
Richtek Technology Corp.
Synnex Technology International Corp.
Wistron Corp.

10,412,980

Total Taiwan

INDIA: 10.2%
Bharti Airtel, Ltd.b
Infosys Technologies, Ltd.
Glenmark Pharmaceuticals, Ltd.b
Rolta India, Ltd.
Television Eighteen India, Ltd.
Info Edge India, Ltd.

156,265
67,009
194,368
442,984
400,637
85,558

2,303,473
1,553,012
1,193,857
1,063,228
735,012
725,039
7,573,621

Total India

INDONESIA: 2.4%
PT Telekomunikasi Indonesia ADR

71,600

1,795,012
1,795,012

Total Indonesia

THAILAND: 1.6%
Advanced Info Service Public Co., Ltd.

506,100

1,176,156
1,176,156

Total Thailand

TOTAL INVESTMENTS: 99.7%

74,283,057

(Cost $103,747,618 )
c

Cash and other assets,
less liabilities: 0.3%
NET ASSETS: 100.0%

193,267
$74,476,324

a

Certain securities were fair valued under the discretion of the Board of Trustees
(Note 1-A).

b

Non–income producing security.

c

Cost for Federal income tax purposes is $105,896,330 and net unrealized
depreciation consists of:
Gross unrealized appreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

$ 4,870,773

Gross unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . 

(36,484,046)

Net unrealized depreciation. . . . . . . . . . . . . . . . . . . . . . . . . . .

($31,613,273)

ADR American Depositary Receipt
See accompanying notes to financial statements.		
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Disclosure of Fund Expenses
We believe it is important for you to understand the
impact of fees regarding your investment. All mutual
funds have operating expenses. As a shareholder of a
mutual fund, you incur ongoing costs, which include
costs for portfolio management, administrative
services, and shareholder reports (like this one), among
others. Operating expenses, which are deducted from a
fund’s gross income, directly reduce the investment
return of the fund. A fund’s operating expenses are
expressed as a percentage of its average net assets. This
figure is known as the expense ratio. The following
examples are intended to help you understand the
ongoing fees (in dollars) of investing in your fund and
to compare these costs with those of other mutual
funds. The examples are based on an investment of
$1,000 made at the beginning of the period shown and
held for the entire period.
This table illustrates your fund’s costs in two ways:
Actual Fund Return: This section helps you to estimate the actual operating expenses, after any applicable fee waivers, that you paid over the period. The
“Ending Account Value” shown is derived from the
fund’s actual return for the past six month period, the
“Expense Ratio” column shows the period’s annualized expense ratio, and the “Operating Expenses Paid
During Period” column shows the dollar amount that
would have been paid by an investor who started with
$1,000 in the fund at the beginning of the period.
You may use the information here, together with your
account value, to estimate the expenses that you paid
over the period. To do so, simply divide your account
value by $1,000 (for example, an $8,600 account value
divided by $1,000 = 8.6), then multiply the result by
the number given for your fund in the first line under
the heading entitled “Operating Expenses Paid During
Period.”
Hypothetical 5% Return: This section is intended to
help you compare your fund’s costs with those of other
mutual funds. It assumes that the fund had an annual
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(Unaudited)

return of 5% before operating expenses, but that the
expense ratio is unchanged. In this case, because the
return used is not the fund’s actual return, the results
do not apply to your investment. This example is
useful in making comparisons to other mutual funds
because the Securities and Exchange Commission
requires all mutual funds to calculate expenses based
on an assumed 5% annual return. You can assess your
fund’s costs by comparing this hypothetical example
with the hypothetical examples that appear in shareholder reports of other funds.
Please note that the operating expenses shown
in the table are meant to highlight and help you
compare your ongoing costs only and do not reflect
any transactional costs such as sales charges (loads),
redemption fees, or exchange fees. The Funds generally assess a redemption fee of 2.00% of the total
redemption proceeds if you sell or exchange your
shares within 90 calendar days after purchasing them.
The redemption fee is paid directly to the Funds and
is designed to discourage frequent short-term trading
and to offset transaction costs associated with such
trading of Fund shares. For purposes of detemining
whether the redemption fee applies, the shares that
have been held the longest will be redeemed first.
The Funds may grant exemption from the redemption fee when the Funds have previously received
assurances that transactions do not involve market
timing activity. The Funds may also waive the imposition of redemption fees in certain circumstances.
For more information on this policy, please see the
Funds’ prospectus.
The Matthews Asia Funds do not charge any sales
loads, exchange fees, or 12b-1 fees, but these may be
present in other funds to which you compare this data.
Therefore, the hypothetical portions of the table are
useful in comparing ongoing costs only, and will not
help you determine the relative total costs of owning
different funds.

December 31, 2008

Beginning Account
Value 7/01/08

Ending Account
Value 12/31/08

Expense Ratio1

Operating Expenses
Paid During Period
7/1/08–12/31/082

Matthews Asian Growth and Income Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$738.70
$1,019.20

1.18%
1.18%

$5.16
$5.99

Matthews Asia Pacific Equity Income Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$776.50
$1,018.00

1.42%
1.42%

$6.34
$7.20

Matthews Asia Pacific Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$739.30
$1,019.00

1.22%
1.22%

$5.33
$6.19

Matthews Pacific Tiger Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$666.90
$1,019.51

1.12%
1.12%

$4.69
$5.69

Matthews China Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$671.70
$1,018.95

1.23%
1.23%

$5.17
$6.24

Matthews India Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$601.60
$1,018.60

1.30%
1.30%

$5.23
$6.60

Matthews Japan Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$772.50
$1,019.10

1.20%
1.20%

$5.35
$6.09

Matthews Korea Fund
Actual Fund Return
Hypothetical 5% Return

$1,000.00
$1,000.00

$623.60
$1,018.50

1.32%
1.32%

$5.39
$6.70

$1,000.00
$1,000.00

$789.70
$1,008.77

2.00%
2.00%

$5.23
$5.87

$1,000.00
$1,000.00

$616.50
$1,017.90

1.44%
1.44%

$5.85
$7.30

ASIA GROWTH AND INCOME STRATEGIES

ASIA GROWTH STRATEGIES

ASIA SMALL COMPANY STRATEGY
Matthews Asia Small Companies Fund
Actual Fund Return3
Hypothetical 5% Return

ASIA SPECIALTY STRATEGY
Matthews Asian Technology Fund
Actual Fund Return
Hypothetical 5% Return
1

Annualized, based on the Fund’s most recent fiscal half-year expenses.

2

Operating expenses are equal to the Fund’s annualized expense ratio multiplied by the average acount value over the period, multiplied by the number of days in the most recent
fiscal half-year, then divided by 366.

3

Inception Return.
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Statements of Assets and Liabilities
Matthews Asian
Growth and
Income Fund

Matthews Asia
Pacific Equity
Income Fund

Matthews Asia
Pacific Fund

$1,056,261,063

$137,632,826

$164,917,541

9,716,209

—

2,904,038

1,065,977,272

137,632,826

167,821,579

15,965,064

4,305,474

—

—

—

—

3,871,333

592,199

337,524

ASSETS:
Investments at value (A) (Note 1-A and 5):
Unaffiliated issuers
Affiliated issuers
Total investments
Cash
Foreign currency at value (B)
Dividends and interest receivable
Receivable for securities sold

5,711,763

—

1,025,328

Receivable for capital shares sold

9,424,523

1,263,324

612,298

Due from Advisor (Note 3)

—

—

—

Deferred offering costs (Note 1-E)

—

—

—

Prepaid expenses and other assets

23,286

21,123

17,528

1,100,973,241

143,814,946

169,814,257

TOTAL ASSETS
LIABILITIES:
Payable for securities purchased

4,345,448

948,019

—

Payable for capital shares redeemed

5,650,620

755,248

1,298,146

Cash overdraft

—

—

201,452

Deferred tax liability (Note 1-D)

—

—

—

625,972

46,206

100,762

Due to Advisor (Note 3)
Administration and accounting fees payable
Administration and shareholder servicing fees payable
Custodian fees payable
Accrued expenses payable
TOTAL LIABILITIES
NET ASSETS
SHARES OUTSTANDING:
(shares of beneficial interest issued and outstanding, respectively,
unlimited number of shares authorized with a $0.001 par value)
Net asset value, offering price and redemption price

32,733

3,024

5,339

252,163

27,377

40,319

59,787

13,227

13,449

294,440

70,366

123,909

11,261,163

1,863,467

1,783,376

$1,089,712,078

$141,951,479

$168,030,881

94,789,782

16,482,527

16,756,466

$11.50

$8.61

$10.03

$1,334,411,030

$163,013,181

$247,522,628

370,442

2,965,080

NET ASSETS CONSIST OF:
Capital paid-in
Undistributed (distributions in excess of) net investment income
Undistributed/accumulated net realized gain (loss) on investments
and foreign currency related transactions
Net unrealized depreciation on investments, foreign currency
transactions and deferred taxes
NET ASSETS

(5,209,901)
(31,513,940)
(207,975,111)

(5,604,869)
(15,827,275)

(44,075,726)
(38,381,101)

$1,089,712,078

$141,951,479

$168,030,881

$1,237,900,043

$153,469,206

$191,688,428

36,051,674

—

14,514,640

$1,273,951,717

$153,469,206

$206,203,068

$—

$—

$—

(A) Investments at cost:
Unaffiliated issuers
Affiliated issuers
Total investments at cost
(B) Foreign currency at cost

See accompanying notes to financial statements.
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December 31, 2008

Matthews Pacific
Tiger Fund

Matthews
China Fund

Matthews
India Fund

Matthews
Japan Fund

Matthews
Korea Fund

Matthews Asia
Small Companies
Fund

Matthews Asian
Technology
Fund

$1,194,241,526

$744,893,419

$318,349,813

$123,377,541

$86,008,447

$2,909,607

$74,283,057

—

28,710,755

—

—

—

—

—

1,194,241,526

773,604,174

318,349,813

123,377,541

86,008,447

2,909,607

74,283,057

2,736,137

6,417,237

—

—

197,024

146,744

32,196

686,276

1

1,975,183

—

—

70,473

331,843

2,758,414

973,051

324,886

688,353

797,359

4,998

160,747

7,539,806

2,225,354

2,214,559

1,481,772

419,239

—

822,861

5,967,122

2,443,837

677,613

672,887

246,149

153,998

55,517

—

—

—

—

—

31,141

—

—

—

—

—

—

33,276

—

11,976

12,610

47,752

5,152

7,282

1,802

11,970

1,213,941,257

785,676,264

323,589,806

126,225,705

87,675,500

3,352,039

75,698,191

—

—

—

325,819

—

126,970

294,580

9,844,972

3,584,268

3,317,538

2,022,360

273,347

303

765,598

—

—

2,125,068

6,977

—

—

—

171,388

—

—

—

—

3,814

—

699,761

448,970

190,084

72,909

46,237

—

43,543

39,180

22,021

10,078

3,861

2,321

71

2,268

261,092

182,851

78,085

29,115

18,069

582

17,803

106,268

29,527

54,331

7,899

7,539

9,094

13,759

378,052

304,150

298,617

83,036

74,852

37,847

84,316

11,500,713

4,571,787

6,073,801

2,551,976

422,365

178,681

1,221,867

$1,202,440,544

$781,104,477

$317,516,005

$123,673,729

$87,253,135

$3,173,358

$74,476,324

108,844,588

54,474,949

37,921,703

12,135,597

31,688,869

402,324

15,801,976

$11.05

$14.34

$8.37

$10.19

$2.75

$7.89

$4.71

$1,653,091,344

$1,044,151,336

$568,188,187

$199,844,397

$100,307,656

$3,391,611

$138,107,093

1,213,496

—

6,470

—

(500,264)
(172,722,735)
(277,427,801)

58,882
(18,374,596)

(71,501)
(40,564,815)

(54,141,107)
(23,243,057)

4,070,118
(17,124,639)

(55,693)
(169,030)

(34,165,159)

(244,731,145)

(210,035,866)

$1,202,440,544

$781,104,477

$317,516,005

$123,673,729

$87,253,135

$3,173,358

$74,476,324

(29,465,610)

$1,471,509,797

$988,462,216

$528,346,208

$146,639,314

$103,136,696

$3,074,817

$103,747,618

—

29,873,247

—

—

—

—

—

$1,471,509,797

$1,018,335,463

$528,346,208

$146,639,314

$103,136,696

$3,074,817

$103,747,618

$686,279

$1

$1,976,196

$—

$—

$70,922

$333,271
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Statements of Operations
Matthews Asian
Growth and
Income Fund

Matthews Asia
Pacific Equity
Income Fund

Matthews Asia
Pacific Fund

$66,872,320

$4,982,035

$7,674,372

832,294

—

107,679

Interest

14,423,566

22,051

Foreign withholding tax

(4,188,136)

INVESTMENT INCOME:
Dividends—Unaffiliated Issuers
Dividends—Affiliated Issuers (Note 5)

TOTAL INVESTMENT INCOME

(348,035)

—
(513,427)

77,940,044

4,656,051

7,268,624

12,362,781

636,250

2,324,677

323,267

16,724

60,755

4,500,879

222,553

829,397

Custodian fees

513,992

55,234

122,168

Insurance fees

38,971

1,361

8,287

Printing fees

237,806

31,535

112,689

Professional fees

121,144

49,397

64,049

EXPENSES:
Investment advisory fees (Note 3)
Administration and accounting fees (Note 3)
Administration and shareholder servicing fees (Note 3)

Registration fees
Transfer agent fees
Trustees fees
Offering costs (Note 1-E)
Other expenses
TOTAL EXPENSES
Advisory fees waived and expenses waived or reimbursed (Note 3)
NET EXPENSES
NET INVESTMENT INCOME (LOSS)

50,085

52,821

41,021

2,415,163

135,280

474,144

86,463

4,011

16,725

—

—

—

167,780

35,965

84,999

20,818,331

1,241,131

4,138,911

—

(24,543)

—

20,818,331

1,216,588

4,138,911

57,121,713

3,439,463

3,129,713

99,211,884

(5,541,929)

REALIZED AND UNREALIZED (LOSS) ON INVESTMENTS,
FOREIGN CURRENCY RELATED TRANSACTIONS AND DEFERRED TAXES:
Net realized gain (loss) on investments—Unaffiliated Issuers
Net realized gain on investments—Affiliated Issuers
Net realized capital gains tax
Net realized gain (loss) on foreign currency-related transactions
Net change in unrealized appreciation/depreciation on investments
Net change in deferred taxes on unrealized appreciation
Net change in unrealized appreciation/depreciation on foreign
currency-related transactions
Net realized and unrealized loss on investments, foreign currency
related transactions and deferred taxes
NET DECREASE IN NET ASSETS FROM OPERATIONS
1 The Matthews Asia Small Companies Fund commenced operations on September 15, 2008.

See accompanying notes to financial statements.
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—
(282,950)

(43,971,811)

—

—

—

—

(1,802,329)

(25,011)

(164,474)

(821,166,347)

(20,968,515)

(122,045,101)

—
(90,154)

—
8,637

—
(2,520)

(724,129,896)

(26,526,818)

(166,183,906)

($667,008,183)

($23,087,355)

($163,054,193)

December 31, 2008

Matthews Pacific
Tiger Fund

Matthews
China Fund

Matthews
India Fund

Matthews
Japan Fund

Matthews
Korea Fund

Matthews Asia
Small Companies
Fund 1

Matthews Asian
Technology
Fund

$61,451,276

$29,372,351

$10,270,424

$3,825,820

$1,721,058

$14,002

$2,603,647

—

705,156

—

—

—

—

—

39

—

1,162,541

4

—

—

27

(3,226,639)

(74,230)

(12,760)

(267,191)

(283,819)

(865)

(296,806)

58,224,676

30,003,277

11,420,205

3,558,633

1,437,239

13,137

2,306,868

18,120,660

9,131,795

5,406,179

1,188,880

1,063,450

5,204

1,126,039

473,270

238,301

140,871

31,151

27,741

99

29,398

6,061,612

3,336,745

1,985,406

430,333

369,281

1,399

414,480

1,028,013

545,601

570,616

47,981

57,730

15,811

93,903

65,537

40,263

21,152

3,311

4,350

—

4,288

313,680

427,151

215,907

30,681

42,145

400

74,474

121,218

61,394

77,591

36,152

90,060

34,319

54,937

40,853

182,154

190,134

35,129

25,878

168

38,107

2,720,195

2,083,734

1,315,759

249,473

240,350

3,007

286,492

130,517

67,239

38,886

8,233

7,722

14

8,220

—

—

—

—

—

10,293

—

310,902

214,663

172,862

51,124

33,292

4,070

48,159

29,386,457

16,329,040

10,135,363

2,112,448

1,961,999

74,784

2,178,497

—

—

—

—

—

29,386,457

16,329,040

10,135,363

2,112,448

1,961,999

28,838,219

13,674,237

1,284,842

1,446,185

676,234

166,373,006

—

249,565

—

—

(24,230,717)
—

(55,693)

(571,405)

—

—

—

29,466

(1,663,536,444)

(1,123,567,142)

(716,815,792)

992

128,371

—

(1,317,320)

(7,067)

2,178,497

2,686

—

(11,768)
—

8,275,706

2,706,668
(57,173)

(5,977,108)
—
16,023

—

10,451

—

(1,891,171)
(171,388)

(53,711,339)

(524,760)

(64,333)

(24,011,464)
—
—

(235,645)

(1,275)

(146,733)

(122,319,709)

(165,210)

(90,629,028)

—

(3,814)

—

(6,964)

(6)

(1,587)

(1,664,929,836)

(956,955,347)

(740,285,739)

(59,642,958)

(114,286,612)

(225,998)

(114,788,812)

($1,636,091,617)

($943,281,110)

($739,000,897)

($58,196,773)

($114,811,372)

($223,312)

($114,660,441)
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Statements of Changes in Net Assets
MATTHEWS ASIAN GROWTH AND INCOME FUND

Year Ended
December 31, 2008

Year Ended
December 31, 2007

OPERATIONS:
Net investment income (Note 1-G)
Net realized gain on investments and foreign currency related transactions

$57,121,713

$56,457,307

97,126,605

278,910,606

Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions

(821,256,501)

90,739,295

Net increase (decrease) in net assets resulting from operations

(667,008,183)

426,107,208

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income

(41,328,215)

(96,264,281)

(152,469,801)

(212,785,553)

Net decrease in net assets resulting from distributions

(193,798,016)

(309,049,834)

CAPITAL SHARE TRANSACTIONS (net) (Note 2)

(323,206,605)

134,811,741

Realized gains on investments

REDEMPTION FEES
Total increase (decrease) in net assets

317,302
(1,183,695,502)

175,559
252,044,674

NET ASSETS:
Beginning of year

2,273,407,580

2,021,362,906

$1,089,712,078

$2,273,407,580

Year Ended
December 31, 2008

Year Ended
December 31, 2007

Net investment income (Note 1-G)

$3,439,463

$1,565,379

Net realized gain (loss) on investments and foreign currency related transactions

(5,566,940)

3,363,363

Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions

(20,959,878)

4,107,245

Net increase (decrease) in net assets resulting from operations

(23,087,355)

9,035,987

End of year (including distributions in excess of net investment
income of ($5,209,901) and ($16,598,803), respectively)

MATTHEWS ASIA PACIFIC EQUITY INCOME FUND
OPERATIONS:

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income
Realized gains on investments

(3,011,638)

(1,596,567)

(142,300)

(2,815,658)

Net decrease in net assets resulting from distributions

(3,153,938)

(4,412,225)

CAPITAL SHARE TRANSACTIONS (net) (Note 2)

86,427,296

51,177,008

REDEMPTION FEES
Total increase in net assets

141,421

83,071

60,327,424

55,883,841

81,624,055

25,740,214

$141,951,479

$81,624,055

NET ASSETS:
Beginning of year
End of year (including undistributed/(distributions in excess of)
net investment income of $370,442 and ($40,415), respectively)

See accompanying notes to financial statements.
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MATTHEWS ASIA PACIFIC FUND

Year Ended
December 31, 2008

Year Ended
December 31, 2007

$3,129,713

$2,836,437

(44,136,285)

56,028,503

OPERATIONS:
Net investment income (Note 1-G)
Net realized gain (loss) on investments and foreign currency related transactions
Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions

(122,047,621)

(6,309,200)

Net increase (decrease) in net assets resulting from operations

(163,054,193)

52,555,740

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income
Realized gains on investments
Net decrease in net assets resulting from distributions
CAPITAL SHARE TRANSACTIONS (net) (Note 2)
REDEMPTION FEES
Total increase (decrease) in net assets

—

(2,370,383)

(12,659,661)

(42,227,483)

(12,659,661)

(44,597,866)

(127,465,358)
155,627
(303,023,585)

13,108,865
289,043
21,355,782

NET ASSETS:
Beginning of year
End of year (including undistributed net investment
income of $2,965,080 and $0, respectively)

MATTHEWS PACIFIC TIGER FUND

471,054,466

449,698,684

$168,030,881

$471,054,466

Year Ended
December 31, 2008

Year Ended
December 31, 2007

$28,838,219

$40,633,130

OPERATIONS:
Net investment income (Note 1-G)
Net realized gain (loss) on investments and foreign currency related transactions
Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions
Net change in deferred taxes on unrealized appreciation
Net increase (decrease) in net assets resulting from operations

(1,214,937)

616,532,248

(1,663,543,511)

401,089,243

(171,388)

—

(1,636,091,617)

1,058,254,621

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income

(25,721,709)

(39,622,673)

(297,363,454)

(456,164,472)

Net decrease in net assets resulting from distributions

(323,085,163)

(495,787,145)

CAPITAL SHARE TRANSACTIONS (net) (Note 2)

(645,522,620)

(59,741,167)

Realized gains on investments

REDEMPTION FEES
Total increase (decrease) in net assets

425,473
(2,604,273,927)

270,920
502,997,229

NET ASSETS:
Beginning of year
End of year (including distributions in excess of net
investment income of ($500,264) and ($220,414), respectively)

3,806,714,471

3,303,717,242

$1,202,440,544

$3,806,714,471

See accompanying notes to financial statements.

matthewsasia.com | 800.789.ASIA 59

Statements of Changes in Net Assets
MATTHEWS CHINA FUND

Year Ended
December 31, 2008

Year Ended
December 31, 2007

OPERATIONS:
Net investment income

$13,674,237

$7,829,613

Net realized gain on investments and foreign currency related transactions

166,610,803

227,250,534

Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions
Net increase (decrease) in net assets resulting from operations

(1,123,566,150)

511,274,206

(943,281,110)

746,354,353

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income
Realized gains on investments

(12,907,246)

(6,158,810)

(222,146,010)

(77,731,715)

Net decrease in net assets resulting from distributions

(235,053,256)

(83,890,525)

CAPITAL SHARE TRANSACTIONS (net) (Note 2)

(377,939,336)

701,616,219

REDEMPTION FEES
Total increase (decrease) in net assets

1,976,040
(1,554,297,662)

4,794,051
1,368,874,098

NET ASSETS:
Beginning of year
End of year (including undistributed net investment income of
$58,882 and $668,271, respectively)

MATTHEWS INDIA FUND

2,335,402,139

966,528,041

$781,104,477

$2,335,402,139

Year Ended
December 31, 2008

Year Ended
December 31, 2007

OPERATIONS:
Net investment income (loss)
Net realized gain (loss) on investments and foreign currency related transactions
Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions
Net change in deferred taxes on unrealized appreciation
Net increase (decrease) in net assets resulting from operations

$1,284,842

($333,161)

(26,119,442)

53,166,317

(716,872,965)

394,310,928

2,706,668
(739,000,897)

(2,706,668)
444,437,416

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income
Realized gains on investments
Net decrease in net assets resulting from distributions
CAPITAL SHARE TRANSACTIONS (net) (Note 2)
REDEMPTION FEES
Total increase (decrease) in net assets

(3,800,136)

(10,292,742)

(25,042,065)

(33,448,687)

(28,842,201)
(227,289,535)
1,576,948
(993,555,685)

(43,741,429)
239,741,332
991,445
641,428,764

NET ASSETS:
Beginning of year
End of year (including distributions in excess of net investment income of
($71,501) and ($11,651,777), respectively)

See accompanying notes to financial statements.
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1,311,071,690

669,642,926

$317,516,005

$1,311,071,690

MATTHEWS JAPAN FUND

Year Ended
December 31, 2008

Year Ended
December 31, 2007

OPERATIONS:
Net investment income (loss)
Net realized gain (loss) on investments and foreign currency related transactions
Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions
Net decrease in net assets resulting from operations

$1,446,185
(53,681,873)

($33,074)
11,569,558

(5,961,085)

(41,405,843)

(58,196,773)

(29,869,359)

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income
Realized gains on investments

—
(2,681,675)

(82,767)
(11,302,469)

Net decrease in net assets resulting from distributions

(2,681,675)

(11,385,236)

CAPITAL SHARE TRANSACTIONS (net) (Note 2)

17,520,852

(68,606,284)

REDEMPTION FEES
Total decrease in net assets

171,094
(43,186,502)

65,210
(109,795,669)

NET ASSETS:
Beginning of year
End of year (including undistributed/(distributions in excess of) net investment income of
$1,213,496 and ($287,607), respectively)

MATTHEWS KOREA FUND

166,860,231

276,655,900

$123,673,729

$166,860,231

Year Ended
December 31, 2008

Year Ended
December 31, 2007

OPERATIONS:
Net investment income (loss) (Note 1-G)

($524,760)

$2,792,938

Net realized gain on investments and foreign currency related transactions

8,040,061

28,585,298

Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions

(122,326,673)

6,798,387

Net increase (decrease) in net assets resulting from operations

(114,811,372)

38,176,623

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income

(1,673,455)

(627,099)

Realized gains on investments

(7,207,688)

(30,040,481)

Net decrease in net assets resulting from distributions

(8,881,143)

(30,667,580)

CAPITAL SHARE TRANSACTIONS (net) (Note 2)
REDEMPTION FEES
Total increase (decrease) in net assets

(39,546,578)
70,799
(163,168,294)

1,773,202
136,425
9,418,670

NET ASSETS:
Beginning of year

250,421,429

241,002,759

End of year (including undistributed net investment income of
$0 and $1,662,858, respectively)

$87,253,135

$250,421,429

See accompanying notes to financial statements.
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Statements of Changes in Net Assets
MATTHEWS ASIA SMALL COMPANIES FUND

Period Ended
December 31, 2008 1

OPERATIONS:
Net investment income
Net realized loss on investments and foreign currency related transactions
Net change in unrealized appreciation/depreciation on investments and foreign currency
related transactions
Net change in deferred taxes on unrealized appreciation
Net decrease in net assets resulting from operations

$2,686
(56,968)
(165,216)
(3,814)
(223,312)

DISTRIBUTIONS TO SHAREHOLDERS FROM:
Net investment income
Net decrease in net assets resulting from distributions
CAPITAL SHARE TRANSACTIONS (net) (Note 2)
REDEMPTION FEES
Total increase in net assets

(5,234)
(5,234)
3,388,549
13,355
3,173,358

NET ASSETS:
Beginning of period
End of period (including undistributed of net investment income of $6,470)

—
$3,173,358

1 The Matthews Asia Small Companies Fund commenced operations on September 15, 2008.

MATTHEWS ASIAN TECHNOLOGY FUND

Year Ended
December 31, 2008

Year Ended
December 31, 2007

OPERATIONS:
Net investment income (loss) (Note 1-G)

$128,371

($536,127)

Net realized gain (loss) on investments and foreign currency related transactions

(24,158,197)

908,230

Net change in unrealized appreciation/depreciation on investments
and foreign currency related transactions

(90,630,615)

33,855,661

Net increase (decrease) in net assets resulting from operations
CAPITAL SHARE TRANSACTIONS (net) (Note 2)
REDEMPTION FEES
Total increase (decrease) in net assets

(114,660,441)

34,227,764

(63,347,458)

88,052,034

180,136

205,263

(177,827,763)

122,485,061

Beginning of year

252,304,087

129,819,026

End of year (including undistributed net investment income of
$0 and $0, respectively)

$74,476,324

$252,304,087

NET ASSETS:

See accompanying notes to financial statements.
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Financial Highlights
Matthews Asian Growth and Income Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$19.78

$18.68

$17.14

$15.82

$14.65

$12.21

0.54 2

1.07

0.46

0.45

0.11

0.32

(6.73)

2.93

3.47

2.02

1.83

2.56

(6.19)

4.00

3.93

2.47

1.94

2.88

Year Ended
Aug. 31, 2004

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations
LESS DISTRIBUTIONS FROM:
Net investment income

(0.42)

(0.90)

(0.62)

(0.43)

(0.38)

(0.25)

Net realized gains on investments

(1.67)

(2.00)

(1.77)

(0.72)

(0.39)

(0.20)

(2.09)

(2.90)

(2.39)

(1.15)

(0.77)

(0.45)

—3

—3

—3

—3

—3

Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

0.01

$11.50

$19.78

$18.68

$17.14

$15.82

$14.65

(32.07%)

21.54%

23.38%

15.76%

13.32% 4

23.99%

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

$1,236,491

$1,007,187

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.16%

1.16%

1.20%

1.28%

1.35% 5

1.45%

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.16%

1.15%

1.19%

1.27%

1.31% 5

1.44%

Ratio of net investment income to average
net assets

3.19%

2.59%

2.27%

2.60%

2.19% 5

2.28%

25.16%

27.93%

28.37%

20.16%

7.32%

17.46%

Portfolio turnover
1
2
3
4
5

$1,089,712 $2,273,408 $2,021,363 $1,676,559

4

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.

matthewsasia.com | 800.789.ASIA 63

Financial Highlights
Matthews Asia Pacific Equity Income Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,
2008

2007

Period Ended
Dec. 31, 2006 1

$12.00

$10.77

$10.00

0.38 2

0.27

0.02

(3.47)

1.67

0.77

(3.09)

1.94

0.79

Net investment income

(0.30)

(0.27)

(0.02)

Net realized gains on investments

(0.02)

(0.45)

(0.32)

(0.72)

0.02

0.01

$8.61

$12.00

$10.77

18.05%

7.90% 4

Net Asset Value, beginning of period
INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations
LESS DISTRIBUTIONS FROM:

Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

(25.97%)

—
(0.02)
—3

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

$141,951

$81,624

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.35%

1.42%

2.93% 5

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.32%

1.39%

1.50% 5

Ratio of net investment income to average net assets

3.74%

2.66%

1.34% 5

25.07%

26.95%

0.00% 4

Portfolio turnover
1
2
3
4
5

The Matthews Asia Pacific Equity Income Fund commenced operations on October 31, 2006.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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$25,740

Matthews Asia Pacific Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$17.29

$16.92

$14.89

$12.58

$10.70

0.13 3

0.09

0.07

0.07

(0.01)

0.02

(6.64)

2.02

2.50

2.30

1.93

0.66

(6.51)

2.11

2.57

2.37

1.92

0.68

(0.06)

(0.02)

—

(0.02)

—

Period Ended
Aug. 31, 2004 2

$10.00

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income (loss)
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations
LESS DISTRIBUTIONS FROM:
Net investment income

(0.09)

(0.07)

(0.76)

(1.66)

(0.48)

(0.76)

(1.75)

(0.55)

(0.06)

(0.04)

—

0.01

0.01

0.01

—4

—4

0.02

$10.03

$17.29

$16.92

$14.89

$12.58

$10.70

(37.44%)

11.92%

17.39%

18.84%

18.00% 5

7.00% 5

$168,031

$471,054

$449,699

$285,169

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.23%

1.20%

1.26%

1.35%

1.52% 6

1.67% 6

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.23%

1.20%

1.24%

1.34%

1.51% 6

1.66% 6

Ratio of net investment income (loss) to average
net assets

0.93%

0.60%

0.47%

0.67%

(0.30%) 6

0.39% 6

37.10%

40.49%

40.45%

15.84%

Net realized gains on investments
Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

—

—

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

Portfolio turnover
1
2
3
4
5
6

$112,043

1.28%

$76,222

5

10.75% 5

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
The Matthews Asia Pacific Fund commenced operations on October 31, 2003.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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Financial Highlights
Matthews Pacific Tiger Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$27.86

$23.71

$19.27

$15.90

$13.22

0.24 2

0.30

0.22

0.14

(0.01)

0.09

(13.31)

7.78

5.01

3.43

3.00

1.95

(13.07)

8.08

5.23

3.57

2.99

2.04

(0.04)

Year Ended
Aug. 31, 2004

$11.20

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income (loss)
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations
LESS DISTRIBUTIONS FROM:
Net investment income

(0.30)

(0.31)

(0.21)

(0.12)

(0.10)

Net realized gains on investments

(3.44)

(3.62)

(0.58)

(0.09)

(0.21)

(3.74)

(3.93)

(0.79)

(0.21)

(0.31)

—3

—3

—3

Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

0.01

—3

—
(0.04)
0.02

$11.05

$27.86

$23.71

$19.27

$15.90

$13.22

(46.12%)

33.66%

27.22%

22.51%

22.69% 4

18.45%

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

$3,303,717 $2,031,995

$855,153

$587,133

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.12%

1.11%

1.18%

1.31%

1.39% 5

1.50%

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.12%

1.10%

1.16%

1.31%

1.36% 5

1.48%

Ratio of net investment income (loss) to average
net assets

1.10%

1.12%

1.12%

1.10%

(0.16%) 5

0.95%

16.76%

24.09%

18.80%

3.03%

3.82%

Portfolio turnover
1
2
3
4
5

$1,202,441 $3,806,714

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.

66 MATTHEWS ASIA FUNDS

4

15.16%

Matthews China Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$39.73

$24.16

$14.76

$14.01

$13.26

$11.54

0.30 2

0.12

0.15

0.22

0.03

0.08

(19.78)

16.85

9.39

0.74

1.38

1.67

(19.48)

16.97

9.54

0.96

1.41

1.75

(0.15)

(0.22)

(0.14)

(0.07)

Year Ended
Aug. 31, 2004

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations
LESS DISTRIBUTIONS FROM:
Net investment income

(0.33)

(0.11)

Net realized gains on investments

(5.62)

(1.37)

Return of capital
Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

—

—

—

—

—3

—

(0.53)
—

—
—

(5.95)

(1.48)

(0.15)

(0.22)

(0.67)

(0.07)

0.04

0.08

0.01

0.01

0.01

0.04

$14.34

$39.73

$24.16

$14.76

$14.01

$13.26

(48.95%)

70.14%

64.81%

6.91%

10.61% 4

15.48%

$781,104 $2,335,402

$966,528

$388,950

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

1
2
3
4
5

$380,121

$340,251

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.23%

1.18%

1.27%

1.31%

1.47% 5

1.52%

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.23%

1.17%

1.26%

1.30%

1.43% 5

1.50%

Ratio of net investment income to average
net assets

1.03%

0.49%

0.96%

1.46%

0.85% 5

1.04%

Portfolio turnover

7.91%

22.13%

11.65%

11.82%

4.99%

4

28.99%

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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Financial Highlights
Matthews India Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

$24.44

$15.45

Period Ended
2006 Dec. 31, 2005 1

$11.32

$10.00

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income (loss)
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations

(0.01)

(0.01)

(0.01)

(15.33)

9.87

4.11

1.33

(15.30)

9.86

4.10

1.32

0.03 2

LESS DISTRIBUTIONS FROM:
Net investment income

(0.11)

(0.21)

—

—

Net realized gains on investments

(0.69)

(0.68)

—

—

(0.80)

(0.89)

—

—

0.03

0.02

0.03

$8.37

$24.44

$15.45

$11.32

64.13%

36.48%

13.20% 4

$317,516

$1,311,072

$669,643

$80,897

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.29%

1.29%

1.41%

2.75% 5

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.29%

1.28%

1.41%

2.00% 5

Ratio of net investment income (loss) to average net assets

0.16%

(0.04%)

(0.08%)

(1.17%) 5

25.59%

21.57%

Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

(62.32%)

—3

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

Portfolio turnover
1
2
3
4
5

The Matthews India Fund commenced operations on October 31, 2005.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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26.68%

0.00% 4

Matthews Japan Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$14.55

$17.29

$18.48

$16.12

$14.73

Year Ended
Aug. 31, 2004

$10.90

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income (loss)
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations

0.11 2

0.03

(0.08)

0.02

(0.02)

(0.05)

(4.26)

(1.86)

(1.12)

2.36

1.40

3.82

(4.15)

(1.83)

(1.20)

2.38

1.38

3.77

—

—

—

—

—

—

LESS DISTRIBUTIONS FROM:
Net investment income
Net realized gains on investments
Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

(0.01)

—

(0.22)

—

(0.91)

—

(0.03)

(0.22)

(0.92)

—

0.01

0.01

0.01

0.01

0.01

0.06

$10.19

$14.55

$17.29

$18.48

$16.12

$14.73

(28.38%)

(10.96%)

(6.44%)

14.83%

9.44% 3

35.14%

—
(0.03)

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

$123,674

$166,860

$276,656

$367,618

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.23%

1.24%

1.25%

1.29%

1.40% 4

1.46%

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.23%

1.23%

1.24%

1.28%

1.38% 4

1.45%

Ratio of net investment income (loss) to average
net assets

0.84%

(0.01%)

(0.29%)

(0.10%)

(0.31%) 4

(0.71%)

45.51%

59.95%

20.88%

Portfolio turnover
1
2
3
4

88.97%

$200,482

5.30%

$195,256

3

14.57%

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
Calculated using the average daily shares method.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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Financial Highlights
Matthews Korea Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$6.56

$6.23

$6.37

$4.08

$3.94

$4.37

Year Ended
Aug. 31, 2004

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income (loss)

(0.02) 2

0.07

0.01

0.01

—

0.04

Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency

(3.48)

1.15

0.80

2.39

0.78

0.34

(3.50)

1.22

0.81

2.40

0.78

0.38

Total from investment operations
LESS DISTRIBUTIONS FROM:
Net investment income

(0.06)

(0.02)

(0.01)

(0.01)

—3

Net realized gains on investments

(0.25)

(0.87)

(0.95)

(0.11)

(0.63)

(0.82)

(0.31)

(0.89)

(0.96)

(0.11)

(0.64)

(0.82)

—3

—3

—3

—3

Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

$6.23

$6.37

18.90%

12.99%

58.76%

$87,253

$250,421

$241,003

$269,925

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.27%

1.21%

1.30%

1.35%

1.49% 5

1.51%

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.27%

1.21%

1.28%

1.35%

1.31% 5

1.50%

Ratio of net investment income (loss) to average
net assets

(0.34%)

1.17%

(0.09%)

0.27%

(0.69%) 5

0.29%

Portfolio turnover

28.70%

(52.66%)

$4.08

0.01

$6.56

TOTAL RETURN

$2.75

0.01

—

$3.94

20.60% 4

9.91%

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

1
2
3
4
5

24.20%

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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25.82%

10.13%

$127,794

6.53%

$110,199

4

18.40%

Matthews Asia Small Companies Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout the period presented.

Period Ended
December 31, 2008 1

Net Asset Value, beginning of period

$10.00

LOSS FROM INVESTMENT OPERATIONS:
Net investment income
Net realized loss and unrealized depreciation on investments
and foreign currency
Total from investment operations

0.01 2
(2.16)
(2.15)

LESS DISTRIBUTIONS FROM:
Net investment income
Total distributions
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

(0.02)
(0.02)
0.06
$7.89

(21.03%) 3

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)
Ratio of expenses to average net assets before reimbursement,
or waiver of expenses by Advisor (Note 3)

1
2
3
4

$3,173
14.31% 4

Ratio of expenses to average net assets after reimbursement,
or waiver of expenses by Advisor

2.00% 4

Ratio of net investment income to average net assets

0.51% 4

Portfolio turnover

3.10% 3

The Matthews Asia Small Companies Fund commenced operations on September 15, 2008.
Calculated using the average daily shares method.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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Financial Highlights
Matthews Asian Technology Fund
The table below sets forth financial data for a share of beneficial interest outstanding throughout each period presented.

Year Ended December 31,

Net Asset Value, beginning of period

2008

2007

2006

2005

Four-Month
Period Ended
Dec. 31, 2004 1

$9.80

$7.92

$6.53

$5.45

$4.83

$4.30

(0.02)

(0.02)

Year Ended
Aug. 31, 2004

INCOME (LOSS) FROM INVESTMENT
OPERATIONS:
Net investment income (loss)
Net realized gain (loss) and unrealized
appreciation (depreciation) on investments
and foreign currency
Total from investment operations
Paid-in capital from redemption fees (Note 2)
Net Asset Value, end of period

TOTAL RETURN

—3

0.01 2

(0.02)

—3

(5.11)

1.87

1.40

1.08

0.64

0.53

(5.10)

1.87

1.38

1.08

0.62

0.51

0.01

0.01

0.01

$4.71

$9.80

$7.92

$6.53

23.74%

21.29%

19.82%

12.84% 4

12.40%

$38,865

$34,297

(51.94%)

—3

—3
$5.45

0.02
$4.83

RATIOS/SUPPLEMENTAL DATA
Net assets, end of period (in 000’s)

$74,476

$252,304

$129,819

$50,426

Ratio of expenses to average net assets before
reimbursement, waiver or recapture of expenses
by Advisor and Administrator (Note 3)

1.33%

1.26%

1.41%

1.49%

1.64% 5

1.63%

Ratio of expenses to average net assets after
reimbursement, waiver or recapture of expenses
by Advisor and Administrator

1.33%

1.25%

1.39%

1.48%

1.60% 5

1.91%

Ratio of net investment income (loss) to average
net assets

0.08%

(0.30%)

(0.29%)

0.08%

(0.85%) 5

(0.31%)

33.21%

34.77%

Portfolio turnover
1
2
3
4
5

44.84%

The Fund’s fiscal year end changed from August 31 to December 31, effective December 31, 2004.
Calculated using the average daily shares method.
Less than $0.01 per share.
Not annualized.
Annualized.

See accompanying notes to financial statements.
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29.76%

7.36%

4

41.25%

Notes to Financial Statements
1. SIGNIFICANT ACCOUNTING POLICIES
Matthews Asia Funds, formerly doing business as Matthews Asian Funds (the “Trust”), is an open-end management investment company
registered under the Investment Company Act of 1940, as amended (the “Act”). The Trust currently issues ten separate series of shares (each
a “Fund” and collectively, the “Funds”): Matthews Asian Growth and Income Fund, Matthews Asia Pacific Equity Income Fund, Matthews
Asia Pacific Fund, Matthews Pacific Tiger Fund, Matthews China Fund, Matthews India Fund, Matthews Japan Fund, Matthews Korea Fund,
Matthews Asia Small Companies Fund and Matthews Asian Technology Fund. Matthews Pacific Tiger Fund, Matthews China Fund and
Matthews Korea Fund are authorized to offer two classes of shares: Class I shares and Class A shares. Currently, only Class I shares are
offered. Effective December 31, 2004, the Funds fiscal year end changed from August 31 to December 31. The following is a summary of
significant accounting policies consistently followed by the Funds in preparation of their financial statements.
A. SECURITY VALUATION: The Funds’ equity securities are valued based on market quotations, or at fair value as determined in good faith
by or under the direction of the Board of Trustees (the “Board”) when no market quotations are available or when market quotations have
become unreliable. Securities that trade in over-the-counter markets, including most debt securities (bonds), may be valued using indicative
bid and ask quotations from bond dealers or market makers, or other available market information, or on their fair value as determined by
or under the direction of the Board. The Board has delegated the responsibility of making fair value determinations to the Funds’ Valuation
Committee (the “Valuation Committee”), subject to the Funds’ Pricing Policies. When fair value pricing is employed, the prices of securities
used by a Fund to calculate its NAV differ from any quoted or published prices for the same securities for that day. All fair value
determinations are made subject to the Board’s oversight.
The books and records of the Funds are maintained in U.S. dollars. Transactions, portfolio securities, and assets and liabilities denominated
in a foreign currency are translated and recorded in U.S. dollars at the prevailing exchange rate as of the close of trading on the New York
Stock Exchange (“NYSE”). Translation gains or losses resulting from changes in the exchange rate during the reporting period and realized
gains and losses on the settlement of foreign currency transactions are reported in the results of operations for the current period. The
Funds do not isolate that portion of gains and losses on investments in equity securities that is due to changes in foreign exchange rate
from that which is due to changes in market prices of equity securities.
Market values for equity securities are determined based on quotations from the principal (or most advantageous) market on which the
security is traded. Market quotations used by the Funds include last reported sale prices, or, if such prices are not reported or available, bid
and asked prices. Securities are valued through valuations obtained from a commercial pricing service or by investment dealers in
accordance with procedures established by the Board.
Events affecting the value of foreign investments occur between the time at which they are determined and the close of trading on the
NYSE. If the Funds believe that such events render market quotations unreliable, and the impact of such events can be reasonably
determined, the investments will be valued at their fair value. The fair value of a security held by the Funds may be determined using the
services of third-party pricing services retained by the Funds or by the Valuation Committee, in either case subject to the Board’s oversight.
Foreign securities held by the Funds may be traded on days and at times when the NYSE is closed. Accordingly, the NAV of the Funds may
be significantly affected on days when shareholders have no access to the Funds.
B. ADOPTION OF STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 157 “FAIR VALUE MEASUREMENTS” (“SFAS NO. 157”):
In September 2006, the Financial Accounting Standards Board issued Statement on Financial Accounting Standards No.157, “Fair Value
Measurements” (“SFAS No. 157”) effective for fiscal years beginning after November 15, 2007. This standard clarifies the definition of fair
value for financial reporting, establishes a framework for measuring fair value and requires additional disclosures about the use of fair value
measurements. The Funds have adopted SFAS No. 157 as of January 1, 2008. The three levels of the fair value hierarchy under SFAS No. 157
are described below:
Level 1: Quoted prices in active markets for identical securities
Level 2: Other significant observable inputs (including quoted prices for similar securities, interest rates, prepayment speeds, credit risk,
etc.)
Level 3: Significant unobservable inputs (including the Fund’s own assumptions in determining the fair value of investments)
As of December 31, 2008, Level 3 Securities consist of convertible bonds that trade in over the counter markets. As described in Note 1-A,
these securities are valued using indicative bid and ask quotations from bond dealers and market makers, or on their fair value as
determined under the direction of the Board. Indicative quotations and other information used by the Funds may not always be directly
observable in the marketplace due to the nature of these markets and the manner of execution. These inputs, the methodology used for
valuing such securities, and the characterization of such securities as Level 3 Securities are not necessarily an indication of liquidity, or the
risk associated with investing in these securities.
The summary of inputs used to value the Fund’s net assets as of December 31, 2008 is as follows:
Matthews Asian
Growth and
Income Fund

Matthews Asia
Pacific Equity
Income Fund

Matthews Asia
Pacific Fund

Matthews Pacific
Tiger Fund

Matthews
China Fund

Level 1: Quoted Prices

$75,507,279

$8,868,971

$5,811,606

$103,507,294

$95,465,285

Level 2: Other Significant Observable Inputs

621,561,574

125,960,628

162,009,973

1,090,734,232

678,138,889

Level 3: Significant Unobservable Inputs

368,908,419

2,803,227

—

—

—

$1,065,977,272

$137,632,826

$167,821,579

$1,194,241,526

$773,604,174

Total Market Value of Investments
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Matthews
India Fund

Matthews
Japan Fund

Matthews
Korea Fund

Matthews
Matthews
Asia Small
Asian
Companies Fund Technology Fund

Level 1: Quoted Prices

$20,660,441

$—

$6,714,014

$265,164

$20,581,725

Level 2: Other Significant Observable Inputs

282,283,599

123,377,541

79,294,433

2,644,443

53,701,332

Level 3: Significant Unobservable Inputs
Total Market Value of Investments

15,405,773

—

—

—

—

$318,349,813

$123,377,541

$86,008,447

$2,909,607

$74,283,057

Following is a reconciliation of Level 3 investments for which significant unobservable inputs were used to determine fair value:

Balance as of 01/01/08 (market value)
Accrued discounts/premiums
Realized gain/(loss)
Change in unrealized appreciation/(depreciation)

Matthews Asian
Growth and
Income Fund

Matthews Asia
Pacific Equity
Income Fund

Matthews
India Fund

$522,269,199

$2,115,979

$50,803,000

11,100,340

16,513

3,090,049

—

(193,315,558)

Net purchases/(sales)

32,555,922

Transfers in and/or out of Level 3

(6,791,533)

Balance as of 12/31/08 (market value)
Net change in unrealized appreciation/depreciation
on Level 3 investments held as of 12/31/08*

$368,908,419
($130,326,632)

848,584
(1,606,218)

488,041

(15,736,005)

2,298,673

(18,903,588)

(2,115,979)
$2,803,227
$488,041

—
$15,405,773
($3,966,232)

* Included in the related amounts on the Statements of Operations.

C. RISKS ASSOCIATED WITH NON-U.S. COMPANIES: Investments by the Funds in the securities of non-U.S. companies may involve
investment risks different from those of U.S. issuers including possible political or economical instability of the country of the issuer, the
possibility of disruption to international trade patterns, the possibility of currency crises and exchange controls, the possible imposition of
foreign withholding tax on the interest income payable on such instruments, the possible establishment of foreign controls, the possible
seizure or nationalization of foreign deposits or assets, or the adoption of other foreign government restrictions that might adversely affect
the foreign securities held by the Funds. Foreign securities may also be subject to greater fluctuations in price than securities of domestic
corporations or the U.S. government. There may be less publicly available information about a non-U.S. company than about a U.S.
company. Sometimes non-U.S. companies are subject to different accounting, auditing, and financial reporting standards, practices, and
requirements than U.S. companies. There is generally less government regulation of stock exchanges, brokers, and listed companies abroad
than in the U.S., which may result in less transparency with respect to a company’s operations. The absence of negotiated brokerage
commissions in certain countries may result in higher brokerage fees. With respect to certain non-U.S. countries, there is a possibility of
expropriation, nationalization, confiscatory taxation, or diplomatic developments that could affect investments in those countries.
D.FEDERAL INCOME TAXES: It is the policy of the Funds to comply with all requirements of the Internal Revenue Code of 1986, as
amended (“the Code”), applicable to regulated investment companies and to distribute substantially all of their taxable income to their
shareholders. The Funds have met the requirements of the Code applicable to regulated investment companies for the period ended
December 31, 2008. Therefore, no federal income tax provision is required. Income and capital gains of the Funds are determined in
accordance with both tax regulations and accounting principles generally accepted in the U.S. (GAAP). Such treatment may result in
temporary and permanent differences between tax basis earnings and earnings reported for financial statement purposes. These
reclassifications, which have no impact on the net asset value of the Funds, are primarily attributable to certain differences in computation
of distributable income and capital gains under federal tax rules versus GAAP, and the use of the tax accounting practice known as
equalization.
In addition to the requirements of the Code, the Funds may be subject to short-term capital gains tax in India on gains realized upon
disposition of Indian securities held less than one year. The tax is computed on net realized gains; any realized losses in excess of gains may
be carried forward for a period of up to eight years to offset future gains. Any net taxes payable must be remitted to the Indian government
prior to repatriation of sales proceeds. The Funds that invest in Indian securities accrue a deferred tax liability for net unrealized short-term
gains in excess of available carryforwards on Indian securities. This accrual may reduce a Fund’s net asset value. As of December 31, 2008,
the Matthews Pacific Tiger Fund and Matthews Asia Small Companies Fund have recorded a payable of $171,388 and $3,814, respectively as
an estimate for potential future India capital gains taxes.
The Funds adopted the provisions of FASB Interpretation No. 48 (“FIN48”), Accounting for Uncertainty in Income Taxes, on June 29, 2007
and applied FIN48 to all open tax years as of the date of effectiveness. The implementation of FIN48 resulted in no material liability for
unrecognized tax benefits and no material change to the beginning net asset value of the Funds. As of and during the period ended
December 31, 2008, the Funds did not have a liability for any unrecognized tax benefits. The Funds recognize interest and penalties, if any,
related to unrecognized tax benefits as income tax expense in the Statements of Operations. During the period, the Funds did not incur any
interest or penalties. The Fund’s open tax years are 2005-2008.
E. OFFERING COSTS: Offering costs are amortized on a straight-line basis over one year from each Fund’s respective commencement of
operations. In the event that any of the initial shares are redeemed during the period of amortization of the Fund’s offering costs, the
redemption proceeds will be reduced by any such unamortized offering costs in the same proportion as the number of shares being
redeemed bears to the number of those shares outstanding at the time of redemption.
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F. DISTRIBUTIONS TO SHAREHOLDERS: It is the policy of Matthews Asian Growth and Income Fund to distribute net investment income
on a semi-annual basis and capital gains, if any, annually. It is the policy of Matthews Asia Pacific Equity Income Fund to distribute net
investment income on a quarterly basis and capital gains, if any, annually. Matthews Asia Pacific Fund, Matthews Pacific Tiger Fund,
Matthews China Fund, Matthews India Fund, Matthews Japan Fund, Matthews Korea Fund, Matthews Asia Small Companies Fund and
Matthews Asian Technology Fund distribute net investment income and capital gains, if any, annually. Distributions to shareholders are
recorded on the ex-dividend date. Income and capital gain distributions are determined in accordance with income tax regulations which
may differ from GAAP. Net investment losses may not be utilized to offset net investment income in future periods for tax purposes.
The tax character of distributions paid for the fiscal years ended December 31, 2008 and December 31, 2007 were as follows:
Ordinary Income

Net Long-Term
Capital Gains

Total Taxable
Distributions

Matthews Asian Growth and Income Fund

$46,939,388

$146,858,628

$193,798,016

Matthews Asia Pacific Equity Income Fund

3,061,632

92,307

3,153,939

589,467

12,070,194

12,659,661

YEAR ENDED DECEMBER 31, 2008

Matthews Asia Pacific Fund
Matthews Pacific Tiger Fund

33,450,241

289,634,922

323,085,163

Matthews China Fund

13,004,926

222,048,330

235,053,256

Matthews India Fund

4,953,902

23,888,299

28,842,201

Matthews Japan Fund

29

2,681,646

2,681,675

Matthews Korea Fund

1,673,243

7,207,898

8,881,141

5,235

—

5,235

Ordinary Income

Net Long-Term
Capital Gains

Total Taxable
Distributions

Matthews Asian Growth and Income Fund

$113,973,409

$195,076,425

$309,049,834

Matthews Asia Pacific Equity Income Fund

4,412,225

—

4,412,225

Matthews Asia Pacific Fund

5,198,959

39,398,907

44,597,866

47,688,902

448,098,243

495,787,145

6,158,810

77,731,715

83,890,525

11,776,278

31,965,151

43,741,429

Matthews Japan Fund

82,727

11,302,509

11,385,236

Matthews Korea Fund

627,099

30,040,481

30,667,580

Matthews Asia Small Companies Fund

YEAR ENDED DECEMBER 31, 2007

Matthews Pacific Tiger Fund
Matthews China Fund
Matthews India Fund

G. INVESTMENT TRANSACTIONS AND INCOME: Securities transactions are accounted for on the date the securities are purchased or sold.
Gains or losses on the sale of securities are determined on the identified cost basis. Interest income is recorded on the accrual basis.
Dividend income is recorded on the ex-dividend date.
For the year ended December 31, 2007, the Funds changed the method by which they record and recognize dividend income for Korean
equity securities held in the Funds as a result of, among other things, establishing a reasonable basis to estimate for Korean dividends at exdate. Prior to 2007, it had been the policy of the Funds to record dividend income for certain Korean securities following the annual
general meeting of shareholders of such companies. These dividends were recorded in the next fiscal year following the ex-date of these
distributions. Dividend income is now recorded in the current fiscal year on ex-date based on estimated dividend rates. Estimated dividends
are updated as additional information becomes available.
H.FUND EXPENSE ALLOCATIONS: The Funds account separately for the assets, liabilities and operations of each Fund. Direct expenses of
each Fund are charged to the Fund while general expenses are allocated pro-rata among the Funds based on net assets.
I. CASH OVERDRAFTS: When cash balances are overdrawn, a Fund is charged an overdraft fee by the custodian of 1.00% above the 30 day
LIBOR rate on outstanding balances. These amounts, if any, are included in other expenses on the Statements of Operations.
J. USE OF ESTIMATES: The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results may differ from those
estimates.
2. CAPITAL SHARE TRANSACTIONS:
Each Fund is authorized to issue an unlimited number of shares of beneficial interest with a par value of $0.001 per share.

Year Ended December 31, 2008

MATTHEWS ASIAN GROWTH AND INCOME FUND
Shares sold
Shares issued through reinvestment of distributions

Year Ended December 31, 2007

Shares

Amount

Shares

Amount

21,899,058

$328,702,177

14,935,556

$298,658,709

14,082,294

183,071,148

14,482,732

291,967,013

Shares redeemed

(56,110,939)

(834,979,930)

(22,714,991)

(455,813,981)

Net increase (decrease)

(20,129,587)

($323,206,605)

6,703,297

$134,811,741
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Year Ended December 31, 2008

MATTHEWS ASIA PACIFIC EQUITY INCOME FUND
Shares sold
Shares issued through reinvestment of distributions
Shares redeemed
Net increase

Shares

Amount

Shares

Amount

14,488,000

$132,923,382

6,323,727

$73,333,655

301,620
(5,108,990)
9,680,630

2,985,343
(49,481,429)
$86,427,296

Year Ended December 31, 2008

MATTHEWS ASIA PACIFIC FUND
Shares sold
Shares issued through reinvestment of distributions

$51,177,008

Year Ended December 31, 2007

Amount

Shares

Amount

$68,077,616

9,065,758

$160,241,353

969,733

9,357,976
(204,900,950)

Net increase (decrease)

(10,490,452)

($127,465,358)

Year Ended December 31, 2008

Shares issued through reinvestment of distributions

4,410,878

4,244,205
(26,400,852)

Shares

(16,349,415)

Shares sold

344,963
(2,257,812)

4,889,230

Shares redeemed

MATTHEWS PACIFIC TIGER FUND

Year Ended December 31, 2007

1,758,055
(10,147,960)
675,853

32,330,674
(179,463,162)
$13,108,865

Year Ended December 31, 2007

Shares

Amount

Shares

Amount

19,644,970

$353,833,666

15,328,359

$411,688,821

12,817,908

367,232,760

Shares redeemed

(73,247,167)

25,829,966

(1,268,536,898)

269,180,612

(30,872,328)

(838,662,748)

Net decrease

(27,772,231)

($645,522,620)

(2,726,061)

($59,741,167)

Year Ended December 31, 2008

MATTHEWS CHINA FUND
Shares sold
Shares issued through reinvestment of distributions
Shares redeemed
Net increase (decrease)

Shares

Amount

Shares

Amount

18,251,837

$493,677,884

48,359,909

$1,656,572,773

15,859,820

227,429,542

Shares sold
Shares issued through reinvestment of distributions

(31,479,275)

(1,036,465,982)

(4,311,603)

($377,939,336)

18,784,172

$701,616,219

Shares

Amount

Shares

Amount

$335,946,623

30,843,762

$585,830,908

3,513,386

27,932,026
(591,168,184)

Net increase (decrease)

(15,727,812)

($227,289,535)

Year Ended December 31, 2008

Shares issued through reinvestment of distributions
Shares redeemed
Net increase (decrease)

Shares sold
Shares issued through reinvestment of distributions
Shares redeemed
Net increase (decrease)
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1,800,066
(22,324,006)
10,319,822

42,355,560
(388,445,136)
$239,741,332

Year Ended December 31, 2007

Shares

Amount

Shares

Amount

10,668,491

$133,481,261

7,269,785

$122,963,016

212,615
(10,211,602)
669,504

2,066,617
(118,027,026)
$17,520,852

Year Ended December 31, 2008

MATTHEWS KOREA FUND

Year Ended December 31, 2007

17,545,512
(36,786,710)

Shares sold

81,509,428

(1,099,046,762)

Shares redeemed

MATTHEWS JAPAN FUND

1,903,538

(38,423,260)

Year Ended December 31, 2008

MATTHEWS INDIA FUND

Year Ended December 31, 2007

675,084

10,605,563

(12,481,836)

(202,174,863)

(4,536,967)

($68,606,284)

Year Ended December 31, 2007

Shares

Amount

Shares

Amount

6,335,159

$27,007,960

11,259,470

$78,007,171

3,519,633

8,410,812

4,266,568

(16,351,965)

(74,965,350)

(16,053,299)

(6,497,173)

($39,546,578)

(527,261)

29,311,398
(105,545,367)
$1,773,202

Period Ended December 31, 2008

MATTHEWS ASIA SMALL COMPANIES FUND*
Shares sold

Shares

Amount

488,968

$4,048,615

Shares issued through reinvestment of distributions

655

Shares redeemed

(87,299)

Net increase

402,324

4,960
(665,026)
$3,388,549

* The Matthews Asia Small Companies Fund commenced operations on September 15, 2008.

Year Ended December 31, 2008

MATTHEWS ASIAN TECHNOLOGY FUND
Shares sold
Shares redeemed
Net increase (decrease)

Year Ended December 31, 2007

Shares

Amount

Shares

Amount

6,537,904

$53,738,475

17,487,919

$157,985,546

(16,482,244)

(117,085,933)

(8,141,399)

(9,944,340)

($63,347,458)

9,346,520

(69,933,512)
$88,052,034

The Funds generally assess a redemption fee of 2.00% of the total redemption proceeds if shareholders sell or exchange their shares within
90 calendar days after purchasing them. The redemption fee is paid directly to the Funds and is designed to discourage frequent short-term
trading and to offset transaction costs associated with such trading of Fund shares. For purposes of determining whether the redemption
fee applies, the shares that have been held the longest will be redeemed first. The Funds may grant exemption from the redemption fee
when the Funds have previously received assurances that transactions do not involve market timing activity. The Funds may also waive the
imposition of redemption fees in certain circumstances. For more information on this policy, please see the Funds’ prospectus. The
redemption fees returned to the assets of the Funds are stated in the Statements of Changes in Net Assets.
3. INVESTMENT ADVISORY FEES AND OTHER TRANSACTIONS WITH AFFILIATES
Matthews International Capital Management, LLC (the “Advisor”), a registered investment advisor under the Investment Advisers Act of
1940, as amended, provides the Funds with investment management services. The Funds, other than the Matthews Asia Small Companies
Fund, pay the Advisor (i) for management and advisory services; and (ii) for certain administrative services, an annual fee as a percentage of
average daily net assets. Under the Advisory Agreement, as amended on August 31, 2007, each of the Funds, other than the Matthews Asia
Small Companies Fund, pays Matthews 0.75% of their aggregate average daily net assets from $0 to $2 billion, 0.6834% on their aggregate
average daily net assets between $2 billion and $5 billion, and 0.65% on their aggregate average daily net assets over $5 billion. The
Matthews Asia Small Companies Fund pays Matthews pursuant to an amendment to the Advisory Agreement dated as of September 15,
2008 (i) for management and advisory services; and (ii) for certain administrative services, an annual fee as a percentage of average daily
net assets. Under this amendment to the Advisory Agreement, this Fund pays Matthews 1.00% of its average daily net assets.
Under a written agreement between the Funds and the Advisor, the Advisor agrees to reimburse money to a Fund if its expense ratio
exceeds a certain percentage level. For Matthews Asian Technology Fund, Matthews China Fund, Matthews India Fund, Matthews Japan
Fund, Matthews Korea Fund and Matthews Asia Small Companies Fund, this level is 2.00%. For Matthews Asia Pacific Fund, Matthews
Pacific Tiger Fund and Matthews Asian Growth and Income Fund, the level is 1.90%. For Matthews Asia Pacific Equity Income Fund, this
level is 1.50%. In turn, if a Fund’s expenses fall below the level noted within three years after Matthews has made such a reimbursement,
the Fund may reimburse Matthews up to an amount not to exceed its expense limitation. For each Fund other than the Matthews Asia
Pacific Equity Income Fund and the Matthews Asia Small Companies Fund, this agreement will continue through at least August 31, 2009.
For the Matthews Asia Pacific Equity Income Fund, this agreement will continue through at least October 31, 2009. For the Matthews Asia
Small Companies Fund, this agreement will continue through at least September 15, 2010. These agreements may be extended for
additional periods for each of the Funds. At December 31, 2008, Matthews Asia Pacific Equity Income Fund had $64,808 available for
recoupment, of which $30,160 expires in 2009, $10,105 expires in 2010, and $24,543 expires in 2011. At December 31, 2008, Matthews
Asia Small Companies Fund had $64,333 available for recoupment, which expires in 2011.
Investment advisory fees charged and waived, for the year ended December 31, 2008, were as follows:

Gross Advisory Fees

Advisory Fees
Waived and
Reimbursed in
Excess of the
Expense Limitation

Matthews Asian Growth and Income Fund

$12,362,781

$—

Matthews Asia Pacific Equity Income Fund

636,250

Matthews Asia Pacific Fund
Matthews Pacific Tiger Fund

2,324,677

(24,543)

Net Advisory Fee

$12,362,781
611,707

—

2,324,677
18,120,660

18,120,660

—

Matthews China Fund

9,131,795

—

9,131,795

Matthews India Fund

5,406,179

—

5,406,179
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Gross Advisory Fees

Advisory Fees
Waived and
Reimbursed in
Excess of the
Expense Limitation

Matthews Japan Fund

$1,188,880

$—

$1,188,880

Matthews Korea Fund

1,063,450

—

1,063,450

Matthews Asia Small Companies Fund
Matthews Asian Technology Fund

5,204

(64,333)

1,126,039

—

Net Advisory Fee

(59,129)
1,126,039

Certain officers and Trustees of the Funds are also officers and directors of the Advisor. All officers serve without compensation from the
Funds. The Funds paid the Independent Trustees $368,030 in aggregate for regular compensation during the year ended December 31,
2008; no special compensation was paid during this period.
The Funds have an administration and shareholder servicing agreement, pursuant to which, the Funds pay the Advisor for administration
and shareholder servicing activities based on each Fund’s average daily net assets. The fee is charged at a rate of 0.25% of the average daily
net assets in the Trust between $0 and $2 billion, 0.1834% of average daily net assets in the Trust between $2 billion and $5 billion, 0.15%
of the average daily net assets in the Trust between $5 billion and $7.5 billion, and 0.125% of average daily net assets in the Trust over $7.5
billion.
Administration and shareholder servicing fees charged, for the year ended December 31, 2008, were as follows:
Administration and
Shareholder
Servicing Fees

Matthews Asian Growth and Income Fund

$3,357,765

Matthews Asia Pacific Equity Income Fund

175,537

Matthews Asia Pacific Fund

629,152

Matthews Pacific Tiger Fund

4,900,833

Matthews China Fund

2,467,959

Matthews India Fund

1,454,344

Matthews Japan Fund

324,805

Matthews Korea Fund

286,904

Matthews Asia Small Companies Fund

1,115

Matthews Asian Technology Fund

303,972

The Funds bear a portion of the fees paid to certain service providers (exclusive of the Funds’ Transfer Agent) which provide transfer agency
and shareholder servicing to certain shareholders. Additional information concerning these services and fees is contained in the Fund’s
prospectus. Fees accrued to pay to such service providers for the year ended December 31, 2008 are a component of Transfer Agent fees and
Administration and Shareholder Servicing Fees in the Statements of Operations as follows:

Matthews Asian Growth and Income Fund
Matthews Asia Pacific Equity Income Fund

Transfer Agent Fees

Administration snd
Shareholder
Servicing Fees

Total

$2,286,227

$1,143,114

$3,429,341

94,032

47,016

141,048

400,489

200,245

600,734

Matthews Pacific Tiger Fund

2,321,557

1,160,778

3,482,335

Matthews China Fund

1,737,571

868,785

2,606,356

Matthews India Fund

1,062,125

531,062

1,593,187

Matthews Japan Fund

211,055

105,528

316,583

Matthews Korea Fund

164,754

82,377

247,131

568

284

852

221,017

110,508

331,525

Matthews Asia Pacific Fund

Matthews Asia Small Companies Fund
Matthews Asian Technology Fund

PNC Global Investment Servicing (U.S.) Inc. (“PNC”), an indirect wholly owned subsidiary of The PNC Financial Services Group, serves as
the Trust’s administrator, and in that capacity, performs various administrative and accounting services for each Fund. PNC also serves as
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the Trust’s transfer agent, dividend disbursing agent and registrar. An officer of PNC serves as Assistant Treasurer to the Trust. Total fees
accrued by the Funds for administration and accounting services for the year ended December 31, 2008 were as follows:
Administration and
Accounting Fees

Matthews Asian Growth and Income Fund

$323,267

Matthews Asia Pacific Equity Income Fund

16,724

Matthews Asia Pacific Fund

60,755

Matthews Pacific Tiger Fund

473,270

Matthews China Fund

238,301

Matthews India Fund

140,871

Matthews Japan Fund

31,151

Matthews Korea Fund

27,741

Matthews Asia Small Companies Fund

99

Matthews Asian Technology Fund

29,398

Brown Brothers Harriman & Co. serves as custodian to the Trust. PFPC Distributors, Inc., an indirect wholly owned subsidiary of The PNC
Financial Services Group, (the “Distributor”), serves as the Fund’s Distributor pursuant to an Underwriting Agreement.
4. INVESTMENT TRANSACTIONS
The value of investment transactions made for affiliated and unaffiliated holdings for the year ended December 31, 2008, excluding shortterm investments, were as follows:
Affiliated Purchases

Affiliated Proceeds
from Sales

Unaffiliated Purchases

Unaffiliated Proceeds
from Sales

Matthews Asian Growth and Income Fund

$101,841

$—

$445,510,234

$929,091,559

Matthews Asia Pacific Equity Income Fund

—

—

107,870,473

23,105,890

2,615,959

—

123,297,718

263,751,653

Matthews Asia Pacific Fund
Matthews Pacific Tiger Fund

—

90,000,638

440,262,167

1,290,172,238

1,773,532

993,147

104,775,677

672,678,537

Matthews India Fund

—

—

209,323,514

433,154,582

Matthews Japan Fund

—

—

169,142,054

152,015,055

Matthews Korea Fund

—

—

44,944,242

93,339,554

Matthews Asia Small Companies Fund

—

—

3,187,213

56,704

Matthews Asian Technology Fund

—

—

73,538,138

133,985,049

Matthews China Fund

5. HOLDINGS OF 5% VOTING SHARES OF PORTFOLIO COMPANIES
The Act defines “affiliated companies” to include investments in portfolio companies in which a fund owns 5% or more of the outstanding
voting shares. During the year ended December 31, 2008, the Funds below held 5% or more of the outstanding voting shares of the noted
portfolio companies listed below. During this period, other Funds in the Trust may also have held voting shares of the issuers at levels
below 5%.
Investments in affiliates:
A summary of transactions in securities of issuers affiliated with a Fund for the period ended December 31, 2008 is set forth below:

Shares Held at
Dec. 31, 2007

Shares
Purchased

Shares Shares Held at
Sold Dec. 31, 2008

688,000

— 129,832,000

Dividend
Income
Value at
Jan.1, 2008–
Dec. 31, 2008 Dec. 31, 2008

MATTHEWS ASIAN GROWTH AND INCOME FUND
Name of Issuer:
I-CABLE Communications, Ltd.

129,144,000

Total Affiliates

$9,716,209

$832,294

$9,716,209

$832,294

$2,904,038

$107,679

$2,904,038

$107,679

MATTHEWS ASIA PACIFIC FUND
Name of Issuer:
Funai Zaisan Consultants Co., Ltd.
Total Affiliates

5,310

1,771

—

7,081
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Shares Held at
Dec. 31, 2007

Shares
Purchased

59,894,900
32,715,400
89,260,000
462,747
33,427,187
15,609,880
40,812,000

—
—
—
—
—
—
—

Dividend
Income
Value at
Jan.1, 2008–
Dec. 31, 2008 Dec. 31, 2008

Shares Shares Held at
Sold Dec. 31, 2008

MATTHEWS PACIFIC TIGER FUND
Name of Issuer:
Amata Corp. Public Co., Ltd.*
Dickson Concepts International, Ltd.*
Dynasty Fine Wines Group, Ltd.*
Hanmi Pharmaceutical Co., Ltd.*
Hyflux, Ltd.*
Top Glove Corp. BHD*
Travelsky Technology, Ltd. H Shares*

59,894,900
32,715,400
89,260,000
194,514
14,587,000
3,021,900
40,812,000

—
—
—
281,645 ††
18,840,187
12,587,980
—

$—
—
—
—
—
—
—

$—
—
—
—
—
—
—

$—

$—

— 120,330,000 $12,520,642
653,000
12,995,000 16,190,113

$280,613
424,543

$28,710,755

$705,156

Total Affiliates

MATTHEWS CHINA FUND
Name of Issuer:
Kingdee International Software Group Co., Ltd. 25,736,000 94,594,000 †
Lianhua Supermarket Holdings Co., Ltd. H Shares 13,648,000
—
Total Affiliates
* Issuer was not an affiliated company as of December 31, 2008.
† The increase was due to 4-for-1 stock split of 77,208,000 share during the period.
†† Ending share balance reflects a stock dividend of 13,412.

6. SHORT-TERM BORROWINGS:
The Funds are a party to a $75,000,000 credit agreement with a group of lenders, which expires October 6, 2009. The Funds may borrow
under the credit agreement to fund shareholder redemptions to allow the Funds to manage the sale of portfolio holdings at times that the
Advisor believes such sales may be unfavorable to shareholders. Each Fund may borrow up to the maximum amount allowable under the
Funds current Prospectus and Statement of Additional Information. The Funds pay a commitment fee of 0.12% per annum based on each
Fund’s pro rata share of the unused portion of the credit agreement, which is included in Other expenses in the Statements of Operations
as well as other certain related fees. Amounts borrowed under the credit agreement bear an interest rate equal to the Federal Funds Rate
plus 0.50%. The Funds did not borrow under the credit agreement during the period ended December 31, 2008.
7. FEDERAL INCOME TAX INFORMATION
As of December 31, 2008, the components of distributable earnings on tax basis were as follows:
Undistributed
Ordinary Income

Undistributed
Long-Term
Capital Gains

Matthews Asian Growth and Income Fund

$948,364

$—

Matthews Asia Pacific Equity Income Fund

1,483,369

—

(1,466,788)

(3,795,549)

Matthews Asia Pacific Fund

3,712,321

—

(24,090,517)

(19,533,406)

Matthews Pacific Tiger Fund

Capital Loss
Carryforwards

$—

Post October
Capital Losses*

($27,273,299)

—

—

—

58,882

—

—

(15,795,511)

Matthews India Fund

—

5,361,101

—

(44,921,286)

Matthews Japan Fund

1,748,757

—

Matthews Korea Fund

—

5,234,664

7,763

—

(7,715)

(47,978)

—

—

(26,921,670)

(5,094,779)

Matthews China Fund

Matthews Asia Small Companies Fund
Matthews Asian Technology Fund
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(36,495,378)
—

(172,123,650)

(16,453,559)
(834,632)

Post October
Currency Losses**

Matthews Asian Growth and Income Fund

$—

Matthews Asia Pacific Equity Income Fund

—

Matthews Asia Pacific Fund

—

Other Temporary
Differences

$—

Unrealized
Depreciation***

($218,374,017)

(59,348)
—

Total Accumulated
Deficit

($244,698,952)

(17,223,386)

(21,061,702)

(39,580,145)

(79,491,747)

Matthews Pacific Tiger Fund

—

—

(278,527,150)

(450,650,800)

Matthews China Fund

—

—

(247,310,228)

(263,046,857)

Matthews India Fund

—

(211,082,198)

(250,672,180)

Matthews Japan Fund

—

—

(24,970,488)

(76,170,668)

Matthews Korea Fund

—

—

(17,454,553)

(13,054,521)

—

(169,360)

(218,253)

—

(31,614,320)

(63,630,769)

Matthews Asia Small Companies Fund
Matthews Asian Technology Fund

(963)
—

(29,797)

** Under current tax law capital and currency losses realized after October 31 and prior to the Funds’ fiscal year end may be deferred as occurring on the first day of the following fiscal year.
***The differences between book-basis and tax-basis unrealized appreciation/(depreciation) is attributable primarily to the tax deferral of losses on wash sales and passive foreign investment company (PFIC) mark to market adjustments.

For federal income tax purposes, the Funds indicated below have capital loss carryforwards, which expire in the year indicated, as of
December 31, 2008, which are available to offset future capital gains, if any:

LOSSES DEFERRED EXPIRING IN:
Matthews Asia Pacific Equity Income Fund

2009

2010

2016

Total

$—

$—

$1,466,788

$1,466,788

Matthews Asia Pacific Fund

—

—

24,090,517

24,090,517

Matthews Japan Fund

—

—

36,495,378

36,495,378

Matthews Asia Small Companies Fund
Matthews Asian Technology Fund

—

—

7,715

7,715

5,967,059

3,461,198

17,493,413

26,921,670

The Matthews Asian Technology Fund had $1,570,883 of capital loss carryforwards expire in 2008.

Accounting principles generally accepted in the United States require that certain components of net assets be reclassified between
financial and tax reporting. These reclassifications have no effect on net assets or net asset value per share. The permanent differences are
primarily attributable to net realized gains on PFICs, the utilization of accumulated earnings and profits distributed to shareholders on
redemptions of shares as part of the dividends-paid deduction for income tax purposes, foreign currency gain or loss reclassification, writeoff of net operating losses, application of foreign tax credit to short-term gain and recharacterization of distributions. For the year ended
December 31, 2008, permanent differences in book and tax accounting have been reclassified to paid-in capital, undistributed net
investment income (loss) and accumulated realized gain (loss) as follows:
Increase/
(Decrease)
Paid-In-Capital

Increase/(Decrease)
Undistributed Net
Investment
Income/(Loss)

Increase/
(Decrease)
Accumulated
Realized Gain/(Loss)

Matthews Asian Growth and Income Fund

$27,789,257

($4,404,596)

Matthews Asia Pacific Equity Income Fund

—

(16,968)

($23,384,661)
16,968

Matthews Asia Pacific Fund

—

(164,633)

164,633

Matthews Pacific Tiger Fund

41,240,496

(3,396,360)

(37,844,136)

Matthews China Fund

71,113,706

(1,376,380)

(69,737,326)

Matthews India Fund

(13,016,826)

14,095,570

(1,078,744)

Matthews Japan Fund

—

54,918

(54,918)

Matthews Korea Fund

3,272,498

535,357

(3,807,855)

Matthews Asia Small Companies Fund
Matthews Asian Technology Fund

(10,293)
(1,589,245)

9,018
(128,371)

1,275
1,717,616
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Report of Independent Registered
Public Accounting Firm
To the Board of Trustees and Shareholders of
Matthews Asia Funds:
In our opinion, the accompanying statements of assets and liabilities,
including the schedules of investments, and the related statements of
operations and of changes in net assets and the financial highlights present
fairly, in all material respects, the financial position of Matthews Asian
Growth and Income Fund, Matthews Asia Pacific Equity Income Fund,
Matthews Asia Pacific Fund, Matthews Pacific Tiger Fund, Matthews China
Fund, Matthews India Fund, Matthews Japan Fund, Matthews Korea Fund,
Matthews Asia Small Companies Fund, and Matthews Asian Technology
Fund (each a portfolio comprising the Matthews Asia Funds, hereafter
referred as the “Funds”) at December 31, 2008, and the results of each of
their operations for the period then ended, the changes in net assets and
the financial highlights for the two years in the period then ended for
Matthews Asian Growth and Income Fund, Matthews Asia Pacific Equity
Income Fund, Matthews Asia Pacific Fund, Matthews Pacific Tiger Fund,
Matthews China Fund, Matthews India Fund, Matthews Japan Fund,
Matthews Korea Fund, and Matthews Asian Technology Fund, and the
changes in net assets and the financial highlights for the period then
ended for Matthews Asia Small Companies Fund, in conformity with
accounting principles generally accepted in the United States of America.
These financial statements and financial highlights (hereafter referred to as
“financial statements”) are the responsibility of the Funds’ management;
our responsibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these financial statements
in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits, which included
confirmation of securities at December 31, 2008 by correspondence with
the custodian and brokers, provide a reasonable basis for our opinion.
Prior to January 1, 2007, the financial highlights for each of the periods
presented through December 31, 2006 were audited by another independent
registered public accounting firm whose report dated February 12, 2007
expressed an unqualified opinion on those statements and financial
highlights.
PricewaterhouseCoopers LLP
San Francisco, California
February 20, 2009
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Tax Information (Unaudited)
For shareholders who do not have a December 31, 2008 tax year-end, this notice is for informational purposes.
For the period January 1, 2008 to December 31, 2008, the Funds designate the following items with regard to distributions
paid during the period. All designations are based on financial information available as of the date of this annual report
and, accordingly, are subject to change. For each item, it is the intention of each Fund to designate the maximum amount
permitted under the Internal Revenue Code and the regulations thereunder.
1. Qualified Dividend Income
The Funds designate a portion of the ordinary income distributed during the year ended December 31, 2008 as Qualified
Dividend Income (“QDI”) as defined in the Internal Revenue Code as follows:
QDI Portion

Matthews Asian Growth and Income Fund

37.94%

Matthews Asia Pacific Equity Income Fund

48.24%

Matthews Asia Pacific Fund

80.41%

Matthews Pacific Tiger Fund

83.78%

Matthews China Fund

70.26%

Matthews India Fund

67.77%

Matthews Japan Fund

0.00%

Matthews Korea Fund

100.00%

Matthews Asia Small Companies Fund

50.58%

2. Long-Term Capital Gain Distributions
The Funds designate Long-Term Capital Gain distributions pursuant to Section 852(b)(3) of the Internal Revenue Code
for the year ended December 31, 2008 as follows:
Long-Term Capital Gains

Matthews Asian Growth and Income Fund
Matthews Asia Pacific Equity Income Fund

$169,500,188
92,307

Matthews Asia Pacific Fund

12,070,194

Matthews Pacific Tiger Fund

329,370,230

Matthews China Fund

291,797,785

Matthews India Fund

26,855,473

Matthews Japan Fund

2,681,646

Matthews Korea Fund

11,251,187

3. Foreign Taxes Paid
The Funds have elected to pass through to their shareholders the foreign taxes paid for year ended December 31, 2008
as follows:
Foreign Source Income

Foreign Taxes Paid

Matthews Asian Growth and Income Fund

$81,876,114

$1,857,482

Matthews Asia Pacific Equity Income Fund

4,979,032

184,119

61,275,680

1,432,339

13,377

815

Matthews Pacific Tiger Fund
Matthews Asia Small Companies Fund
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Approval of Investment Advisory Agreement (Unaudited)
The Funds, which are series of the Trust, have retained Matthews International Capital Management, LLC (the “Advisor”) to manage their assets pursuant to the Advisory Agreement, which has been approved by the Board of Trustees of
the Funds, including the Independent Trustees. Following an
initial term of two years, the Advisory Agreement continues
in effect from year-to-year provided such continuance is specifically approved at least annually by the vote of the holders
of at least a majority of the outstanding shares of the Funds,
or by the Board of Trustees, and, in either event, by a majority of the Independent Trustees of the Trust casting votes in
person at a meeting called for such purpose.
At a meeting held on August 28, 2008, the Board, including
the Independent Trustees of the Trust, approved the continuance of the Advisory Agreement, with respect to each Fund
(other than the Matthews Asia Small Companies Fund), for
an additional one-year period ending August 31, 2009. On
such date the Board, including the Independent Trustees of
the Trust, approved a separate Investment Advisory Agreement with respect to the Matthews Asia Small Companies
Fund, dated as of September 15, 2008, for an initial period
of two years. Prior to the meeting, the Independent Trustees
had requested detailed information from the Advisor. This
information, together with the information provided to the
Independent Trustees throughout the course of year, formed
the primary (but not exclusive) basis for the Board’s determinations as summarized below. Below is a summary of the factors considered by the Board in approving the continuance
of the Advisory Agreement with respect to each Fund.
a The nature, extent and quality of the services provided
by the Advisor under the Advisory Agreement. The
Trustees considered the experience and qualifications
of the personnel at the Advisor who are responsible for
providing services to the Funds and who are responsible
for the daily management of the Funds’ investment objectives. They also reviewed significant recent additions to
the Advisor’s personnel and planned key hirings. The
Trustees considered the Advisor’s succession plan in the
event that key personnel are no longer available, and the
Advisor’s disaster recovery and business continuity plan,
as well as additional efforts taken by the Advisor related
to implementation of its disaster recovery plan. The
Trustees also considered the Chief Compliance Officer’s
report regarding the compliance resources, programs
and structures of the Advisor, including the compliance
record of the Advisor and the supervision of the Funds’
transfer agent by the Advisor. The Trustees concluded that
the Advisor has high-quality compliance and a culture of
compliance. The Trustees also noted that the extent of the
Advisor’s resources committed to marketing and distribution was consistent with reasonable efforts to maintain
asset levels. Additionally, the Trustees observed that the
Advisor engages in thoughtful planning to address market
challenges and asset contraction. The Trustees took note
of the fact that the Advisor had added personnel in key
positions and believes that hiring and retaining good per-
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sonnel and top executives requires a long-term vision for
the Funds. The Trustees concluded that the Advisor had
the quality and depth of personnel and investment methods essential to performing its duties under the Advisory
Agreement, and that the nature, overall quality, cost and
extent of such management services are satisfactory and
reliable.
a The investment performance of the Advisor. The Trustees reviewed the short-term and long-term performance of
each of the Funds on both an absolute basis and in comparison to peer funds and benchmark indices. The Trustees
emphasized longer-term performance, which they believe
is more important. To the extent of any concerns about
shorter-term performance, the Trustees noted that the
Advisor articulated credible plans to address performance
and explained its reasons for maintaining a consistent
investment philosophy. The Trustees also reviewed both
the Lipper and Morningstar rankings for each of the Funds
for various periods ending June 30, 2008.
For Matthews Asia Pacific Fund, the Trustees noted that
the Fund’s performance was below that of its benchmark
index and the average performance of its peer funds in
the one-year, three-year and since-inception periods. The
Trustees noted the Fund had achieved positive absolute
performance over the three-year and since-inception
periods.
For Matthews Asia Pacific Equity Income Fund, the
Trustees noted that the Fund had positive absolute performance over the one-year and since-inception periods,
and that the Fund had outperformed its benchmark
during both of these periods. Additionally, the Trustees
noted that the Fund had outperformed its peer group
during the one-year period but had slightly underperformed its peer group over the since-inception period.
For Matthews Pacific Tiger Fund, the Trustees noted
that the Fund’s performance was less favorable than the
average return of its peer funds over the one-year and
three-year periods, but more favorable in the five-year,
ten-year and since-inception periods. The Trustees noted
that the Fund underperformed its benchmark indices in
the one-year and three-year periods, but outperformed
in the five-year, ten-year and since-inception periods.
The Trustees also noted the Fund’s positive absolute
performance over such longer periods.
For Matthews Asian Growth and Income Fund, the
Trustees noted that the Fund is the top-performing
fund for the since-inception period in its peer group.
The Trustees noted that the Fund outperformed the
benchmark indices and the average performance of its
peer funds in the one-year, ten-year and since-inception
periods, although the Fund underperformed the benchmark indices and peer funds for the three-year and fiveyear periods. The Trustees also noted the Fund’s positive
absolute performance over all such periods.
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For Matthews Asian Technology Fund, the Trustees
noted that the Fund’s performance was more favorable
than the average return of its peer funds and benchmark
index over the three-year, five-year and since-inception
periods, but less favorable than the average return of
its peer funds and the benchmark index over the oneyear period. The Trustees also noted that the Fund had
outperformed all of its peer funds over the five-year and
since-inception periods.
For Matthews China Fund, the Trustees noted that the
Fund underperformed the benchmark index for the oneyear, three-year and five-year periods, but had significantly outperformed the index over the ten-year period.
The Trustees noted that the Fund had outperformed the
average of its peer funds over the one-year, three-year,
five-year, ten-year and since-inception periods. The Trustees also noted the Fund’s positive absolute performance
over all such periods.
For Matthews India Fund, the Trustees noted that, as a
relatively new fund, there was less performance information available for analysis. Although this was the case,
the Trustees noted that the Fund had positive performance over the since-inception period but negative
performance over the one-year period. The Trustees also
noted that the Fund had outperformed its benchmark
index over the since-inception period, while underperforming its benchmark index over the one-year period.
The Trustees also noted that most of the Fund’s peers do
focus on India, but instead invest more generally across
emerging markets.
For Matthews Japan Fund, the Trustees noted that the
Fund’s performance was more favorable than the average
return of its peer funds over the since-inception period,
and the Fund outperformed all of the benchmark indices
for the since-inception period. However, the Trustees
noted that the Fund also underperformed its peer funds
and benchmark indices for the one-year, three-year and
five-year periods. The Trustees noted that the underperformance had been addressed to the Trustees’ satisfaction
by the Advisor. The Trustees noted the Fund’s positive
absolute performance over the five-year and since-inception periods.
For Matthews Korea Fund, the Trustees noted that the
Fund had underperformed its peer group and its benchmark index over the one-year, three-year and five-year
periods, but that the Fund was the best performing fund
in its peer group for the ten-year period. The Trustees
noted that the Fund’s short-term underperformance had
been addressed to the Trustees’ satisfaction by the Advisor. The Trustees also noted that most of the Fund’s peers
do not focus on Korea, but instead invest more generally
across Asian markets.
The Trustees took note of the difficulty of fairly benchmarking certain of the Funds in terms of performance

(Unaudited) (Continued)

and noted that they were of the view that more weight
should be given to the Advisor’s attribution analysis than
to data provided by Lipper, Inc. and Morningstar, Inc. The
Trustees also gave more weight to each Fund’s longer-term
investment performance given the long-term investment
philosophy of each Fund. On that basis, the Trustees
concluded that they were satisfied with the Funds’ overall
performance records. The Trustees also reviewed the Advisor’s trading policies and efforts to obtain best overall
execution for the Funds in the various markets in which
the Funds trade securities. The Trustees took note of the
relatively low turnover rates in the various Funds and the
Advisor’s consistent adherence to its investment methodology (fundamental bottom-up driven investment selection).
a The extent to which the Advisor realizes economies of
scale as the Funds grow larger and whether fee levels
reflect these economies of scale for the benefit of Fund
investors. The Trustees discussed the Advisor’s ongoing
investment in its infrastructure, which is an acceptable
way of realizing economies of scale. The Trustees considered the personnel, technology and other infrastructure
investments by the Advisor that could be expected to
benefit shareholders. The Trustees further noted that the
Advisor’s conservative growth in prior years of its personnel and information technology infrastructure relative
to increasing asset levels had resulted in a need to make
ongoing investments in these areas in order to maintain
high-quality service to shareholders. The Trustees also
recognize that economies of scale are less available as total
assets have declined. The Trustees concluded that current
fee structures continue to be appropriate given the size and
objectives of the Funds.
a The costs of the services provided by the Advisor and
others. The Trustees considered the advisory fees and
total fees and expenses of each Fund in comparison to the
advisory fees and other fees and expenses of other funds in
each Fund’s relevant peer group. The Trustees considered
both the gross advisory fee rates charged by the Advisor,
as well as the effective advisory fee rates after taking into
consideration the expense limitation arrangements and
voluntary fee waivers.
For each of Matthews Korea Fund, Matthews Japan
Fund, Matthews Asian Technology Fund and Matthews Asia Pacific Equity Income Fund, the Trustees
noted that the gross advisory fee rates, the gross management fee (including administration) rates, the total
expense ratio, the effective advisory fee rates and the
actual nonmanagement fee rates (which include transfer
agent and custodian fees) are all lower than most of the
funds in each Fund’s peer group.
For Matthews Pacific Tiger Fund, the Trustees noted
that the gross advisory fee rates, the total expense ratio,
the effective advisory fee rates and the actual nonmanagement expense rates (which include transfer agent
and custodian fees) are lower than most of the funds in
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that Fund’s peer group while the gross management fee
(including administration) rates are slightly higher than
the average of the Fund’s peer group.
For Matthews Asian Growth and Income Fund, the
Trustees noted that the gross advisory fee rates, the total
expense ratio and the effective advisory fee rates are
lower than most of the funds in that Fund’s peer group
while the gross management fee (including administration) rates and the actual nonmanagement fee rates
(which include transfer agent and custodian fees) are
slightly less than the average of the Fund’s peer group.
For Matthews China Fund, the Trustees noted that
the gross advisory fee rates, the gross management fee
(including administration) rates, the total expense ratio
and the effective advisory fee rates are all lower than
most of the funds in that Fund’s peer group while the
actual nonmanagement fee rates (which include transfer
agent and custodian fees) are equal to the average of the
Fund’s peer group.
For Matthews Asia Pacific Fund, the Trustees noted that
the gross advisory fee rates, the gross management fee
(including administration) rates, the total expense ratio
and the effective advisory fee rates are all lower than
most of the funds in that Fund’s peer group while the
actual nonmanagement fee rates (which include transfer
agent and custodian fees) are slightly less than the average of the Fund’s peer group.
For Matthews India Fund, the Trustees noted that
the gross advisory fee rates, the gross management fee
(including administration) rates, the total expense ratio
and the effective advisory fee rates are all lower than
most of the funds in that Fund’s peer group while the
actual nonmanagement fee rates (which include transfer
agent and custodian fees) are slightly less than the average of the Fund’s peer group.
The Trustees also compared the Advisor’s advisory fees with
those of the Advisor’s separate accounts and other investment products, noting that the Funds’ expenses appeared
to be appropriate in comparison and taking into account
and services differences between these products and the
Funds, including the differences in the frequency of net
asset value calculations. The Trustees considered various
specific Fund expenses, including the custody fees and
transfer agent fees. The Trustees noted the Advisor’s efforts
that resulted in, for each of the Funds, (a) reduced expenses
under the administration and shareholders services plan,
(b) reduced expenses under the voluntary fee waivers, (c)
reduced custodian expenses, (d) reduced soft dollar credits,
(e) lower commission rates, and (f) reduced transfer agency
fees. The Trustees concluded that the Advisor’s advisory fee
ratio and the Funds’ expense ratios are reasonable in light
of comparative performance and expense and advisory fee
information for each of the Funds.
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a The profits to be realized by the Advisor and its affiliates from the relationships with the Funds. The Trustees
reviewed the profitability of the Advisor on both an absolute basis and in comparison to other investment advisers.
The Trustees noted that the Advisor’s pretax profit margin
appeared to be reasonable in relation to known industry standards. The Trustees also noted that the Advisor
appeared to be sufficiently profitable to operate as a viable
investment management firm, able to honor its obligations
as a sponsor of the Funds, without being excessively profitable. The Trustees noted that, with more recent declines
in asset levels, declines in profitability could be expected,
but also noted the continued expenditures on information
technology and personnel. The Trustees further noted that
the Advisor’s continued upgrading of its trading, research,
compliance, disaster recovery and other technological
systems should increase the Advisor’s capacity, speed
and reliability in providing services to the Funds, poising
the Advisor and the Funds for the future. In assessing
profitability, the Trustees took note of the compensation
arrangements for the principals and the general ownership structure of the Advisor. The Trustees also considered
that the additional benefits derived by the Advisor from its
relationship with the Funds are limited solely to research
benefits received in exchange for “soft dollars.” After such
review, the Trustees determined that the profitability rate
to the Advisor with respect to the Advisory Agreement is
fair and reasonable in consideration of the services it provides to the Funds.
No single factor was determinative of the Board’s decision
to approve the Advisory Agreement, but rather the Trustees
based their determination on the total mix of information
available to them. After considering the factors described
above, the Board concluded that the terms of the advisory
arrangements are fair and reasonable to each Fund in light
of the services that the Advisor provides, its costs and reasonably foreseeable Fund asset levels, and that each Fund’s
shareholders received and would receive reasonable value
in return for the advisory fees paid. The Board agreed that
the continuance of the Advisory Agreement with respect to
each Fund would be in the best interests of the Funds and
their shareholders. The Independent Trustees concluded
separately that continuance of the Advisory Agreement was
supported by reasonable and impartial records and information, including the performance of the Funds in relation to
their peer groups, the services provided by the Advisor, and
the competitive expense structure, and that the continuance of the Advisory Agreement with respect to each other
Fund would be in the best interests of each Fund and its
shareholders.
The Advisory Agreement may be terminated by the Trustees
on behalf of the Funds or the Advisor upon 60 days’ written
notice without penalty. The Advisory Agreement will also
terminate automatically in the event of its assignment, as
defined in the 1940 Act.

Disclosures and Index Definitions
Disclosures

Index Definitions

Fund Holdings: The Fund holdings shown in this report
are as of December 31, 2008. Holdings are subject to
change at any time, so holdings shown in this report may
not reflect current Fund holdings. The Funds file complete
schedules of portfolio holdings with the Securities and
Exchange Commission (the “SEC”) for the first and third
quarters of each fiscal year on Form N-Q. The Funds’ Form
N-Q is filed with the SEC within 60 days of the end of the
quarter to which it relates, and is available on the SEC’s
website at www.sec.gov. It may also be reviewed and copied at the Commission’s Public Reference Room in Washington, D.C. Information on the operation of the Public
Reference Room may be obtained by calling 800-SEC-0330.

The MSCI All Country Asia ex Japan Index is a free
float–adjusted market capitalization–weighted index of the
stock of markets of China, Hong Kong, India, Indonesia,
Malaysia, Philippines, Singapore, South Korea, Taiwan and
Thailand.

Proxy Voting Record: The Funds’ Statement of Additional
Information containing a description of the policies and
procedures that the Funds have used to vote proxies
relating to portfolio securities, along with each Fund’s
proxy voting record relating to portfolio securities held
during the 12-month period ended June 30, 2008, is
available upon request, at no charge, at the Funds’ website
at matthewsasia.com or by calling 1.800.789.ASIA (2742),
or on the SEC’s website at www.sec.gov.
Shareholder Reports and Prospectuses: To reduce the
Funds’ expenses, we try to identify related shareholders in a household and send only one copy of the Funds’
prospectus and financial reports to that address. This
process, called “householding,” will continue indefinitely
unless you instruct us otherwise. At any time you may
view the Funds’ current prospectus and financial reports
on our website. If you prefer to receive individual copies of
the Funds’ prospectus or financial reports, please call us at
1.800.789.ASIA (2742).

The MSCI All Country Far East ex Japan Index is a free
float–adjusted market capitalization–weighted index of the
stock markets of China, Hong Kong, Indonesia, Malaysia,
Philippines, Singapore, South Korea, Taiwan and Thailand.
The MSCI All Country Asia Pacific Index is a free float–
adjusted market capitalization–weighted index of the stock
markets of Australia, China, Hong Kong, India, Indonesia,
Japan, Malaysia, New Zealand, Philippines, Singapore,
South Korea, Taiwan and Thailand.
The MSCI China Index is a free float–adjusted market
capitalization–weighted index of Chinese equities that
includes China-affiliated corporations and H shares listed
on the Hong Kong Exchange, and B shares listed on the
Shanghai and Shenzhen exchanges.
The Bombay Stock Exchange 100 (BSE 100) Index is a
free float–adjusted market capitalization–weighted index of
the 100 stocks listed on the Bombay Stock Exchange.
The MSCI Japan Index is a free float–adjusted market
capitalization–weighted index of Japanese equities listed
in Japan.
The Tokyo Stock Price Index (TOPIX) is a market
capitalization–weighted index of all companies listed on
the First Section of the Tokyo Stock Exchange.
The Korea Composite Stock Price Index (KOSPI) is a
market capitalization–weighted index of all common
stocks listed on the Korea Stock Exchange.
The MSCI All Country Asia ex Japan Small Cap Index
is a free float–adjusted market capitalization–weighted
small cap index of the stock markets of China, Hong Kong,
India, Indonesia, Malaysia, Philippines, Singapore, South
Korea, Taiwan and Thailand.
The MSCI/Matthews Asian Technology Index is a free
float–adjusted market capitalization–weighted index
of Asian equities tracking a broad range of technology
stocks including semiconductor equipment and products,
communications equipment, computers and peripherals,
electronic equipment and instruments, office electronics,
software, IT consulting and services, Internet software and
services, diversified telecommunications services, and wireless telecommunications services.
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Trustees and Officers of the Funds (Unaudited)
The operations of each Fund are under the direction of the Board of Trustees. The Board of Trustees establishes each Fund’s
policies and oversees and reviews the management of each Fund. The Board meets regularly to review the activities of the
officers, who are responsible for the day-to-day operations of the Funds. The Statement of Additional Information, which
includes additional information about Fund Trustees, is available without charge by calling 800.789.2742 or by visiting the
Funds’ website, matthewsasia.com. The Trustees and executive officers of the Funds, their year of birth, business address
and principal occupations during the past five years are set forth below:

Name, Year of Birth,
Address and Position(s)
Held with Trust

Term of
Office and
Length of
Time Served1

Principal Occupation(s)
During Past 5 Years

Number of
Portfolios in
Fund Complex
Overseen by
Other Trusteeships/Directorships
Trustee
(number of portfolios) Held by Trustee

independent trustees
Geoffrey H. Bobroff

Born 1944
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Chairman of the Board of
Trustees and Trustee
Toshi Shibano

Born 1950
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Trustee

Rhoda Rossman

Born 1958
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Trustee
Jonathan F. Zeschin

Born 1953
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Trustee

Since
2006

President, Bobroff Consulting, Inc.
(since 1993).

10

None

Since
2003

President, Toshi Shibano Consulting,
Inc. (since 1995); Adjunct Associate
Professor, Columbia Graduate School
of Business (since 2001); Adjunct
Professor, Thunderbird American
Graduate School of International
Management (2000–2005); Faculty,
General Electric Corporate Leadership
Development Center (since 2000);
Executive Education Lecturer, Haas
School of Business, University of
California at Berkeley (since 1995).

10

None

Since
2006

Vice President, Corporate Investment
Officer (since 2007); and Senior Vice
President and Treasurer (2003–2007),
The PMI Group, Inc.

10

None

Since
2007

President and Founder, Essential
Advisers Inc. (since 2000); Managing
Partner, JZ Partners LLC (since 1998).

10

Independent Chairman of the Board
of Trustees, Dividend Capital Realty
Income Allocation Fund (since 2005)
and Dividend Capital Strategic
Global Realty Fund (since 2007);
Independent Trustee, ICON Funds
(2002–2007); Independent Director,
Wasatch Funds (2002–2004).

Since
2007

Chairman and Portfolio Manager,
Matthews International Capital
Management, LLC (“Matthews”)
(since 1991); Chief Investment Officer,
Matthews (1991–2007); President of
the Funds (1994–2007).

10

Director, Matthews Asian Selection
Funds Plc (1 Portfolio).

interested trustees2
G. paul Matthews

Born 1956
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Trustee
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Name, Year of Birth,
Address and Position(s)
Held with Trust

Term of Office
and Length of
Time Served1

Other Trusteeships/
Directorships
(number of
portfolios)
Held by Officer

Principal Occupation(s) During Past 5 Years

officers who are not trustees
William J. Hackett

Since 2008

President (since 2007), Matthews International Capital
Management, LLC; Partner (2002–2007), Senior Manager
(1997–2002), Manager (1995–1997), Senior/Associate
(1990–1995), Deloitte & Touche, LLP.

None

Since 2005

Acting Chief Investment Officer (since 2008), Director of Research
(2003–2008) and Portfolio Manager (since 2005), Matthews
International Capital Management, LLC.

None

Since 2005

Senior Vice President of Business Administration (since 2008),
Chief Administrative Officer (2007–2008), Chief Operating Officer
(2004–2007), Matthews International Capital Management, LLC;
Chief Operating Officer, Treasurer and Chief Compliance Officer,
Forward Management LLC (1998–2004).

None

Since 2005

Senior Manager of Fund Accounting and Operations (since 2004),
Manager of Fund Accounting (2003–2004), Fund Accountant
(2000–2003), Matthews International Capital Management, LLC.

None

Since 2008

General Counsel (since 2005), Matthews International Capital
Management, LLC; Partner, Kirkpatrick & Lockhart Nicholson
Graham LLP (2003–2005); Global Head of Compliance and Risk
Management, Allianz Dresdner Asset Management (2001–2003);
Managing director, RCM Global Investors (1993–2001).

None

Since 2005

Chief Compliance Officer, Matthews International Capital
Management, LLC (since 2005); Senior Manager, Mutual Fund
Compliance/Manager Portfolio Compliance, Franklin Templeton
Investments (2001–2005); Senior Financial Reporting Manager,
InfoUSA.com (2000–2001).

None

Born 1967
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
President
Andrew T. Foster

Born 1974
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Vice President
John p. McGowan

Born 1964
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Vice President and
Secretary
Shai A. Malka

Born 1973
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Treasurer
Timothy B. parker

Born 1958
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Vice President
Manoj K. Pombra

Born 1964
Four Embarcadero Center
Suite 550
San Francisco, CA 94111
Chief Compliance Officer

1 Each trustee serves for an indefinite term, until retirement age or until his/her successor is elected. Officers serve at the pleasure of the Board of Trustees.
2	This trustee is considered an “interested person” of the Trust as defined under the 1940 Act because of an ownership interest in the Advisor and an office held with the Advisor.

Matthews Asia Funds
investment advisor
Matthews International Capital Management, LLC
Four Embarcadero Center, Suite 550
San Francisco, CA 94111
800-789-ASIA [2742]

Account Services
PNC Global Investment Servicing (U.S.) Inc.
P.O. Box 9791
Providence, RI 02940
800-789-ASIA [2742]

Custodian
Brown Brothers Harriman & Co.
40 Water Street
Boston, MA 02109

Legal Counsel
Paul, Hastings, Janofsky & Walker LLP
55 Second Street, 24th Floor
San Francisco, CA 94105
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