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Why have Hong Kong-listed stocks outshined A-shares this year?

Summary:

=  Many of the Hang Seng Index’'s non-A-share-listed constituents have
performed well in the current macro environment.

= |mproving fundamentals and inexpensive valuations have drawn
investor inferest.

Despite similar economic conditions, the year-to-date performance of the Hong Kong
stock market and the A-share market has diverged. The Hang Seng Index rose by
20.0% in the first six months of the year, significantly outperforming the A-share
benchmark CSI 300 Index’s gain of 3.0% during the same period!.

Chart 1: Perfformance comparison: Hang Seng Index and CSI 300 Index
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Source: Bloomberg, HSVM, based on HKD price return, as of 30 June 2025. Rebased to 31 December 2024 as 100.

Taking a closer look at the market performance, the Hong Kong stock market has
experienced two rounds of rallies this year: The first round was driven by the Al (artificial
intelligence) development from January to March, when DeepSeek's technological
breakthroughs promptfed investors to re-evaluate the valuations of mainland new
economy companies. As mainland new economy companies such as internet
companies represent a heavy weight in the Hang Seng Index, these companies
benefited the Hong Kong stock market directly. The second round of market rally
began in early April after the US paused the implementation of reciprocal tariffs on
some counfries for 90 days. The risk-on sentiment returned to global financial markets.
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The Hong Kong stock market also benefited more from the sentiment reversal as it is
more affected by global capital flows.

A diversified composition with non-A-share exposure

Besides traditional sectors such as energy, the Hang Seng Index stands out for ifs
inclusion of many mainland new economy companies and Hong Kong enterprises
that are not listed on the A-share market. In fact, as of the end of June, among the
more than 80 constituents of the Hang Seng Index, 68 companies were not listed on
the A-share market. Among the Top 10 weighted stocks, seven companies were not
listed on the mainland.

Chart 2: Sector allocation comparison: Hang Seng Index and CSI 300 Index

Hang Seng Index (%) CSI 300 Index (%)
Financials 33.7 Financials 26.9
Consumer.... 22.4 Information... 17.4

Communication... 15.6 Industrials 15.7
Information... 9.5 Consumer Staples 9.7
Energy 4.0 Consumer... 7.9
Real Estate 3.8 Materials 7.3
Industrials 3.1 Health Care 5.9
Utilities 2.6 Utilities 3.6
Consumer Staples 2.4 Energy 2.7
Health Care 2.0 Communication...l 2.1
Materials 1.1 Real Estate | 0.7

Source: HSVM, Hang Seng Index Company, China Securities Index Company, Bloomberg, as of 30 June 2025,
according to GICS sector classification. *Cons. Disc.”,” Comm. Serv.”, “Info Tech” and “Cons. Stap.” refer to
consumer discretionary, communication services, information technology and consumer staples sectors,
respectively.

* Mainland new economy companies: In the Hang Seng Index, the new
economy sectors, represented by consumer discretionary, communication
services and information technology, accounted for 47.4% or about half of the
index weight2. These three sectors bring together large internet companies,
electric vehicle manufacturers and semiconductor companies that investors
are familiar with. Among them, household names such as Alibaba, Tencent
and Xiaomi are not listed on the A-share market. In addition to the mainland’s
Al breakthrough at the beginning of the year, which prompted investors re-rate
new economy companies, a private enterprise symposium held by the
government in mid-February was attended by representatives of private
technology companies, demonstrating the mainland's support for the private
sector. It is also one of the landmark events that boosted the performance of
internet companies this year.

= Hong Kong companies: Although the largest sector in both the Hang Seng
Index and the CSI 300 Index is financials, they differ in composition. In the Hang
Seng Index, non-mainland financial companies included HSBC, Hong Kong
Exchange and Clearing, AIA Group, Bank of China (Hong Kong) and Hang
Seng Bank, which accounted for 17.7% of the index weight or about half of the
financial sector weight3. These companies are closely tied to the health of the
global economy or Hong Kong's financial market. For example, this year, the
local Hong Kong stock exchange has benefited from the strong performance
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of the Hong Kong stock market, robust Southbound net inflows and the vibrant
IPO market.

Meanwhile, compared to the CSI 300 Index, fewer companies in the Hang Seng Index
are from sectors such as industrials, consumer staples and materials. These sectors are
more exposed to the mainland’s economy. This is also a reason why Hong Kong-listed
stocks have outperformed A-shares this year.

Improving fundamentals and inexpensive valuations

The sector distribution alone is not enough to explain the strong performance of the
Hang Seng Index this year. Another reason for the outstanding performance of the
Hong Kong stock market is the improvement in fundamentals and the inexpensive
valuations.

On the one hand, the fundamentals of Hong Kong-listed companies confinue to
improve, and the earnings per share (EPS) expectations of the Hang Seng Index had
been revised up by 5.9% in the first six months of this year. The appreciation of the
renminbi against the Hong Kong dollar also helps. The strength of the renminbi is not
only positive to market sentiment, but also increase the accounting value of the
earnings and assets of offshore-listed mainland equities, which are priced in Hong
Kong dollar or US dollar.

On the other hand, the price-to-earnings (P/E) valuation of the Hang Seng Index is sfill
hovering around the 10-year average. Compared with other markets, especially
developed markets such as the Europe, the US and Japan, the Hong Kong stock
market is sfill undervalued. In a highly volatile global financial market, improving
earnings fundamentals and inexpensive valuations in Hong Kong have been drawing
investor interest.

Since the Hang Seng Index hit the bottom in October 2022, it has been successively
boosted by the COVID reopening, state-owned enterprise (SOE) reforms and capital
market policies, as well as the macro policy pivot since 24 September 2024. The Hong
Kong stock market has been advancing despite fluctuations. Even the Trade War 2.0
did noft disrupt the trend.

Chart 3: Hang Seng Index performance in recent years
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Source: Bloomberg, HSVM, based on HKD price return, as of 30 June 2025.

As the 90-day US reciprocal tariff pause deadline nears and Middle East geopolitical
risks escalate, we expect heightened volatility in the stock market this summer. Despite
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expected volatility, the Hang Seng Index's diverse composition and solid
fundamentals ensure Hong Kong's stock market recovery persists.

Footnotes :

1. Source: Bloomberg, HSVM as of 30 June 2025. Index data are calculated in HKD price return.
2. Source: Bloomberg, HSVM, Hang Seng Indexes Company, as of 30 June 2025.
3. Source: Bloomberg, HSVM as of 30 June 2025.
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This commentary aims to provide a high level overview of the recent economic and financial market environment,
and is for information purposes only. The views expressed were held at the time of preparation; are subject o
change without notice and may noft reflect the views expressed in other Hang Seng Investment communications
or strategies. This marketing communication does not constitute investment advice or a recommendation to any
reader of this content to buy or sell investments nor should it be regarded as investment research. You should be
aware that the value of any investment can go down as well as up and investors may not get back the amount
originally invested. Furthermore, any investments in emerging markets are by their nature higher risk and potentially
more volatile than those inherent in established markets. Any performance information shown refers to the past
and should not be seen as an indication of future returns. You should always consider seeking professional advice
when thinking about undertaking any form of investment.

The content is prepared by Hang Seng Investment Management Limited (“HSVM”) and is for reference only. At
the time of publication of the content, certain information of the content is obtained and prepared from sources
which HSVM believes to be reliable, and HSVM does not warrant, guarantee or represent the accuracy, validity
or completeness of such information. Under no circumstances shall the content constitute a representation that it
is correct as of any time subsequent to the date of publication. HSVM reserves the right to change the content
without nofice. The content is the view of HSVM and does not constitute and should not be regarded as an offer
or solicitation to anyone to invest into any investment product. Investors should read the relevant investment
product’s offering document (including the full text of the risk factors and charges stated therein) before making
any investment decision. Investment involves risks (including the risk of loss of capital invested), prices of investment
product units may go up as well as down, past performance is not indicative of future performance. If investors
have any doubt about the content or investment product (including its offering document), they should seek
independent professional financial advice. HSVM will not be liable to anyone for any cost, claims, fees, penalties,
loss or liability incurred if the content is improperly used.

The investment products managed by HSVM may invest in or adopt investment strategy similar or the same to
those mentioned in the content.

The content shall not be duplicated or stored or distributed or “Hang Seng Investment Management Limited”, “|&
ERCEEIATR AT, “EAEREEE , “EHAERKE" or any marks containing these hames shall not be used without
the prior written consent of HSVM.

HSVM and Hang Seng Indexes Company Limited and other index companies (collectively “Index Companies”)
are separafte and independent entities, HSYM’s views and opinions do not represent the views or opinions of the
Index Companies and HSVM cannot influence Index Companies on any matter.

The content has not been reviewed by the Securities and Futures Commission.
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https://www.hangsenginvestment.com/en-hk/individual-investor/
https://www.youtube.com/playlist?list=PLenNOKcMkDRl1tZsHJ3yQphit1g3YcSoa
https://hk.linkedin.com/

