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Strategy Report

First HSI review with new enhancements

The HSI Company will announce results of quarterly index review after market
close on 21 May 2021 (Friday). This will be the first index review after the index
enhancements announced on 1 Mar. We recap the key enhancements, and
expect five new stocks to be added into the HSI in this review.

B Roughly five new constituents in each quarter. There will be five quarterly
index reviews from now to Jun 2022, by when the number of HSI constituents
is targeted to reach 80 (from currently 55). Assuming a steady pace of
additions, there will be five new constituents (net) in each review.

B Consumer, Healthcare and IT enjoy more inclusions. According to the
simulated portfolio by the HSI Company, Consumer, Healthcare and IT would
enjoy the biggest increase in number of constituents when the total number of
constituents reaches 80.

B Newly-listed stocks become eligible more quickly. Some large caps with
a short listing history would have needed to wait for longer to be considered
as potential HSI constituents under the old index methodology, but have now
become eligible candidates.

B Alibaba and Meituan’s weighting raised to 8%. After index enhancements,
weighting cap of each stock will be unified at 8%, i.e. Tencent (700 HK) and
AlA (1299 HK), the only two stocks capped at 10% now, will be cut to 8%. On
the other hand, Alibaba (9988 HK) and Meituan (3690 HK), the two WVR
stocks capped at 5%, will enjoy a lift in weighting to 8%.

B Potential new HSI constituents in this review: JD Health (6618 HK),
NetEase (9999 HK), Smoore (6969 HK), Nongfu Spring (9633 HK) and JD
(9618 HK).

B Expect noremovals from the HSI, and no change to Southbound stocks.
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Market Data

Hang Seng Index 28,028
52-week High / Low 31,183/22,520
3-month avg. daily t/o HK$187.5bn
Source: Bloomberg

Indices Performance

HSI HSCEI HSTECH
1-month -3.3% -5.6% -8.2%
3-month -7.4% -12.6% -27.4%
6-month 6.9% -1.5% -4.9%

Source: Bloomberg
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New enhancements to be implemented in this review

Recall that on 1 Mar, the Hang Seng Indexes Company (HSI Company) announced the
Consultation Results & Conclusions on the proposal to enhance the HSI. The
enhancements will be implemented starting from the May 2021 Index Review and effective
in the Jun 2021 Index Rebalancing. Key enhancements include:

1. Number of constituents is targeted to reach 80 by mid-2022, and ultimately fix at

100 (currently 55)
Select constituents by Seven Industry Groups
Listing History requirement shortened to three months

arwn

Maintain 20-25 constituents classified as Hong Kong Companies

Figure 1: Summary of the HSI enhancements

8% weighting cap on every constituent, including WVR and secondary-listed ones
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Source: HSI Company

Implications on upcoming reviews

1. Expect five new constituents in each quarter

There would be five quarterly index reviews between now and Jun 2022, by when the
number of HSI constituents is targeted to reach 80 (from currently 55). Assuming a steady

pace of additions, there will be five new constituents (net) in each review.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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2. Consumer, Healthcare and IT enjoy more inclusions

According to the simulated portfolio by the HSI Company, Consumer, Healthcare and IT
would enjoy the biggest increase in number of constituents (8, 6 and 6 respectively),
when the total number of constituents reaches 80.

Figure 2: Market cap coverage by industry group (simulated results)
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Hypothetical constituent number, Industry Group market cap coverage (for reference only)
(Data as of 11 Feb 2021)

Source: HSI Company

3. Newly-listed stocks become eligible more quickly

Some large caps with a short listing history (minimum 3 months) can be included
into the HSI much more quickly. Stocks which were listed in HK within the last 12 months,
such as JD Health (6618 HK), NetEase (9999 HK), Smoore (6969 HK), Nongfu Spring
(9633 HK) and JD (9618 HK), would have needed to wait for roughly 6-12 months more to
be considered as potential HSI constituents under the old index methodology, but they
have now become eligible candidates.

4. Alibaba and Meituan’s weighting raised to 8%

Before the index enhancements, the weighting cap for individual constituent is 10%, while
that of WVR and/or secondary-listed constituents is 5%. After enhancements, weighting
cap will be unified at 8%, i.e. Tencent (700 HK) and AIA (1299 HK), the only two stocks
capped at 10% now, will be cut to 8%. HSBC’s (5 HK) weighting is now close to 8%,
which will be capped at 8% even if its share price outperforms the HSI in future. On the
other hand, Alibaba (9988 HK) and Meituan (3690 HK), the two WVR stocks capped at
5%, will enjoy a lift in weighting to 8%.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Potential new HSI constituents in this review

In this quarterly review we expect the HSI in include five new constituents, namely JD
Health (6618 HK), NetEase (9999 HK), Smoore (6969 HK), Nongfu Spring (9633 HK)
and JD (9618 HK). They rank among the top 11 non-HSI stocks in terms of market value,
and are all from the industry groups which the HSI Company expects to add the greatest
number of stocks.

Kuaishou (1024 HK) and Baidu (9888 HK), despite being among the top 3 in market value,
do not satisfy the 3-month listing history requirement yet (this quarterly review’s cut-off date
is 31 Mar 2021), and will probably be included in the next quarterly review in Aug.

We expect no removals of constituents from the HSI in this review.

Figure 3: Top 20 non-HSI stocks by market value

Company Ticker Marﬁz;\()a:}lue* 6-m angia;ilz]'rl]'urnover
Kuaishou 1024 HK 982 N/A
JD Health 6618 HK 443 N/A
Baidu 9888 HK 378 N/A
NetEase 9999 HK 307 715
Smoore 6969 HK 201 1,411
Evergrande Vehicle 708 HK 248 411
Nongfu Spring 9633 HK 228 513
China Evergrande 3333 HK 222 214
Hansoh Pharma 3692 HK 215 156
China Merchants Bank 3968 HK 205 949
JD 9618 HK 205 2,035
New Oriental 9901 HK 191 109
Beigene 6160 HK 175 108
CR Beer 291 HK 172 644
China Feihe 6186 HK 160 556
Bilibili 9626 HK 144 N/A
China Gas 384 HK 139 356
SMIC 981 HK 132 2,428
BYD Company 1211 HK 126 2,735
ENN Energy 2688 HK 113 260

Source: Bloomberg, CMBIS
*Month-end average from Apr 2020-Mar 2021; for secondary-listed stocks, only showing HK-registered
shares

No change to Southbound stocks

This quarterly review is NOT a half-yearly review on the Hang Seng Composite Index
(HSCI), and thus no changes will be made to Southbound eligible stocks (inclusion in HSCI
is a prerequisite to become Southbound eligible stocks except for A-H dual-listed stocks.)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

Disclosure
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
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Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
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whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
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