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Hang Seng ESG 50 Index: Strategic Review

[B4 ESG 50 58 : 3

he Hang Seng ESG 50 Index (HSESGS50) with 50

constituents, serves as a critical sustainability
benchmark for Hong Kong’s capital markets. By
focusing on large-cap leaders with robust ESG
profiles, the index influences market behaviour, corporate

governance standards, and investment risk profiles.

Index Calculation
The Index is
weighted with a 10% cap on individual stocks.

freefloat-adjusted market-capitalisation

Current Index = _X (PtxISxFAFxCF) = Yesterday’s

> (Pt-1 x IS x FAF x CF) Closing Index
Pt: Current Price at Day t
Pt-1:  Closing Price at Day (t-1)
IS: Issued Shares

FAF :  Free float-adjusted Factor, which is between 0 and 1
CF: Capping Factor, which is between 0 and 1
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1. Market Positioning and Performance

The index tracks the "top 50 ESG leaders" listed in Hong

Kong, demonstrating two key characteristics:

* Performance Resilience: Historically, the HSESG50
has shown relative resilience during market volatility. For
instance, in the first half of 2022, the HSESGS50
outperformed the flagship HSI, recording a loss of
-6.96% compared to the HSI’s -11.05%.

* High Correlation with Blue Chips: As of March 2026,
the index maintains a high correlation (0.97) with the
standard Hang Seng Index. This suggests that while it
applies an ESG tilt, it remains a reliable proxy for broader

Hong Kong equity market movements.

2. Corporate Behaviour and Incentives

The index fosters a "virtuous cycle" for listed companies
through:

* Benchmarking Pressure: Inclusion is a prestige signal.

Because companies that fail to maintain high ESG ranks
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or liquidity requirements are removed, firms are
incentivized to continuously improve their disclosure and
sustainability practices.

¢ Influence on Debt Markets: Inclusion has increasingly
become a performance metric for sustainability-linked

loans, directly affecting a company’s cost of capital.

3. Structural and Methodological Limitations

Investors must manage several inherent constraints:

¢ Concentration Risk: The index is heavily weighted
toward Finance and Property, reflecting Hong Kong’s
market structure. This can lead to heightened volatility if
these specific sectors face regulatory or economic
headwinds.

e Data Dependency and "Rating Noise":  The
HSESG50
frameworks by HKQAA Sustainability Rating and
Research (http://srr.hkqaa.org), with

index relies on third-party data and
reference to
international guidelines and frameworks, such as ISO
26000:2010 Guidance on social responsibility, the Global
Reporting Initiative (GRI) Standards, ISSB’s Exposure
Drafts on General Requirements for Disclosure of
Sustainability-related

Climate-related Disclosures, Recommendations of the

Financial  Information  and
Task Force on Climate-related Financial Disclosures, the
European Sustainability Reporting Standards, the SASB
Standards, the Ten Principles of the UN Global
CDP Climate 2023 Reporting
Guidance, Guidelines on Corporate Social Responsibility
Reporting for Chinese Enterprises CASS-CSR 4.0 and
the Guidance for Enterprise ESG Disclosure T/CERDS
2-2022 issued by the China Enterprise Reform and

Development

Compact, Change

Society.  Variations  in  provider
methodologies can lead to the exclusion of securities that
might be deemed sustainable by other standards,
potentially causing the index to underperform portfolios
using different ESG data sets.

¢ Standardization Gaps: The lack of a universal global
ESG taxonomy means the HSESG50 may diverge from
global peers that prioritize different indicators, such as

carbon intensity over corporate governance.

4. Recent Trends

¢ Performance Divergence: While Hong Kong firms
generally outperform China A-share counterparts in ESG
scoring, both markets experienced slight declines in
overall average scores as of late 2024.

¢ Index Maturity: By March 2026, Assets Under
Management (AUM) passively tracking the Hang Seng
family of indexes surpassed USD 100 billion, cementing

the HSESG50 as a mainstream tool for institutional

investment.

Weighting Differences (HSESGS50 vs. HSI)

Comparing the HSESGS50 to the flagship HSI reveals a
strategic shift toward sectors with superior governance and
environmental management, while significantly reducing

exposure to high-risk industries.

1. The Core Tilt: Financials and Quality Leaders

The HSESGS50 is concentrated in Financials, a sector that

serves as an ESG anchor due to high reporting standards and

low direct environmental footprints.

* HSESGS50 Allocation: The Finance sector holds a
dominant weight of approximately 30.8%, led by "AAA"
and "AA" rated firms such as HSBC and BOC Hong Kong.

* Strategic Contrast: While the HSI carries a higher
financial weighting (around 35%), the HSESG 50
selectively concentrates value in firms with superior ESG
Risk Ratings,

effectively filtering out lower-rated

laggards.

2. Significant Reduction: Energy and Carbon-Intensive

Sectors

The most pronounced difference lies in the treatment of

extractive industries:

¢ Underweighting Energy and Carbon-Intensive: The
HSI typically maintains around 5% exposure to Energy.
Conversely, the HSESG50 (and its "Enhanced" variants)
shows approx. 20% to 50% reduction in operational
carbon intensity and fossil fuel exposure, through its
sustainability filters.

*  Outcome: Carbon-intensive firms lacking transition
plans are either capped at minimal weights or excluded
entirely, creating a massive underweight position relative
to the HSI.

3. Sector Selection and Concentration

Rather than a simple weight-tilt, the HSESG50 uses

"best-in-class" selection to define its profile:

¢ Information Technology: While both indices are
tech-influenced, the HSESG50 is more concentrated
among the top leaders (e.g., Tencent, capped at 10%) by
excluding smaller, lower-rated tech firms.

* Properties & Construction: This Hong Kong mainstay
is filtered strictly for developers with high sustainability
ratings (e.g., Sun Hung Kai Properties, Sino Land) and

clean controversy records.
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Summary of Weighting "Tilts"

HSI Weight
Sector (approx.) HSESGS50 Strategy
Financials 35% Neutr?l to Overweight
on high-rated names
Information 25% Selective Overweight on
(4 .
Technology leaders e.g. 'Tencent, Baidu
Tilted strictly toward
Properties & .
Co(t)lgfrul:tjon 4.5% "Best-in-Class"
green developers
Significant Underweight
Energy 5% due to carbon
intensity filters
o Industry Weightings in HSESG50 5
: Weighting [l No. O Constituents | 2o
50% 18
g |8 & g
g” b i § Re a :S 5
% b = P § § 2l £ 2 a
on < g = 2
0
\&

Source: Hang Seng Indexes Company Litd

Looking ahead to the next quarters, by leveraging the
precision of Al-enhanced analytics, it is anticipated that the
HSESGS50 will be further optimised alongside the traditional
Hang Seng Index. As ESG adoption shifts from a voluntary
practice to a global fiduciary mandate, there is an expectation
for the HSESG50 to expand its constituents. By
encompassing a broader range of listed companies, the index
is poised to become the premier benchmark for international
capital seeking China exposure without compromising on
sustainability or transparency standards. E&

Rebecca Shum, MSc, MHKIoD, MRICS .
Managing Partner, AEC Capital
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