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Disclaimer

Note that past performance does not indicate future performance. TOGGLE email briefings, 
newsletters, alerts, insights, and similar publications "Publications" do not reflect any opinions of 
TOGGLE or its affiliates. Publications are meant for informational purposes only, are not intended to 
serve as a recommendation to buy or sell any security in a brokerage account or any platform, and 
are not an offer or sale of a security nor an endorsement or advertisement of the same. While 
TOGGLE seeks to ensure the accuracy of the information it presents, it has no obligation and shall 
not be liable for errors in any data, information, or Publications accessible through TOGGLE 
products or services.All investments involve risk and the past performance of a security or financial 
product does not guarantee future results or returns. TOGGLE is not a broker-dealer nor an 
investment adviser, and makes no representations or warranties, express or implied, and disclaims 
any and all warranties with respect to any information accessible via any TOGGLE Publications or 
TOGGLE data.
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AGENDA

Key topics to cover:

• Do earnings actually matter for stock prices?

• Analysis of possible outcomes

• Trading: outright or options?
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HOW DO YOU TURN THIS …

Daily barrage of data and news averages 17 headlines per second

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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… INTO TANGIBLE TRADE OPPORTUNITIES?

The key to avoiding risks and spotting opportunities is cutting through the noise

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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WHEN DO EARNINGS SURPRISES MATTER?

• Management often provides guidance in order to minimize the probability of a negative 
surprise. As a result, 68.5% of companies in the S&P 500 beat their quarterly EPS 
estimates (outside recessions)*

• Price reactions to small positive surprises are quite muted. 

• However, fewer than 2/3 of all earnings reports have surprises of less than +/- 15% **: 
there is a high probability that you will experience a substantial earnings surprise for a 
company that you own.

• Data shows that stocks with low P/E ratios reacted more strongly to positive earnings 
surprises than did high P/E stocks. 

• For negative surprises, the impact is reversed: low P/E stocks barely flinch.

*  Source: Factset
** Source: D. Dreman, “Contrarian Investment Strategies: The Psychological Edge” (Free Press, 2011)
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POST-EARNINGS DRIFT (PEAD)

• Changes in stock price resulting from an earnings surprise can be felt immediately, but 
the surprise also has a long-term effect. Studies indicate that the effect can persist for 
as long as a year after the announcement.

• PEAD is one of the most puzzling anomalies in finance

• The strength of the effect is inverse to the size of the company

• Early evidence shows that a strategy of zero-investment portfolios, long (short) in stocks 
with the most positive (negative) earnings surprise, can generate annualized abnormal 
returns of 18% (Josef Fink 2021)
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ANALYSIS OF PAST EARNINGS ANNOUNCEMENTS

• Earnings dates and price data is usually available for free across numerous 
sites.

• However, the analysis can be extremely tedious: manual examination of 
surprise thresholds, isolating price windows around earnings dates etc. – only 
for the bravest Excel or Matlab users

• Machines can be useful here: unleash AI on the data, and let it analyze and 
uncover any post-announcement patterns
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USE CASE: HOME DEPOT

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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USE CASE: HOME DEPOT

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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USE CASE: HOME DEPOT

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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TRADING STRATEGIES

• Depending on the expected “convexity” profile of the stock price reaction, 
investor might choose options rather than outright longs in the stock

• Determination of both the horizon and the strike price is key to avoid profits 
being eaten up by excessive Theta cost

• AI is able to lay out the range of scenarios, informed by past reactions, which 
is a good starting point in determining the optimal trade structure

• Overlaid with the implied volatility surface, this can be really helpful in 
finding the right spot on the option chain to place the trade
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TRADING STRATEGIES – HOME DEPOT

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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TRADING STRATEGIES – BIOGEN

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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TRADING STRATEGIES

Source: Toggle
Any trading symbols, entities or investment products displayed are for illustrative purposes only and are not 
intended to portray recommendations. Past performance is not necessarily indicative of future results.
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SOURCES

Are All Earnings Surprises Equal? | AAII

A review of the Post-Earnings-Announcement Drift - ScienceDirect

https://www.aaii.com/latest/article/10347-are-all-earnings-surprises-equal
https://www.sciencedirect.com/science/article/pii/S2214635020303750
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