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The Earnings Volatility Picture

Oyetola Oyeleye - Partner, Volatility Strategies Portfolio Manager

With news that the SEC is considering rolling back quarterly reporting in the US and shifting to
semi-annual earnings releases, we thought it was timely to consider how this might affect stock
volatility. There has been much speculation in the press and in social media to suggest that the
result would be an increase in volatility in share prices.

"Moving to a six-month reporting schedule
[would actually increase volatility|in share
prices because you would have increasingly
outdated assumptions."

[ This ultimately points to higher volatility. |
One advantage of earnings season is that
it provides the market with a structured

CFRA Research's GEEEEESEEED on Trump's period to cycle out of exposure, and
proposal that public companies should
report semiannually rather than quarterly.

generally, more information translates into
less volatility.

By contrast, unexpected exogenous shocks
are likely to drive sharper, short-term
bursts of volatility across individual stocks
as exposures and positioning will cluster
beforehand.
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Figure 1: Market commentary from ‘X’ suggesting that moving to semi-annual reporting could
increase volatility

Earnings announcements matter because they are regular, legally mandated reports that include
detailed financial results and guidance on companies. It is the mechanism by which the public is kept
informed about important company fundamentals. In U.S. markets for example, earnings make up
only about 4 of 252 trading days, yet they account for roughly 15% of total stock variance, suggesting
earnings days are multiple times more volatile than the average day. This makes it important to
understand the effects changes in reporting frequency might have.

An observational study

Our analysis uses European single stocks to study the likely impact on stock volatility if this shift was
to occur, since some European firms report quarterly while others report twice a year.

Europe provides a real-world counterexample. Many European markets abolished mandatory
quarterly reporting, allowing firms to report only semi-annually if they chose. Some large firms
voluntarily maintained quarterly updates, some to comply with dual listings in the U.S., while many
mid-caps shifted entirely to semi-annual.

By comparing volatility patterns across firms that report quarterly versus those that report semi-
annually, we can isolate the effect of reporting frequency on earnings-related variance.
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SX5E Index

I Quarterly Earnings (median = 2.8)
- Semi-Annual Earnings (median = 4.5)
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on normal trading days. Since not all companies report exactly during trading hours, we define an
noticeably higher earnings-day variance than quarterly reporters, suggesting that less frequent

reporting may mean higher volatility on earnings days.
To summarize across firms, we focus on the median rather than the average, which makes the results

We then compare how volatile each firm is on those days relative to its usual daily movements. The
chart below shows these results for the STOXX 50 Index. Companies that report semi-annually display

For each company, we separate price moves that occur around earnings announcements from those
effective earnings day as a day that captures the full market reaction to a report, including any after-

more robust to extreme values such as Adyen in the chart below.

market or pre-market releases.
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Figure 2: SX5E and CAC. Earnings variance multiples are higher for semi-annual reporters. 2000-2025
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The same pattern holds across other major European indices, including the CAC 40, FTSE 100, and
SML. In each case, firms that report semi-annually experience higher return variance on reporting
days, even though their total annual variance, and consequently their overall volatility, is lower. The
higher earnings-day variance is intuitive and aligns with much of the commentary from volatility
analysts; the lower overall volatility, however, is not.

Index Reporting % of Firms Median Earnings Total Volatility
Frequency Variance / Normal
Variance
S&P 500 Quarterly 100% 6.1x 34%
Russell 100 Quarterly 100% 6.5% 54%
STOXX 600 Quarterly 76% 3.1x 35%
STOXX 600 Semi-annual 24% 4.5% 33%
STOXX 50 Quarterly 72% 2.8x 34%
STOXX 50 Semi-annual 28% 4.5x% 30%
SMI Quarterly 65% 3.9% 30%
SMI Semi-annual 35% 6.9% 27%
CAC Quarterly 35% 3.9% 36%
CAC Semi-annual 65% 4.5% 31%
FTSE 100 Quarterly 80% 6.4x% 34%
FTSE 100 Semi-annual 20% 4.8x 32%
FTSE 250 Quarterly 4% 4.6x 38%
FTSE 250 Semi-annual 96% 7.1% 37%

Table 1: Earnings variance multiples are higher for semi-annual reporters. Data is computed on the
top 100 names in each index weighted by market capitalization. 2000-2025

One might expect that if all quarterly information were compressed into two releases a year, semi-
annual earnings-day variance would roughly double. In practice, it does not. Semi-annual reporters
exhibit approximately 50% higher per-earnings variance than quarterly reporters. However, since
these events occur half as often, the cumulative effect on annualized volatility is a slight reduction
overall.
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Figure 3: Total volatility is consistently lower for semi-annual reporters. 2000-2025
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We hypothesize that there is a natural limit to how much capital can realistically reprice in a single
day. Even when six months of information are released at once, market participants can only adjust
positions so quickly.

In addition, information over a six-month period tends to net out; for instance, strong performance
in the first quarter may be offset by weaker results in the second. The combination of these effects
dampens the total adjustment needed on reporting days.

Kurtosis

While total variance is lower for semi-annual reporters, kurtosis, a measure of how prone a
distribution is to outliers, is higher. To measure this properly, returns are first normalized by their
historical volatility on non-earnings days, ensuring that differences in historical volatility regimes don't
bias the results. The values shown below represent the median across all stocks in each index, making
the comparison robust to large outliers.

To better understand this relationship, we use simulated returns mirroring our experiment but with a
range, on the x-axis, on how much larger semi-annual (S) earnings shocks are relative to quarterly (Q)
ones. The results confirm that S variance must roughly double to match Q in annualized volatility, but
only about a 30% increase is needed for the two to exhibit similar kurtosis.
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Figure 4: Kurtosis is higher for semi-annual reporters. Confirmed by a simulation (right chart)

Forward implied volatility

It is natural to ask what the implied volatility market can tell us about the shift from quarterly to semi-
annual reporting. The answer is not as simple as observed using returns alone. The reason is that the
implied volatility market is complex and reflects many interacting forces.

To understand this, we focus on forward implied volatility, which reflects the market’s expectations
of future volatility events. Without turning this into an elaborate academic exercise, we briefly outline
the key features of the forward implied volatility curve, illustrating the main ideas with two figures,
using the examples of ASML, which reports quarterly, and Rio Tinto, which reports semi-annually.

To calculate implied forward volatility, we look at implied volatilities across different option expiries
and subtract the total variance of one period from the previous one. This gives the market's
expectation of volatility for a particular time window in the future.
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The earnings volatility picture
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ASML Forward Volatility as of 02-Mar-2021
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Figure 5: ASML forward volatility curve. Shows short-dated volatility can be dominated by earnings
while long-dated volatility is driven primarily by long term expectations of volatility

From this, we can infer what the market expects during periods with earnings releases versus periods
without earnings releases. As seen in the ASML chart, short-dated volatility windows that straddle
earnings announcements are much more pronounced, the teal bar that straddles the earnings day
shows significantly higher volatility than the surrounding months that do not contain feature earnings
releases.

Some analysts and traders use this forward volatility to estimate the implied earnings move, the
market's expectation of how much a stock will move on earnings day. There is a large body of
academic and accounting research showing that these implied earnings moves tend to be
overpriced, reflecting investor demand for protection rather than pure expectations of volatility. For
our purposes, we leave this aside. This would likely distort any conclusions we might draw about the
structural impact of moving from quarterly to semi-annual reporting.

The other blue bars, which represent monthly, quarterly and yearly windows, rise gradually as
maturity extends. This reflects both rising uncertainty over longer horizons and convergence toward
a long-term expectation of volatility, a level more influenced by risk premia than by earnings events.

This point becomes even clearer when looking at the Rio Tinto forward volatility chart below. Unlike
ASML, Rio Tinto reports semi-annually and shows no upward-sloping forward volatility curve. The key
area to focus on is the forward window from July to December, a six-month period that includes an
earnings date. The annualised volatility in this window is lower than in the shorter earnings period
that precedes it. This is because the earnings-day volatility is diluted by many non-earnings days
within the six-month span. More importantly, the level of volatility of this six-month period is almost
indistinguishable from monthly forward volatilities that exclude earnings; mainly due to seasonality,
term-varying risk premia, and other effects that dilute the effect of earnings within the timeframe.
Consequently, at longer maturities, it becomes difficult to isolate the impact of earnings, as overall
volatility is dominated by these factors.
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Forward Volatility

Rio Tinto Forward Volatility as of 21-Aug-2023
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Figure é: Rio Tinto forward volatility curve. Highlights the noise in the volatility term structure. Effect of
earnings are hard to deduce at long horizons

Extending this logic, it's not clear that moving from quarterly to semi-annual reporting, effectively
reducing two earnings announcements within a six-month option window to one, would meaningfully
affect the volatility priced for that period. The market may continue to price similar overall uncertainty.
Moreover, option markets tend to price risk around the terminal distribution of prices, not the path
taken to reach it.

Taken together with our earlier results showing that realized volatility and statistical measures change
with reporting frequency, this dynamic could create selective opportunities for volatility traders. For
Fulcrum, understanding these relationships remains central to uncovering relative value within
volatility markets.

Conclusion

In summary, using Europe as an observational study for the potential shift from quarterly to semi-
annual earnings in the U.S., we confirm the intuitive assumption that the magnitude of semi-annual
earnings returns tend to be larger, creating more statistical outliers. However, the increase is not as
large as the change in frequency would suggest, meaning the total variance of any given stock is
likely to decline if such a change were to be adopted. By examining the implied volatility market
closely, we also find that this shift could present attractive opportunities for volatility traders.
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Disclaimer

This content is provided for informational purposes and is directed at professional as defined in
Directive 2011/61/EU (AIFMD) and Directive 2014/65/EU (MiFID IlI) Annex Il Section | or Section Il or
an investor with an equivalent status as defined by your local jurisdiction. Fulcrum Asset
Management LLP (“Fulcrum”) does not produce independent Investment Research and any content
disseminated is not prepared in accordance with legal requirements designed to promote the
independence of investment research and as such should be deemed as marketing communications.
This document is also considered to be a minor non-monetary (‘MNMB’) benefit under Directive
2014/65/EU on Markets in Financial Instruments Directive ('MiFID II') which transposed into UK
domestic law under the Financial Services and Markets Act 2000 (as amended). Fulcrum defines
MNMBs as documentation relating to a financial instrument or an investment service which is generic
in nature and may be simultaneously made available to any investment firm wishing to receive it or
to the general public. The following information may have been disseminated in conferences,
seminars and other training events on the benefits and features of a specific financial instrument or
an investment service provided by Fulcrum.

Any views and opinions expressed are for informational and/or similarly educational purposes only
and are a reflection of the author's best judgment, based upon information available at the time
obtained from sources believed to be reliable and providing information in good faith, but no
responsibility is accepted for any errors or omissions. Charts and graphs provided herein are for
illustrative purposes only. The information contained herein is only as current as of the date indicated,
and may be superseded by subsequent market events or for other reasons. Some of the statements
may be forward-looking statements or statements of future expectations based on the currently
available information. Accordingly, such statements are subject to risks and uncertainties. For
example, factors such as the development of macroeconomic conditions, future market conditions,
unusual catastrophic loss events, changes in the capital markets and other circumstances may cause
the actual events or results to be materially different from those anticipated by such statements. In
no case whatsoever will Fulcrum be liable to anyone for any decision made or action taken in
conjunction with the information and/or statements in this press release or for any related damages.
Reproduction of this material in whole or in part s strictly prohibited without prior written permission
of Fulcrum Copyright.
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