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ABSTRACT 

This paper Introduces an estimator of stock pr ice v o l a t i l i t y  which 

e l im inates ,  at least asymptot ica l ly ,  the biases that  are caused by the d is -  

creteness of observed stock pr ices. Assumlng tha t  the observed stock prices 

are continuously monitored, an est imator Is constructed using the notlon of 

how qulck ly the pr ice changes rather than how much the pr lce changes. I t  Is 

shown that  t h i s  est imator has deslrable asymptotic propert ies,  Including 

consistency and asymptotlc normal l ty.  Also, through a simulat ion study, we 

show that  t t  outperforms natural estimators for  the low and middle priced 

stocks. Further, the slmulat lon study demonstrates tha t  the proposed e s t i -  

mator Is robust to cer ta in  mlsspecl f lcat lons In measuring the tlme between 

price changes. 

This paper appears in the Journal of Finance, Volume 43, No. 2, June 1988, 
p 451-466. 
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