Bipower Variation with Noisy Data
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Abstract: Recentinnovations in the financial econometrics litemhave allowed us to estimate the ex-post
variation of asset prices in the presence of noise and, agbgrextract from the variation of asset prices the
piece due to jumps when there is no noise. In this paper we icentlese two tasks and provide estimates
of the variation of the continuous component of prices tgkirio account the effect of noise. We provide
a complete distribution theory for the staggered Bipowetati®n under flexible parametric assumptions
about the noise. Moreover, we suggest a method for estigétéparameters of the noise distribution. The
finite sample performance of our estimators is studied usimmlation, while empirical work illustrates
their use in practice.
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