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Abstract: We present a multiscale analysis of the volatility of intraday prices from high-frequency data.
Our multiscale framework includes a fractional Brownian motion and microstructure noise as the
building blocks. The proposed noisy fractional Brownian motion model is shown to possess a variety
of volatility behaviors suitable for intraday price processes. Algorithms for numerical estimation from
time series observations are then introduced, with a new Hurst exponent estimator proposed for the
noisy fractional Brownian motion model. Using real-world high-frequency price data for a collection
of U.S. stocks and ETFs, we estimate the parameters in the noisy fractional Brownian motion and
illustrate how the volatility varies over different timescales. The Hurst exponent and noise level also
exhibit an intraday pattern whereby the the noise ratio tends to be higher near market close.
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1. Introduction

The study of multiscale properties and scaling laws has long been a topic in finance.
One of the key questions is: how does the distribution of returns behave at different
timescales? Various stochastic models and statistical methods have been proposed to
examine this problem using financial data (see Capobianco (2004); Di Matteo (2007); and
Leung and Zhao (2022), among others). While many multiscale studies have relied on daily
data, the increasing availability of high-frequency data calls for more sophisticated models
and statistical methods (see Müller et al. (1990); Fan and Wang (2007); and Mensi et al.
(2021)), especially for volatility analysis, as studied by Andersen et al. (2003) and Fan and
Wang (2007). Volatility and correlation properties at middle or high frequency are crucial
components for multiscale analysis.

As studied by Osborne (1959), the Brownian motion stock price model intrinsically
determines return distribution at any timescale due to the independent increments and
statistical properties of the model. The random walk model’s empirical validity, especially
its agreement with the efficient market hypothesis (EMH), is advocated by Fama (1965).
This standard model, however, has been questioned and modified afterward, starting
with the work of Mandelbrot (1963). The generalization to fractional Brownian motion
by Mandelbrot and Van Ness (1968) leads to a much larger class of stochastic processes,
allowing for new scaling properties and a long-memory process. At the same time, it
also inherently rejects EMH and gives room for arbitrage opportunities, as shown by
Rogers (1997).

As price dynamics and volatility modeling become more complex when observing data
at a higher frequency, researchers have turned to empirical and non-parametric approaches
to study the statistical properties of returns, including the measuring of realized volatility,
as studied by Andersen et al. (2003); Barndorff-Nielsen and Shephard (2002). Multiple
studies (see e.g., Ait-Sahalia et al. (2005); Bandi and Russell (2008)) have shown that it is not
optimal to use all the data directly at the highest available frequency due to the presence
of market microstructure noise. Different techniques have been designed for an accurate
measurement of realized volatility for the “true price”, e.g., the work by Podolskij and
Vetter (2009). One of the key ideas was to measure realized volatility at different timescales
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and combine the results to discover the latent value (see Zhang et al. (2005)). This multiscale
technique was generalized to a wider class of models and other return statistics in the work
by Aït-Sahalia et al. (2010); Bibinger et al. (2014); Fan and Wang (2007).

In this paper, we define functions to describe multiscale volatility in asset prices and
investigated their behaviors in common classes of financial models. We then propose
models for intraday high-frequency prices with their multiscale properties. Numerical
estimation of model parameters is then proposed, including a modified algorithm to
evaluate the Hurst exponent. Introduced by Hurst (1951), the Hurst exponent describes the
dependency structure of the time series and how its variability depends on the timescale.
The value of the Hurst exponent is associated with the smoothness of the random process,
long memory, and fractal dimension (see Mandelbrot and Hudson (2007)), and therefore is
widely used in finance (see Granero et al. (2008); Matos et al. (2008); Tzouras et al. (2015),
among others). We analyze a modified Hurst exponent under microstructure noise and
present a new method to estimate it using real-world high-frequency price data. The
corresponding multiscale volatility behavior is examined and illustrated.

The fractional Brownian motion model and multiscale volatility estimator are typically
used separately for different purposes. Interestingly, they share some very similar forms for
showing multiscale behaviors. This similarity inspires us to formally propose definitions to
describe the multiscale properties of the price process and explore a wider class of models
for high-frequency financial time series. We also find that the market microstructure noise
can potentially bias the estimation of the scaling parameters. In a related recent study,
Cont and Das (2022) show that one form of microstructure noise due to the discrepancy
between the realized and instantaneous volatility can lead to bias in the Hurst exponent esti-
mation. The necessity of new multiscale models is also justified by real-world observations
in high-frequency data.

The rest of the paper is structured as follows. In Sections 2 and 3 we discuss our
multiscale approach and the stochastic model for noisy price data. In Section 4, a series of
numerical experiments are presented to illustrate the multiscale volatility in asset prices. In
Section 5, we apply our multiscale model to real-world high-frequency data and illustrate
the empirical multiscale volatility and Hurst exponent. Concluding remarks are provided
in Section 6.

2. Multiscale Variance

The price process of a financial asset, denoted by (Pt)t≥0, is observed over time. The
log price at time t is denoted by Xt := log(Pt). In turn, the log return from time t to t + τ is
defined by

rX
t,τ = Xt+τ − Xt. (1)

For any given τ, (rt,τ)t≥0 is a time series. If one assumes stationary increments, the
distribution of rt,τ depends on τ only, which is the main focus of this study. As a key feature
of the return distribution, the scaling properties of variance are of great interest. To that
end, we introduce the following definitions.

Definition 1. Let the log price process (Xt)0≤t≤T be a stochastic process with stationary increments
on [0, T]. Define the following multiscale functions of τ ∈ R+:

• Multiscale variance:

V [X](τ) := V[rX
t,τ ] = E[(rX

t,τ)
2]− (E[rX

t,τ ])
2, (2)

• Multiscale volatility:

S [X](τ) :=

√
V [X](τ)

τ
. (3)
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• Growth rate:

Λ[X](τ) :=
1
2

d(logV [X](τ))

d(log τ)
. (4)

The functions V [X] and S [X] describe the variance and volatility, respectively, of the
time series at different timescales. The growth rate, Λ, is a unitless operator measuring the
speed of risk accumulation on different scales. Next, we summarize some useful properties
of multiscale variance.

Property 1. Let X(1)
t , · · · , X(n)

t be a sequence of independent processes, then the multiscale variance
is linearly additive:

V
[

n

∑
i=1

X(i)

]
(τ) =

n

∑
i=1
V [X(i)](τ). (5)

In general, the multiscale functions above may take on many forms. However, for a
wide class of processes, the multiscale functions have certain useful properties.

Property 2. Suppose Xt has stationary increments that are independent, that is,

E[(Xt2 − Xt1)(Xt3 − Xt2)] = E[Xt2 − Xt1 ] ·E[Xt3 − Xt2 ], ∀t1 < t2 < t3.

Then, Property 1 and Definition 1 imply that the multiscale functions must satisfy

V [X](τ) ∝ τ , (6)

S [X]′(τ) = 0 , (7)

Λ[X](τ) =
1
2

. (8)

3. High-Frequency Multiscale Models

Scaling behavior is directed by the dynamics of the underlying stochastic process. In this
section, we examine the multiscale volatility of high-frequency price data. We first review the
classic fractional Brownian motion model introduced by Mandelbrot and Van Ness (1968),
which is widely used in finance to model long-range dependency. In our study, we in-
corporate market microstructure noise as a new stochastic component into the fractional
Brownian motion model for high-frequency time series. This combination gives rise to
some new scaling behaviors.

3.1. Fractional Brownian Motion

First, we recall the definition of the fractional Brownian motion (fBm) model according
to Mandelbrot and Van Ness (1968).

Definition 2. A fractional Brownian motion (fBm) BH
t , t ≥ 0, is a continuous-time Gaussian

process satisfying that E[BH
t ] = 0, ∀t ≥ 0, and giving the following covariance function:

E[BH
t BH

s ] =
1
2
(t2H + s2H − |t− s|2H),

where t, s ≥ 0, and H ∈ (0, 1) is called the Hurst exponent.

When H = 1/2, fBm reduces to the standard Brownian motion with independent
increments. When H ∈ (0, 1/2), the process is anti-persistent or mean-reverting with
negatively correlated increments. When H ∈ (1/2, 1), the process is persistent or trending
with positively correlated increments.
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Property 3. A fractional Brownian motion satisfies the self-similar property:

BH
λt

dist.
= λH BH

t , ∀t ≥ 0. (9)

with the Hurst exponent serving as the scaling exponent, H.

Following Definition 1, a fractional Brownian motion with Hurst exponent, H, has the
following multiscale functions:

V [BH ](τ) = τ2H , S [BH ](τ) = τH−1/2, Λ[BH ](τ) = H. (10)

When H > 1/2, the functions reduce to the forms given by Proposition 2. The
volatility decreases with the scale if H < 1/2 and increases with τ if H > 1/2. Note also
that the growth rate, Λ, is a constant for any self-similar process, which can serve as a
useful indicator.

3.2. Incorporating Microstructure Noise

For intraday high-frequency financial time series, there have been a variety of studies
on the market microstructure noise effect. The market microstructure noise has been
recognized to play an important role in finance, with earlier research dating back to
Black (1986), and recent studies on various types of assets such as cryptocurrency (see
Bouri et al. (2022)). At any time point, the asset price is the result from trading activity.
Various frictions in the trading process (e.g., bid–ask spread, the discreteness of price,
etc.) may lead to “noise” in the price process, as shown by Jacod et al. (2017). Several
models have been proposed to formulate the market microstructure noise problem in
different ways.

To avoid any confusion, we use the same definition of market microstructure noise
as in the work by Ait-Sahalia et al. (2005); Podolskij and Vetter (2009); Zhang et al. (2005).
In most of these studies, the aim is to improve realized volatility estimation, and the
noise is regarded as a random deviation from the unobserved true price. However, a
price observed is the price that was traded at, thus even the “noisy” price is financially
meaningful. Therefore, in our study herein, our objective is not to simply remove noise
for better estimation of other quantities. Instead, we seek to understand the critical role of
noise on price dynamics and its impact on multiscale behaviors.

Definition 3. Let (Xt)t≥0 be some real-valued latent stochastic process. The noisy price process
(Pt)t≥0 is defined by

Pt = exp(Yt),

where
Yt = Xt + εt,

and ε is the microstructure noise. Here, the two processes ε and X are independent. In addition,
E[εt] = 0, V[εt] = σ2

ε , and εt are i.i.d. for ∀t ≥ 0.

Remark 1. The noise can be viewed as an effect acting on the price whenever there is a trade.
Unfortunately, the noisy price process defined in this way will be nowhere continuous. However,
from the market microstructure viewpoint, the price is not necessarily a continuous-time process, as
the trades occur at discrete time points. This is the reason that we should always keep τ > 0, though
a detailed discussion is beyond the scope of this paper.

Directly applying Property 1 and using the fact that

V [ε](τ) = V[εt+τ − εt] = 2σ2
ε , ∀τ > 0,
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we can derive the multiscale functions in Definition 1 for the noisy price process:

V [Y](τ) = V [X](τ) + 2σ2
ε , (11)

S [Y](τ) =
√
S2[X](τ) +

2σ2
ε

τ
. (12)

Note that the volatility S [Y](τ) → ∞ as τ → 0+, for any ∀σε > 0. The undefined
volatility at τ = 0 is the result of the non-continuity of the noisy price path. Unlike the
sensitivity of volatility to the noise, the following proposition shows a conservation law for
the variance and the growth rate.

Proposition 1. Define the growth-adjusted variance operator

Ṽ := V ·Λ (13)

Then, for any noisy process, Yt = Xt + εt, as defined in Definition 3,

Ṽ [Y] ≡ Ṽ [X]. (14)

Proof. Using the variance Equation (11), we can write the growth rate associated with the
noisy process Y as

Λ[Y](τ) =
1
2

d
d log(τ)

log(V [X](τ) + 2σ2
ε )

=
1

2(V [X](τ) + 2σ2
ε )

d
d log(τ)

(V [X](τ) + 2σ2
ε )

=
1

2V [Y](τ)
dV [X](τ)

d log(τ)
.

Therefore,

Ṽ [Y](τ) = V [Y](τ) ·Λ[Y](τ)

= V [Y](τ) · 1
2V [Y](τ)

dV [X](τ)

d log(τ)
=

1
2

dV [X](τ)

d log(τ)
.

On the other hand, the multiscale variance for X is given by

Ṽ [X](τ) = V [X](τ) ·Λ[X](τ)

= V [X](τ) · 1
2

d log(V [X](τ))

d log(τ)

= V [X](τ) · 1
2V [X](τ)

dV [X](τ)

d log(τ)

= Ṽ [Y](τ).

3.3. Noisy Fractional Brownian Motion

In order to describe the scaling property of high-frequency price dynamics under
microstructure noise, we propose the noisy fractional Brownian motion defined as follows:

Definition 4. For the Hurst exponent, H ∈ (0, 1), drift, µ ∈ R, volatility parameter, σ ∈ R+,
and initial value, Y0 ∈ R, the noisy fractional Brownian motion is defined as:

Yt = Y0 + µt + σBH
t + εt, (15)
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where εt is the microstructure noise with variance V(εt) = σ2
ε .

Property 4. The multiscale functions of the noisy fractional Brownian motion Yt are

V [Y](τ) = σ2(τ2H + 2η), (16)

S [Y](τ) = σ ·
√

τ2H−1 +
2η

τ
, (17)

Λ[Y](τ) = H · τ2H

τ2H + 2η
, (18)

where η := σ2
ε /σ2 is the noise ratio.

To obtain the expressions for V [Y](τ) and S [Y](τ) in Property 4, we apply (10) to (11)
and (12), respectively. In turn, a direct differentiation yields the formula for Λ[Y](τ).

Remark 2. The effect of the microstructure noise on the multiscale functions is only through the
noise ratio, η. One should be careful that the ratio is not unitless. The reason is that while σ2

ε is the
variance of the noise, σ2 is not the variance of the latent process itself, but contributes in the form of
σ2τ2H . The unit of η is thus [Time]2H , depending on H as well.

3.4. Asymptotic Behaviors

We now discuss the asymptotic behaviors of the multiscale functions for a noisy fBm.
These functions and their behaviors will be useful for the empirical estimation presented in
the next section.

First, the asymptotic behavior under a big scale limit is approximating the latent
fractional Brownian motion itself because the microstructure noise effect dissipates at a
long range. Therefore, we have

• As τ → ∞:

V [Y](τ) = σ2τ2H +O(1),
S [Y](τ) = στH−1/2 +O(τ−1/2),

Λ[Y](τ)→ H.

Note that the big O terms are dominated by the asymptotic terms by rates controlled
by H > 0. The larger the Hurst exponent is, the faster the convergence rate is.

At a very small scale, the microstructure noise dominates the process, making the path
very rough. This results in the following limits:

• As τ → 0:

V [Y](τ) = 2σ2
ε +O(τ2H),

S [Y](τ)→ ∞,

Λ[Y](τ)→ 0.

The variance does not vanish but converges to a constant determined by the mi-
crostructure noise level. As discussed before, the volatility is not well-defined at zero.
It is also worth noting that, even for a plain fractional Brownian motion without noise,
the volatility is not well-defined at zero for any H ∈ (0, 1/2). The variance growth is
dominated by the noise at the very short scale, making the growth rate close to zero.

For the Hurst exponent, H ∈ (1/2, 1), the volatility goes to infinity both at zero and at
infinity. Interestingly, the multiscale volatility function is not monotonic and there exists
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a critical timescale minimizing the volatility. As illustrated in Figure 1, the minimum is
achieved at the scale

τ∗ =

(
η

H − 1/2

) 1
2H

(19)

so that

S [Y](τ∗) = σ ·
√

2H
(

η

H − 1/2

) H−1/2
2H

. (20)

0.0 0.2 0.4 0.6 0.8 1.0
τ

0.7

0.8

0.9

1.0

1.1

1.2

1.3

1.4

Vo
la
til
ity

Figure 1. Volatility curve of a noisy fractional Brownian motion with H = 0.75, σ = 1, η = 0.01. The
minimal volatility is marked with a black dot.

4. Numerical Estimation

In reality, we are only able to observe a sequence of prices at discrete time points
t1, t2, · · · , tn. For simplicity, we assume that the time series is sampled over a uniform time
grid. In other words, each sample path of price (P1, P2, . . . , Pn) is observed discretely at
equal-spaced time points (δt, 2δt, · · · , nδt).

4.1. Multiscale Volatility

First, we convert the price observations to the log price time series

Xi = log(Pi), i = 1, · · · , n.

For m ∈ N+ < n, we can estimate the multiscale functions in Definition 1 at scale τ = mδt
as follows. Let Pm ⊂ {(i, j)|1 ≤ i, j ≤ n, j− i = m} be a subset of index pairs spanning a
range of length m.

• Variance:

Vm =
1
|Pm| ∑

(i,j)∈Pm

(Xj − Xi −mµ)2. (21)

where µ = Xn−X1
n−1 is the estimated drift for detrending the process.

• Volatility:

Sm =

√
Vm

mδt
. (22)

After computing a sequence of Vm values, the growth rate can be estimated by

Λm =
log(Vm+1/Vm)

log(1 + 1/m)
. (23)

The index pair set, P , is made flexible. In practice, there are some common choices.
The continuous rolling window {(1, m + 1), (2, m + 2), · · · , (n−m, n)} is a popular one,
which forms the largest possible set. In some cases, people use non-overlapping windows
{(1, m + 1), (m + 1, 2m + 1), · · · , ((k− 1)m + 1, km + 1)}.
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We remark that the estimator of the variance in (21) is biased, even if the index pair
set, P , consists of non-overlapping windows. The reason is that the log returns on disjoint
windows may be correlated. However, if the true value of the drift, µ, is known, the variance
estimator in (21) is unbiased. In practice, there are many ways to detrend the process, such
as fitting via ordinary least squares (OLS), or using empirical mode decomposition (see
Leung and Zhao (2021)). Nevertheless, even if we have an unbiased estimator of the
variance, Sm is still biased because of the concavity in the square root operator.

4.2. Hurst Exponent Estimation

The Hurst exponent is the key parameter in self-similar processes and the noisy
fractional Brownian motion model. Over the past few decades, several estimation methods
have been proposed, including the original rescaled range (R/S) analysis, as introduced by
Hurst (1951), and the popular detrended fluctuation analysis (DFA) by Peng et al. (1994).
Barabási and Vicsek (1991) propose a generalized Hurst exponent to estimate the scaling
exponent for each order of the moment. Moment scaling is an important tool to understand
the properties of time series, with a number of applications in finance (see Di Matteo (2007);
Górski et al. (2002); Mandelbrot (2013)). It is important to note that no method is perfect; in
fact, different methods can produce significantly different results (see Weron (2002)).

In this study, we discuss a modification of the generalized Hurst exponent algorithm.
We first review the original rescaled range (R/S) method, as it is the standard when com-
paring different algorithms. After a review of the generalized Hurst exponent estimation,
we discuss how the estimator can be biased under market microstructure noise and how to
remove the bias.

4.2.1. Rescaled Range Analysis

The original rescaled range (R/S) analysis algorithm using log prices is summarized
below.

Rescaled Range

For time series observation X1, X2, · · · , Xn, take a consecutive sub-sequence: Xk, Xk+1,
· · · , Xk+m, and apply the following operations:

• Estimate the drift, µ = 1
m (Xk+m − Xk).

• Detrend the partial time series: Zt = Xk+t − µt, for t = 1, 2, · · · , m.
• Compute the range, R, at scale m:

R(m) = max(Z1, Z2, · · · , Zm)−min(Z1, Z2, · · · , Zm).

• Compute the return standard deviation, S, at scale m:

S(m) =

√
1
m

m

∑
i=1

(Xk+i − Xk+i−1 − µ)2.

• Estimate the rescaled range at length m as (R/S)m = R(m)/S(m), and average over
all non-overlapping length-m sub-sequences.

Following the same procedure, estimate the rescaled range at different values of m.
The Hurst exponent, H, is then estimated by fitting (R/S)m ∼ mH . A typical OLS is fitted
on the log–log plot, log(R/S)m ∼ log m, taking the slope as the estimator.

The R/S algorithm, however, will produce a biased result when the time series is noisy.
Here we briefly show it by considering how the range (R) and the standard deviation (S) are
affected by the noise. Denote the noisy time series as X̃t = Xt + εt. It is easier to consider
the return standard deviation first:

S̃(m) ≈
√

S2(m) + 2Var(ε) ≈ S(m) +
Var(ε)
S(m)

.
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The return standard deviation will be larger. However, it is the scaling property of S(m)
that is important. In that sense, because all S(m)s are computed from the finest timescale
returns, their expectations can be assumed to be the same if the process is stationary. The
noise just makes the same normalization factor smaller, and thus it will not affect the final
scaling behavior from this part.

On the other hand, the range, R(m), depends on m in most cases and will experience
a change that is due to the noise. R(m) is the range of the detrended log price path over
m consecutive intervals. Imagine a white noise is added to the path of length m, and new
maximum and minimum values are obtained. The longer the length of m is, the higher is
the chance for the maximal value to be higher and the minimal value to be lower. Therefore,
the range, R(m), will increase under the noise, and the level of increment depends on m,
potentially biasing the slope estimation. A detailed analytical analysis of the amount and
direction of bias would be overly complicated, so we only provide a numerical evaluation
of the deviation in Table 1.

Table 1. Hurst exponent estimation on synthesized noisy fractional Brownian motion (σ = 1× 10−2,
σε = 2× 10−5). The proposed growth-adjusted (GrAd) variance estimation algorithm is compared
against the two standard algorithms, variance analysis and rescaled range analysis, under three dif-
ferent scenarios: H = 0.5 (random walk), H = 0.4 (mean-reverting), and H = 0.6 (trending). For each
scenario, 1000 sample paths are generated to evaluate the mean, confidence interval corresponding to
plus/minus one standard deviation of the mean estimator, and mean absolute deviation from the
ground truth value.

H = 0.5 (Random Walk)

Algorithm Mean ±1 mean std Mean abs. dev.

GrAd Variance 0.5003 (0.4998, 0.5009) 0.01474
Variance analysis 0.4846 (0.4843, 0.4848) 0.01558
Rescaled range 0.5302 (0.5294, 0.5311) 0.03410

H = 0.4 (Mean-Reverting)

Algorithm Mean ±1 mean std Mean abs. dev.

GrAd Variance 0.4057 (0.4050, 0.4064) 0.01799
Variance analysis 0.4192 (0.4189, 0.4194) 0.01923
Rescaled range 0.4518 (0.4510, 0.4526) 0.05202

H = 0.6 (Trending)

Algorithm Mean ±1 mean std Mean abs. dev.

GrAd Variance 0.6035 (0.6030, 0.6041) 0.01373
Variance analysis 0.5070 (0.5068, 0.5073) 0.09296
Rescaled range 0.6077 (0.6067, 0.6087) 0.02673

4.2.2. Generalized Hurst Exponent

By fitting the moments of increments against the scale, the original Hurst exponent
can be generalized to be order-based (see Barabási and Vicsek (1991)). The generalized
Hurst exponent, denoted by Hq, studies the scaling property of the increment distribution
at the q-th order moment. For a time series observation Xi, i = 1, 2, · · · , n, compute the
q-th order structure function as

Gq(m) := 〈|Xi+m − Xi|q〉i,

where the 〈·〉i operator takes average over all feasible index, i. Hq is obtained by fitting

Gq(m) ∼ mqHq .
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For self-similar processes, Hq is the same for all order, q. In our study, we are mostly
interested in the scaling of the second moment, thus fixing q = 2. The algorithm is
to compute

G2(m) :=
〈
(Xi+m − Xi)

2
〉

i
∼ m2H2 .

In the later part of the paper, we will set H = H2 for simplicity. This is the same as
the multiscale variance function, Vm, estimator in Equation (21) (with data centered). The
formal variance analysis algorithm is as follows.

Variance Analysis

• LetM⊂ N+ be the set of scales for estimating the variance.
• For m ∈ M, compute Vm using Equation (21).
• Fit OLS linear regression of log(Vm) ∼ log(m). Denote the slope as α.
• Estimator Ĥ = α/2.

Similar to the original rescaled range method, the Hurst exponent is estimated by
taking the log of both Vm and m, and fitting a linear regression to find the slope. However,
as we have shown in Equation (11), there will be a constant term in the structure function if
the data are subject to microstructure noise. Therefore, directly taking the log and fitting
linear regression will cause inevitable bias in the estimation of H. The following proposition
provides an analytical estimate of the deviation from the true value.

Proposition 2. Let Xt be a self-similar process with Hurst exponent, H, and volatility, σ. The
noisy observation Yt = Xt + εt has noise level σε. Suppose we know the variance V [Y](τ) for
τ ∈ T ⊂ R+ on a finite set of scales. Then the Hurst exponent estimation, Ĥ, by fitting
log(V [Y]) ∼ log(τ) will be(

1− 2η

τ2H
min + 2η

)
· H ≤ Ĥ ≤

(
1− 2η

τ2H
max + 2η

)
· H,

where η := σ2
ε /σ2 is the noise ratio, and τmin := inf T , τmax := sup T .

Proof. The slope of the OSL regression is bounded by the range of the derivative

d log(V [Y](τ))
d log(τ)

= 2Λ[Y](τ).

Use the growth rate function in Property 4, and note that Λ[Y](τ) is a monotonically
increasing function, we can obtain

2H ·
τ2H

min
τ2H

min + 2η
≤α ≤ 2H · τ2H

max
τ2H

max + 2η
,(

1− 2η

τ2H
min + 2η

)
· H ≤Ĥ ≤

(
1− 2η

τ2H
max + 2η

)
· H.

Remark 3. The proposition shows that the estimated Hurst exponent will be strictly lower than
the true value if there exists microstructure noise. The deviation amount, as calculated of the form

2η

τ2H+2η
H, is determined by the noise level only through the noise ratio, η. Choosing T at large

timescales can reduce, but not completely remove, the bias. Lastly, the Hurst exponent itself can also
affect the amount of deviation, with a smaller H suffering greater bias.

In order to remove the microstructure noise bias, we propose the growth-adjusted
(GrAd) variance analysis algorithm to estimate the Hurst exponent. Instead of directly
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fitting the variance, the growth-adjusted variance function, defined in Proposition 1, is used
as it has good conservation properties. Notice that, under the noisy fractional Brownian
motion model, the growth-adjusted variance recovers the variance function of the latent
process, up to a constant of H (see Proposition 1 and Equation (10)). The formal algorithm
is as follows:

Growth-Adjusted Variance Analysis

• For m = 1, 2, · · ·M, compute Vm using Equation (21).
• Compute growth rate, Λm, using Equation (23).
• Compute the growth-adjusted variance:

Ṽm = Λm ·
Vm + Vm+1

2
. (24)

• Fit least squares linear regression of log Ṽm ∼ log(m + 1/2). Denote the slope as α.
• Estimator Ĥ = α/2.

Since we approximate differentiation by finite difference when calculating the growth
rate, all other values are adapted to the average between scales m and m+ 1 for better accuracy.

4.3. Noise Estimation

For the noisy fractional Brownian motion model, we can further estimate the noise
level, σε.
Case 1: Brownian motion assumption.

If one is to assume that the latent process is a Brownian motion, then the noise level
can be evaluated as follows. Using Property 4 and fix H = 0.5, we propose the following
estimator for the noise level:

min
β0≥0,β1∈R

∑
m∈M

(β1m + β0 −Vm)
2. (25)

Then the noise level is estimated by σ̂ε =
√

β0/2, and the volatility is estimated
by σ̂ =

√
β1. The noise ratio can be computed as η̂ = β0/(2β1). Here, M ⊂ N+ is a

pre-specified scale set, and Vms are computed using Equation (21). This is actually an OLS
with the constraint on the intercept to be non-negative, because the variance of the noise
σ2

ε ≥ 0.
Case 2: Fractional Brownian motion assumption.

In the general case, the latent process is assumed to be a fractional Brownian motion
with H ∈ (0, 1). In this case, we first need to use growth-adjusted variance analysis to
estimate Ĥ, and then solve

min
β0≥0,β1∈R

∑
m∈M

(β1m2Ĥ + β0 −Vm)
2. (26)

Then, the noise level is estimated by

σ̂ε =
√

β0/2 .

Remark 4. In practice, the scale set,M, can be chosen to consist of only very small ms, because Vm
is most sensitive to the noise at a small scale. On the other hand, the error of the variance estimator
becomes larger as m increases. Usually evenM = {1, 2} can be a good choice.

4.4. Monte Carlo Simulation

To evaluate the performance of the proposed algorithm, we test on simulated noisy
fractional Brownian motion sample paths. Three scenarios with Hurst exponents 0.5, 0.4,
and 0.6 are examined with noise level σε = 2× 10−5 and volatility parameter σ = 1× 10−2.
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To mimic the 3 s intraday time series to be used in the next section, sample paths are
generated on t ∈ [0, 1], with 7800 equal-spaced points.

In Table 1, we present the simulation results of the Hurst exponent estimation, using
the proposed growth-adjusted (GrAd) variance analysis, along with a comparison against
the standard variance analysis and the original rescaled range analysis. Under three differ-
ent scenarios, with the Hurst exponents corresponding to random walk, mean-reverting,
and trending behaviors, we see that the proposed algorithm provides consistently unbiased
results and has the lowest mean absolute deviation from the ground truth values.

Algorithms not handling microstructure noise cannot produce unbiased estimates for
all of the scenarios. The histograms of the simulation result are in Figure 2 below. The red
vertical line in each histogram indicates the ground truth value. We can see the distribution
of the GrAd variance analysis estimator is centered around the ground truth values, while
the other two algorithms yield biased results.

H = 0.5 (random walk)
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0.45 0.50 0.55 0.60
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0

50

100
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H = 0.4 (mean-reverting)
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H = 0.6 (trending)
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0.55 0.60 0.65 0.70
Hurst measurement
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Figure 2. Histograms of Hurst exponent measurement using different algorithms. Three different
scenarios are tested with ground truth value H = 0.5 (random walk), H = 0.4 (mean-reverting), and
H = 0.6 (trending). The red vertical line in each histogram indicates the ground truth value.

Table 2 shows the noise level estimation results on simulated noisy fractional Brownian
motion data, with parameters the same as above. From the result, we can see that the noise
estimation is most accurate when H is large and the fractional Brownian motion path is
smoother. The accuracy is low when H is small. The reason might be that the fractional
Brownian motion path at H < 0.5 is rough and non-continuous, making the separation of
noise extremely difficult.
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Table 2. Noise estimates on simulated noisy fractional Brownian motion data. The ground truth
value is 2× 10−5. Each scenario is estimated with 1000 sample paths.

(10−5) H = 0.5 H = 0.4 H = 0.6

Mean 1.8109 0.7962 2.1046
St. Dev. 0.9877 1.6801 0.1194

5. Experiments on Intraday Data

In this section, we apply real-world data to the algorithms introduced in Section 4.
Specifically, we consider a collection of exchange-traded funds (ETFs) and stocks (tickers:
SPY, IWM, QQQ, XLK, AAPL, and MSFT), with dates ranging from January 2020 to
February 2023, and conduct our experiments using 3 s high-frequency intraday price data.
Prices are recorded on each day from open to close, spanning 6.5 h, making 7800 equal-
spaced time points. We choose a time frame such that t = 1 corresponds to 1 min (i.e.,
δt = 0.05). The interpretation is that any volatility estimates will reflect equivalently the
standard deviation of a 1 min price change.

5.1. Ensemble Multiscale Curves

We start by showing the multiscale behaviors of real-world high-frequency price data.
Figure 3 shows the plots of the multiscale functions estimated on a 3 s intraday time series,
averaged over all available dates in the dataset. Starting with the top two plots showing
the average variance curves, we see that for all tickers the variance scales in an approxi-
mately linear form, with very slight concavity. This is close to many base models in finance
such as Brownian motion or other types of random walk with uncorrelated increments, as
shown in Proposition 2. The log–log plot shows that the variance scales with an approxi-
mately constant growth rate, which looks like the behavior of self-similar processes (see
Equation (10)). The slopes of the lines on the log–log plot can be used to estimate the Hurst
exponents.

However, as we move on to the two bottom plots showing finer details of the curves,
there are observations unexplained by a standard model. Starting with the bottom left plot
showing the volatility curves, we see that the volatility is actually not constant, violating
the form given by Proposition 2. There is a consistent downward slope across all six tickers.
Moreover, for many of the tickers, especially the two stocks AAPL and MSFT, we see a
clear sharp drop in volatility when the timescale is very small. This phenomenon matches
the asymptotic behavior of the noisy fractional Brownian motion model, showing clear
evidence of the microstructure noise. The finer sampling frequency may show a larger
effect of the noise.

Turning to the lower right plot, we show the growth rate curves calculated from
average variance functions. Even though the upper right plot indicates that the prices
follow self-similar processes with seemingly constant growth rates, the bottom right plot
shows that they are not.

For all tickers, if we look at the timescale within the 1 min range, the growth rate
stays on an almost constant level, with a very slight increase. This can be explained by
the noisy fractional Brownian motion model, as derived in Property 4. However, the
growth rate declines obviously when going beyond the 1 min threshold, which means
that self-similarity no longer holds. This is also not explained by the microstructure noise,
which only contributes to an increasing growth rate. This phenomenon suggests that there
might be some other dynamics in the mid-frequency region.
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Figure 3. Average variance, volatility, and growth rate curves estimated on the 3 s intraday dataset.
For the intraday time series on each day, one variance curve is estimated for each asset using
Equation (21). The top two plots show the average variance curves over all dates in the dataset. The
bottom two plots are volatility curves and growth rate curves derived from the average variance
curves, using Equations (22) and (23), respectively.

We then proceed to estimate the parameters in the noisy fractional Brownian motion
setting, using the average variance curves in Figure 3. Because we have seen in the growth
rate plot that the model assumption may not be valid beyond the 1 min limit, we only take
the Vm for m = 1, · · · , 20 (from 3 s to 1 min). The GrAd variance analysis algorithm is used
to fit the Hurst exponent, H, with results shown in Table 3. Since the Hurst exponents are
very close to 1/2, we take the Brownian motion assumption for noise fitting (Equation (25)).
Noise level, σε, volatility, σ, and noise ratio, η : σ2

ε /σ2, estimations are also shown in Table 3.

Table 3. Hurst exponent, H, noise level, σε, volatility, σ, and noise ratio, η := σ2
ε /σ2, estimations on

the average variance curves in Figure 3. Equation (21) estimates variance curves for each intraday
time series. The average (over all available dates) is taken as the Vm in the GrAd variance analysis
algorithm to fit the Hurst exponent, H. Noise level, σε, volatility, σ, and noise ratio, η, are estimated
using the Brownian motion assumption estimator in Equation (25), also using the averages, Vm.

SPY IWM QQQ XLK AAPL MSFT

H 0.4975 0.5005 0.4967 0.4957 0.4869 0.4902
σε (10−5) 1.3458 1.1871 2.5640 3.0032 6.1282 5.1814

σ (10−4 min−
1
2 ) 1.1949 1.6554 1.5098 1.5581 1.9400 1.7967

η (10−2 min) 1.2686 0.5142 2.8838 3.7149 9.9779 8.3168

5.2. Daily Hurst Exponent

Although the ensemble multiscale behavior suggests that the price process is very
close to a random walk, the true dynamics of each intraday path may be mean-reverting,
trending, or otherwise. In this section, we employ the proposed growth-adjusted variance
analysis to estimate Hurst exponents for each intraday price path. The time series on each
day for each ticker will yield a single Hurst exponent estimate.
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Figure 4 shows the histograms of daily Hurst exponent results, compared against the
distribution of estimating the Hurst exponent from Brownian motion simulation. Although
the Hurst exponent of the intraday data is centered around 1/2, we can clearly see that its
distribution is not the same as Brownian motion. H estimated on the real-world data is
in general distributed to the left of a Brownian motion. The kernel density curves show
a much wider spread distribution and feature long tails. There is a significant portion
of days that have very low or high Hurst exponents, which is unlikely if the Brownian
motion assumption holds. This implies that the price dynamics can be different on different
days. There are days when the price movement is mean-reverting, and on other days the
movements are trending or like a random walk.
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Figure 4. Hurst exponent estimated on 3 s intraday data from 2020 to 2023. The intraday time series
on each date for each ticker yield one Hurst exponent estimation. This figure shows the histogram
of the estimated values over all dates. The orange dash-line shows the distribution of the Hurst
exponent estimator, Ĥ, from a standard Brownian motion in comparison with that from the dataset.

There have been ongoing debates over whether a small or large Hurst exponent
estimated from price data is able to reject the Brownian motion null hypothesis. While
the statistical analysis of H estimates is complicated, there are studies on its estimation
error, including the error bounds of the H estimator on standard Brownian motions (see
Couillard and Davison (2005)).
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With our proposed algorithm, we now employ a more empirical way to determine
whether the result is statistically significant to reject the null hypothesis H = 1/2. For any
algorithm discussed herein, we start by evaluating via simulations of standard Brownian
motions. Then, estimate µ0 as the mean of the null hypothesis, and σ0 as the standard
deviation of the null hypothesis. For any new Ĥ estimated on real-world data, we compute

t =
Ĥ − µ0

σ0

as the t-statistic. One can check if the t-statistic is below or above a certain significance
threshold to decide if the Brownian motion null hypothesis should be rejected.

In Table 4, we show the distributional statistics of daily Hurst exponent values, with
the last three columns showing the percentage of days when the estimated value shows
mean-reverting, trending, or random walk values, at the 5% significance level. We observe
that the portion is much larger, which could be from standard Brownian motion. Similar to
Table 3, the overall level of the estimated Hurst exponents is slightly below 0.5. Note also
that the standard deviation is much larger than that from a (fractional) Brownian motion,
which we have seen from Table 1.

Table 4. Hurst exponent estimated on 3 s intraday data from 2020 to 2023. The intraday time series
on each date for each ticker yield one Hurst exponent estimation. This table shows statistics of the
estimates over all dates. The mean and the standard deviation of H are in the first two columns,
and the last three columns show the percentage of dates with the Hurst exponent estimated to be
mean-reverting, trending, or random walk values, with a threshold at the 5% significance level.

Mean St.Dev Mean-Reverting (%) Trending (%) Random Walk (%)

SPY 0.4986 0.0327 12.5523 12.9707 74.4770
IWM 0.4948 0.0326 17.8522 9.0656 73.0823
QQQ 0.4949 0.0340 17.5732 11.9944 70.4324
XLK 0.4919 0.0342 19.1074 9.3445 71.5481
AAPL 0.4854 0.0443 29.0098 12.2734 58.7169
MSFT 0.4891 0.0437 24.5467 13.6681 61.7852

5.3. Intraday Evolution

In reality, asset prices may exhibit different behaviors at different times of the day.
There is well-documented evidence that shows patterns and seasonality of return distri-
bution during trading hours (see Allez and Bouchaud (2011) and references therein). One
well-known observation is the U-shape volatility, as examined by Admati and Pfleiderer
(1988) and Andersen and Bollerslev (1997), which states that the volatility is highest near
market open and close, and lowest at midday.

To test if the multiscale parameters are constant, we show the intraday rolling Hurst
exponent, noise level, and noise ratio in Figure 5. The result shows varying Hurst exponents
at different times of day, i.e., the scaling exponent is not constant. For all of the tickers, the
exponent is highest at market open, and then decreases rapidly.

The market indexes ETFs SPY and IWM have the smallest values in the middle of
the day, showing mean-reverting behavior. Their Hurst exponents at market open and in
the last hours are close to 0.5, indicating weak dependency. The “U” shape of their Hurst
exponents can help understand how the commonly observed U-shape volatility pattern
is formed. In the middle of the day, the price movement is more mean-reverting. Even
though the volatility is lower at midday, the smaller Hurst exponents indicate that the
return can be even noisier as the noise ratio is higher.

Unlike the index ETFs, the two stocks AAPL and MSFT have Hurst exponents always
below 0.5, and continue decreasing in the afternoon. Near the last hour before market
close, their Hurst exponents notably increase towards 0.5, which might be due to increasing
trading activities. The decreasing Hurst exponent can be compared with the increasing
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kurtosis result from the work by Allez and Bouchaud (2011), suggesting that the more
long-tail movement towards the end of the day actually may happen at small timescales.
For QQQ and XLK, which have a larger correlation with the tech stocks, their behavior is
in between SPY, IWM, and AAPL, MSFT. Different Hurst exponent patterns clearly show
different trading dynamics for ETFs and stocks.
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Figure 5. Hurst exponent, H, noise level, σε, and noise ratio, η := σ2
ε /σ2, on a 1 hour rolling window.

The x-axis marks the time of the day (e.g., 10 = 10 a.m. EST and 13 = 1 p.m. EST). The starting point
of the window shifts on a 15 min basis. For each day, one rolling Hurst curve is estimated for each
asset. The plot shows the average over all dates in the dataset.

The noise level in the noisy fractional Brownian motion model provides another lens to
inspect the intraday volatility pattern. The middle plot in Figure 5 shows the microstructure
noise estimation on a 1 hour rolling window. We see that all of the assets have the highest
noise value at market open, and decrease or flat out into the day. The two stocks AAPL
and MSFT have the sharpest trend. The bottom plot in Figure 5 shows the rolling noise
ratio is defined as η := σ2

ε /σ2. From the plot, we see that the two market indexes ETFs
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SPY and IWM have noise ratios that increase in the morning and then decrease in the
afternoon. In comparison, the two stocks AAPL and MSFT have increasing noise ratios
almost throughout the day, but drop sharply near market close. Different noise ratio
patterns may indicate different trading activities.

5.4. Evolution of Parameters

The Hurst exponent can be different on different days. In Figure 6 we show the 60-day
rolling average of the Hurst exponent from 2020 to 2023, in comparison with the realized
volatility and noise level change. We can see that, at the beginning of the pandemic in 2020,
most assets have a Hurst exponent close to 0.5, corresponding to a random walk. The Hurst
exponent then trends lower towards mean-reverting values and fluctuates for a period of
time. Overall, the ETFs tend to have a higher Hurst exponent, which stays closer to 0.5,
while the Hurst exponent for the two stocks AAPL and MSFT tends to fluctuate below 0.5.
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Figure 6. Time series of the Hurst exponent, realized volatility, and noise from 2020 to 2023. Values
are estimated from intraday data sampled every 3 s for each ticker and averaged over 60-day
rolling windows.
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As for the volatility level, we see that the noise pattern moves together with the
realized volatility time series. The difference between the noise among different assets is
smaller than that of the volatility. For the two stocks AAPL and MSFT, their microstructure
noise is higher than that for the ETFs for a long period from early 2020 to early 2021. Even
though all of the tickers have different volatility levels, the noise level difference within
the stock group and within the ETF group is very small, suggesting two distinct types of
trading activities for stocks and ETFs.

6. Conclusions

We have presented a multiscale analysis of the volatility of noisy high-frequency data.
A key feature of our framework is a fractional Brownian motion with microstructure noise.
The proposed noisy fractional Brownian motion model is shown to possess a variety of
volatility behaviors suitable for intraday price processes. For empirical estimation, we have
proposed a new Hurst exponent estimator for the noisy fractional Brownian motion model
and applied it to a collection of major US stocks and ETFs. This allows us to understand
not only the intraday evolution of asset prices but also their long-term behaviors better.

For future research, one practical application of our approach is to incorporate the
Hurst exponent and microstructure noise estimates into machine learning models for
price prediction at different timescales. It is of practical interest to investigate the driving
factors for the Hurst exponent for different assets, ranging from equities to cryptocur-
rencies, over time. This can potentially be useful for developing related trading and risk
management strategies.
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