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Abstract 

In this talk, we will investigate the implication of non-stationary market 
microstructure noise to integrated volatility estimation, provide statistical tools to 
test stationarity and non-stationarity in market microstructure noise, and discuss 
how to measure liquidity risk using high frequency financial data.  In particular, we 
discuss the impact of non-stationary microstructure noise on TSRV (Two-Scale 
Realized Variance) estimator, and design three test statistics by exploiting the edge 
effects and asymptotic approximation.  The asymptotic distributions of these test 
statistics are provided under both stationary and non-stationary noise assumptions 
respectively, and we empirically measure aggregate liquidity risks by these test 
statistics from 2006 to 2013.  As byproducts, functional dependence and endogenous 
market microstructure noise are briefly discussed.  Simulation studies corroborate 
our theoretical results.  Our empirical study indicates the prevalence of non-
stationary market microstructure noise in the New York Stock Exchange. 
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