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In this paper we discuss the construction of volatility measures aimed to reflect the ex-ante uncertainty 

faced by economic agents. The most widely used volatility measure is the standard deviation  of the 

original  time series. This measure no doubt has some merit given that the future values of a series with 

high variability is probably more difficult to predict than future values from a series which  is less va- 

riable. But, the raw standard deviation implicitly assumes that economic  agents cannot anticipate  any 

component of the series. However, if agents perceive a portion  of the data generation process, they are 

surprised only by the unpredictable component. Following,  volatility measures based in the unpredic- 

table components can be built in order to obtain a better proxy for agents’ true uncertainty.  In order to 

do that, volatility measures are computed using the residuals from a set of predictive models. Each one 

of those models can be viewed  as an alternative  assumptions made about the expectation formulation 

process faced by economic agents. Then, assuming different models of expectation formulation, volati- 

lity indices are built removing the components of total fluctuations that are predictable, and measuring 

the variability of the unpredictable component.  Almost all the previous literature following this line, 

computes volatility using the residuals from a predictive  equation estimated for the full sample period 

under study; but as we noted in Arrufat et al. (2014),  economic  agents cannot base their forecasts using 

data from the unseen future, that is, the predictive model only can be based on the data available  at the 

moment when the forecast is made. A practical procedure to avoid the latter problem is to implement  a 

rolling window  estimation algorithm,  on which agents formulate  their predictions  for next period based 

upon the k most recent periods. Finally, the alternative indices built are employed to compute the vola- 

tility of the Terms of Trade (TOT) of Argentina  and the estimates are compared in order to conclude if 

they follow different paths. 
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