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This paper presents a new Markov chain Monte Carlo approach for diffusion driven stochastic volatility models. The algorithm is based on a data augmentation scheme where both the paths of the unobserved volatility and the paths between any two observed points are treated as missing data.  We use a time change transformation to break down the dependence between the diffusion parameters and the transformed paths. We then present an appropriate Markov chain Monte Carlo algorithm to sample from the posterior of the diffusion paths and the parameters of the stochastic volatility model.
