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Abstract

This paper extends the results on quadratic term structure models in
continuous time to the discrete time setting. The continuous time set-
ting can be seen as a special case of the discrete time one. Discrete time
quadratic models have advantages over their continuous time counterparts
as well as over discrete time a¢ ne models. Recursive closed form solu-
tions for zero coupon bonds are provided even in the presence of multiple
correlated underlying factors, time-dependent parameters, regime changes
and "jumps" in the underlying factors. In particular regime changes and
"jumps" cannot so easily be accommodated in continuous time quadratic
models. Pricing bond options requires simple integration and model esti-
mation does not require a restrictive choice of the market price of risk.
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