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Vector autoregressive models are used to forecast future realizations of variables or to study the impulse response to exogenous shocks. In both cases, the actual realizations of the considered paths are subject to uncertainty resulting from the estimation of the model’s parameters. In order to report this uncertainty confidence bands are used for impulse responses and prediction bands –also taking into account uncertainty related to future shocks to the system – for forecast paths. While standard approaches considered the uncertainty for each horizon separately, recently several methods have been proposed for constructing joint confidence/prediction bands. Some of these methods are reviewed including recent proposals made by the authors. Results from simulation experiments are reported and some recommendations for applied work are provided.
