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Fig. 2. Discounting of the target and required capital profiles Notes : Panel (a) illustrates the influence of discounting (see Definition 1 ) on RC h . The initial 
date t is set to 0, and H is set to 100. The loss at maturity ( X H ) is taken equal to 1. Panel (b) displays the updated target, that is X H / (1 + r) H−h . 
with RC t = 0 , and employing the notation X + = max (X, 0) . This modification is in line with the standard formula for margin 
call in the definition of futures. 8 

To make the RC profiles ( 2.5 or 2.6 ) operational, the sequence of benchmark valuations has to be specified. Different 
valuation schemes can be selected depending on the type of long-run risk: 
(i) Mean-variance scheme . We set: 

X ∗t + h,t + H = E t+ h X t+ H + A 
2 V ar t+ h X t+ H , (2.7) 

where E t (X t+ H ) (resp. V ar t (X t+ H ) ) is an expected loss (resp. a loss variance) conditional on the information available 
on date t , and A is the (absolute) risk aversion of the supervisor. This scheme is appropriate for the example of depol- 
lution cost, for which the costs and their uncertainties have to be regularly updated. They can for instance decrease if 

8 Note that the RC C ’s are not margin calls, since, the required capital RC t+ h is not sufficient to ensure a total protection against a complete default on 
X t+ H at an intermediate date t + h . 
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