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Probability Density Function

Probabilities can often be graphed as a curve. The area under a probability curve is always 1. We can then calculate the probability of an event by calculating the area under the curve for the interval.

Probability: 
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Continuous Income Stream

Income collected continually over a period of time. Often, we have a function that defines the rate of change of the income over time – are we making more or are we making less? We can calculate total income for a period of time by calculating the area under the curve for the interval.

Total Income: 
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Future Value of a Continuous Income Stream

If we invest income at a fixed rate, compounded continuously, the future value is given by:
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	where:
	f(t) is the continuous income stream

T is the number of years invested


Consumers’ Surplus

This tells us how much money is saved by a consumer who would have paid a higher price:
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	where:
	
[image: image5.wmf])

(

x

D

 is the price-demand function
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is the current price
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is the units that can be sold at the current price


Producers’ Surplus

This tells us how much money is made by the supplier who would have sold at a lower price:
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	where:
	
[image: image9.wmf])

(

x

S

 is the price-supply function
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is the current price
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is the current supply
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