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Definition 2. The moving average of a function f(t)
with lag-time n-units is the function f(x) whose value at
time x is the average value of f(t) between times x — n
and x.

Example 3. Find the four-quarter moving average of the
following quarterly sales data.
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can change a lot from day-to-day or even hour-to-hour.
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summaries of changes over weeks or months could be
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December or - and this is part of what moving averages
are about - compare the last twelve months of sales on
average to the previous twelve months of sales. Moving
averages allow us to have the best of both worlds - they
can be used for month-to-month comparisons, but by
taking an average over a whole period, they aren't
sensitive to seasonality or large variability. You can see
these advantages clearly in previous example. Moving
averages are used everywhere in financial and insurance
analysis, In particular so one can understand underlying
trends.
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Is governed by exponential functions; P dollars today
becomes Pe’ dollars in t years if the rate of return is
(constant at) r. We are also familiar with the need to
adjust economic statistics for “today's dollars” .

Definition 6. The future value of P dollars today after
t years, assuming an investment and/or inflation rate of r
over that time is Pe". The present value of P dollars t
years from now is Pe "

Current value is used to determine the worth of a
promise of money in the future.
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Example 7. Compute the current value of $10000, paid
five years from now, assuming an inflation rate of 4%.

Often in business and economics, money is paid (back) in
Installments, as with student loans, mortgages and
retirement accounts. How can we determine the current
or future value of installment payments?

Example 8. $100 deposited per month in an account
earning 5% interest has a present value of 100 +
100e0%572 4 ... & 1006__0'05% dollars or in summation
notation > 2100e~"%12 dollars.
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