#1

c. Based on the correlations, we could use the heating oil futures as they are more highly correlated to the changes in spot price of the crude oil than the propane futures. Therefore the heating oil price changes will more closely follow the price changes of crude oil. We would then use the minimum variance hedge ratio (h*) we calculated to determine the number of contracts needed. 

#3

a. The convenience yield measures the benefits that the owner of the underlying asset in a future has that an owner of the future does not. A high convenience yield is usually associated with low inventories. Low inventories increase the chance of a shortage in the future, giving those who hold the asset more benefit today, which raises convenience yield. 
b. Convenience yield is inversely related to storage costs. As the cost of holding the asset goes up, the convenience and benefit of holding the asset in storage decreases.
c. There is a downward bias in oil and energy markets, due to the storage cost and convenience yield. These assets are consumed immediately, and there is a cost to storing them. 
#4

c. An inverted yield curve, when short term yields are higher than longer term yields, tend to be highly correlated with an upcoming economic weakening or recession. At these times, there tends to be a tightening in credit, where either the cost of obtaining credit was high or lenders are being tight with credit and it is not readily available. 
