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ABSTRACT

The recent rapid increase in commodity prices is not an unique event. It has happened
several times in the past. Commodity prices have always dropped, returning to a more normal
level. Production costs, on the other hand, follow commodity prices up but do not follow them
down. Net farm income has increased rapidly in most commodity sectors of agriculture. However,
production costs have increased substantially during the past few years. Those cost increases will
reduce net farm incomes in the future if commodity prices do not continue to increase.

Keywords: net farm income, production costs, gross income.



HIGHLIGHTS

During the past 100 years, agriculture has experienced several periods of rapid commodity
price increases. Each one was followed by a period of financial distress as producers struggle to
cover higher production costs brought on, in part by those higher prices. The current high prices
may follow a similar pattern. This time things may be different as the increase in prices are caused
by the growth in demand from the ethanol industry. That demand should continue as long as
energy prices remain high and current governmental policies remain in place.

Gross returns for most crops have increased substantially in recent years to $300 to $400
per acre. Those returns provide for increased net farm income to levels which have not
experienced in the past 25 years. However, since 2004 production costs have increased between
50% and 60%. Increasing production costs are tolerable if gross returns are increasing fast enough
to cover the additional costs. In 2008, most costs increased 15% to 25%, with fertilizer, chemicals,
and seed costs increasing over 70%.

If production costs continue in increase, future returns will be lower than in 2007-2008. As
long as commodity prices remain near current levels, net farm income will remain high for several
years in the future. However, if commodity prices fall, producers will be faced with very high costs
and narrow operating margins very quickly. By 2010, breakeven prices for wheat, soybeans, and
corn could be $6.20, $8.00 and $3.60, respectively.



Changes in Agricultural Input Costs
and Their Impact on Net Farm Income

Richard D. Taylor and Won W. Koo*

INTRODUCTION

The recent increases in prices of agricultural commaodities are viewed, in the popular press,
as an event that has never occurred before, but history tells a different story. In the early part of the
20" century, agricultural prices increased dramatically due to a rapid increase in demand caused
by immigration and high income growth due to the industrialization of the United States.
Production did not respond until World War 1. Immediately after the war, excess U.S. production
was exported to Europe to replace food production destroyed by the war. In 1922-23 supply
out-paced demand and prices collapsed. A more recent boom in agriculture was caused by World
War I1. Coming out of the Great Depression, agriculture responded quickly to higher prices caused
by the war. After the war, prices did not fall as quickly as before but substantial federal aid was
provided to the agricultural sector to prevent similar financial distress.

The most recent boom was caused by the Russian grain deal of 1973. Prices increased from
$1.76 per bushel for wheat in 1972 to $3.95 per bushel in 1973. Most other commodities followed.
North Dakota net farm income increased from $609 million in 1972 to $1.54 billion in 1973.
During that time, just like today, energy prices were increasing rapidly. Fuel prices increased
111% between 1973 and 1976, and fertilizer prices increased 118%. Total farm production
expenses increased 67% between 1973 and 1976. Decreased commodity prices in late 1976
combined with high production expenses reduced net farm income in North Dakota to $184
million in 1976 or only 11% of the 1973 income level. Production expenses did not drop until
1983, when land, which was selling for an average of $108/acre in North Dakota in 1973, was
selling for an average of $436/acre in 1983. The financial crises in agriculture reached much
further than just the production sector of agriculture. Many rural banks found themselves in
financial distress along with the entire Federal Farm Credit System.

The current boom has many similarities and a few differences when compared with the
previous ones. A sudden increase in demand has resulted in a rapid increase in prices, which are
followed quickly by rising production costs. The difference is that this increase in demand seems
to be longer term based on ethanol production from corn. In addition to the increase in demand for
corn, world wheat production has been below average due to crop difficulties in various countries.
These production shortfalls have reduced carry-over stocks to historically low levels which have
caused volatile prices.

*Research Scientist and Distinguished Professor of Agribusiness and Applied Economics
and Director, respectively, in the Center for Agricultural Policy and Trade Studies at North Dakota
State University, Fargo.



Since 2004, North Dakota wheat prices have increased 88%, while corn and soybean prices
have increased 72% and 92%, respectively. A one year price increase, from 2006 to 2007, of 68%
for wheat, 83% for corn, and 65% for soybeans triggered the current boom. Prices are expected to
increase further in 2008 by 12% for wheat, 25% for corn and 38% for soybeans.

These increases in prices along with higher energy costs have raised production costs
substantially between 2004 and 2008. Fertilizer costs have increased 120%, fuel and oil costs have
increased 76%, and total production costs have increased 56%. In Agricultural Policy Brief,
Number 19, published by the Center for Agricultural Policy and Trade Studies analyzed the state
wide impacts of higher commaodity prices and higher production expenses. This study divides the
state into four regions; the Red River Valley (RRV), the North Central (NC), the South Central
(SC), and the West (2008 North Dakota Agricultural Outlook: Representative Farms, 2008-2017).
In addition to the four regions, three different crops and a livestock enterprise are examined to
determine production costs, gross returns, and net returns for the crops and livestock enterprise.
Wheat, corn, and soybeans are included in the RRV, NC, and SC regions while wheat, corn and a
cow-calf operation are included in the West Region.

CHANGES IN PRODUCTION COSTS AND NET RETURNS
Production Costs

Tables 1-4 show the production costs for the RRV, NC, SC and West regions of the state
from 2004 through 2010. Years 2004-2007 are actual data and years 2008-2010 are projections
based on the North Dakota Representative Farm Model operational at the Center for Agricultural
Policy and Trade Studies (CAPTS). Total production cost for the RRV has increased 50%, 50%,
and 61% between 2004 and 2008 for wheat, soybeans and corn, respectively. They are expected to
increase an additional 12% for wheat, 12% for soybeans and 8% for corn by 2010.

Seed costs have increased 120%, 90% and 93% for wheat, soybeans, and corn,
respectively, for the 2004-2008 period. Fertilizer cost has increased for wheat and corn, while
remaining level for soybeans. Interest cost has increased 79%, 76%, and 82%, respectively, for
wheat, soybeans and corn for the 2004-2008 period. Most other expenses have increased
somewhere between 25% and 50% for the 2004-2008 time period. Land rent has increased 23%
between 2004 and 2008. They are projected to increase 21% between 2008 and 2010. The reported
land costs and average cost reported by producers. They are substantially less than new land rent
contracts.



Table 1. Production Costs for the Red River Valley, 2004-2007 Historical and 2008-2010 Projected
2004 2005 2006 2007 2008 2009 2010 2004-2008

Wheat =~ emeeeeeeeeeeeeeeeeees dollars/acre--=----===s=s=momomomomoe oo ceceeen %
Seed 12.07 1253 1287 16.02 2643 2194  23.03 1.19
Fertilizer 35.06 4189 4528 4833 7732 7249 69.81 1.21
Chemicals 2288 20.61 1844 2493 3046 37.16  40.88 0.33
Fuel & oil 9.08 1112 1261 1278 1393 1671 1755 0.53
Repairs 1291 1290 1259 1417 1636 1882 21.64 0.27
Land Rent 61.27 6230 6630 6784 7526 8278 91.06 0.23
Insurance 1512 1435 1482 17.08 2054 2465 27.12 0.36
Interest 5.14 6.67 9.01 8.41 918 10.01 1091 0.79
Labor 1150 1122  10.77 13.07 13.68 1432 14.99 0.19
Mach depr 11.04 1049 1088 12.28 12.89 1354 1422 0.17
Other 8.47 9.04 925 10.16 1070 1125 11.85 0.26
Total 204.54 213.12 22282 245.07 306.75 323.67 343.05 0.50
Soybeans
Seed 3054 3444 3516 3875 5813 55.06 56.71 0.90
Fertilizer 5.89 4.35 3.50 3.59 5.92 4.94 5.19 0.01
Chemicals 1415 1405 1629 1315 27.62 25.63  23.59 0.95
Fuel & oil 13.62 1171 1363 1421 1549 1858 1951 0.14
Repairs 1190 1456 1404 1589 1835 21.10 24.26 0.54
Land Rent 61.24 6346 66.77 6796 7539 8293 91.22 0.23
Insurance 1733 1620 1659 1851 2226  26.72  29.39 0.28
Interest 5.85 7.01 9.39 945 1032 11.25 12.26 0.76
Labor 827 1134 1031 1103 1153 12.06 12.61 0.39
Mach depr 1201 1141 1137 1285 1349 1417 1488 0.12
Other 9.13 894 1101 999 1053 11.09 11.69 0.15
Total 179.93 197.47 208.06 215.38 269.03 283.52 301.31 0.50
Corn
Seed 40.65 4212 4579 5218 78.27 7753  76.20 0.93
Fertilizer 4775 5556  61.71  68.34 109.34 101.59  98.53 1.29
Chemicals 20.33 1961 16.74 1749 36.73 3456  32.35 0.81
Fuel & oil 27.92 2845 2876  30.06 3322 3943 41.40 0.19
Repairs 21.21 2227 2325 2584 2984 3431  39.46 0.41
Land Rent 62.97 6656 71.31 7270 80.65 8871 97.59 0.28
Insurance 18.43 15.09 18.95 28.74 34.57 41.48 45.63 0.88
Interest 9.34 9.73 1462 1559 17.02 1855  20.22 0.82
Labor 1521 1852 1459 16.34 17.07 1783 18.72 0.12
Mach depr 1714 1463 1520 2020 21.21 2227 2338 0.24
Other 1230 1383 2228 1442 1520 16.02 16.71 0.24
Total 293.25 306.37 333.20 361.90 473.12 492.29 510.20 0.61




Table 2. Production Costs for the North Central Region, 2004-2007 Historical and 2008-2010 Projected

2004 2005 2006 2007 2008 2009 2010 2004-2008

Wheat =~ emeeeeeeeeeeeeeeeeees dollars/acre--=----===s=s=momomomomoe oo ceceeen %
Seed 8.89 9.30 921 1129 1863 1697 1781 1.10
Fertilizer 2136 24.02 2556 2797 4475 4048  38.25 1.10
Chemicals 16.22 1884  16.07 2283 27.89 34.03 37.43 0.72
Fuel & oil 8.61 991 1163 1192 1299 1559  16.37 0.51
Repairs 1225 1032 10.72  13.06 15.08 17.34 1994 0.23
Land Rent 3124 31.28 3257 3328 36.92 40.61 44.67 0.18
Insurance 9.64 1037 1169 1336 16.07 19.28 21.21 0.67
Interest 4.15 571 7.11 7.46 8.15 8.88 9.68 0.96
Labor 4.95 6.15 4.55 5.70 6.16 6.47 6.79 0.24
Mach depr 8.99 7.43 8.48 8.21 8.62 9.05 9.50 -0.04
Other 4.98 5.01 5.83 6.16 6.75 7.02 7.30 0.36
Total 131.28 138.34 143.42 16124 202.01 215.71 228.96 0.54
Soybeans
Seed 29.29 3552 3815 4160 6240 59.43 58.64 1.13
Fertilizer 8.91 6.57 5.02 2.94 4.70 4.58 4.69 -0.47
Chemicals 1152  10.00 9.61 1294 2717 2543 2324 1.36
Fuel & oil 10.09 1179 1356 14.13 1540 1848 1941 0.53
Repairs 13.37 1239 1232 1592 1839 2115 2432 0.38
Land Rent 3012  29.79 3263 3208 3558 39.13 43.05 0.18
Insurance 1145 1003 10.28 13.11  15.77 1893  20.05 0.38
Interest 591 6.35 8.43 7.70 8.41 9.17 9.99 0.42
Labor 5.49 4.54 6.24 4.00 4.20 441 4.63 -0.23
Mach depr 13.06 978 1011 1198 1258 1321  13.87 -0.04
Other 5.07 6.42 5.81 5.38 6.04 6.28 6.52 0.19
Total 14428 143.18 15216 161.78 210.64 220.19 229.17 0.46
Corn
Seed 3331 3297 36.83 4111 6167 60.21  59.52 0.85
Fertilizer 29.68  30.28 3490 3337 5339 50.61 49.16 0.80
Chemicals 8.56 9.94 948 1228 2579 2482 2393 2.01
Fuel & oil 10.08 1984 1474 1710 18.60 2225 2334 0.85
Repairs 13.81 16.74 1275 1784 2061 2370 27.25 0.49
Land Rent 3260 3274 3115 3157 3501 3851 4236 0.07
Insurance 10.88  10.73 1237 23.84 2868 3442 37.86 1.64
Interest 5.27 8.42 9.03 1030 1125 16.36  25.63 1.13
Labor 10.53 745 1265 1164 1267 1331  13.97 0.20
Mach depr 1286  11.39 7.73 8.77 9.21 9.67 10.15 -0.28
Other 5.18 3.57 7.01 6.91 7.30 7.62 7.96 0.41
Total 172,76 184.07 188.64 21473 284.18 301.48 321.14 0.64




Table 3. Production Costs for the South Central Region, 2004-2007 Historical and 2008-2010 Projected

2004 2005 2006 2007 2008 2009 2010 2004-2008

Wheat =~ emeeeeeeeeeeeeeeeeees dollars/acre--=----===s=s=momomomomoe oo ceceeen %
Seed 10.24  10.70 1065 1139 1879 1698 17.23 0.88
Fertilizer 2515 27.61 3220 3386 5418 50.67  48.89 1.15
Chemicals 21.09 21.34 20.07 26.84 3280 40.01 44.02 0.56
Fuel & oil 8.10 9.80 1058 12.01 13.09 1571 16.49 0.62
Repairs 8.55 9.01 990 1109 1281 1473 16.94 0.50
Land Rent 31.05 3231 34.04 3553 3940 4334  47.68 0.27
Insurance 946 1057 1036 1411  16.97 20.37 2241 0.79
Interest 441 4.28 6.42 8.00 8.74 9.52 10.38 0.98
Labor 8.10 9.07 6.87 8.38 8.80 9.24 9.70 0.09
Mach depr 1200 1305 1251 1324 1390 1460 1533 0.16
Other 6.32 8.36 7.06 9.34 9.80 10.15 10.53 0.55
Total 14447 156.10 160.66 183.79 229.28 245.33 259.59 0.59
Soybeans
Seed 27.89 3312 36.27 36.84 5526 5421 53.10 0.98
Fertilizer 9.14 9.08 8.34 5.14 8.22 8.02 7.95 -0.10
Chemicals 1407 1283 1388 1321 27.74 2582 23.10 0.97
Fuel & oil 757 1046  11.13 1346 1467 17.61  18.49 0.94
Repairs 940 1069 1150 1407 16.25 18.69  21.49 0.73
Land Rent 3423 3567 3848 3950 43.81 4819 53.00 0.28
Insurance 1145 1209 13.06 16.68 20.07 2331  25.29 0.75
Interest 4.85 5.05 691 2226 2431 2650  28.88 4.01
Labor 9.49 8.83 10.74 944 1076 1129 11.86 0.13
Mach depr 1361 1428 1206 1477 1551 1628 17.10 0.14
Other 6.82 8.62 707 1357 1413 1471  15.30 1.07
Total 148.52 160.72 169.44 198.94 250.72 264.62 275.57 0.69
Corn
Seed 3848 4113 4143 47.08 7065 6895 67.21 0.84
Fertilizer 39.74 4324 3954 4748 7597 7282 69.42 0.91
Chemicals 1981 1806 1519 1560 3276  30.72 29.81 0.65
Fuel & oil 1183 2061 16.64 21.13 2337 28.05 2945 0.98
Repairs 1230 1644 1528 1941 2242 2578  29.65 0.82
Land Rent 35.67 3735 3895 38.07 4222 4644 51.09 0.18
Insurance 13.08 1363 1480 2137 2571 3085 3393 0.97
Interest 7.11 8.61 9.69 1243 1357 1480 16.13 0.91
Labor 10.03 1136 1350 1318 1359 1427 1498 0.36
Mach depr 1722 2063 1592 1789 18.78 19.72  20.71 0.09
Other 6.57 1020 1033 1155 1282 1336  13.93 0.95
Total 211.84 241.26 231.27 265.19 351.85 365.77 376.31 0.66




Table 4. Production Costs for the West Region, 2004-2007 Historical and 2008-2010 Projected

2004 2005 2006 2007 2008 2009 2010 2004-2008

Wheat =~ - dollars/acre-------==========mmmmm - %
Seed 7.94 8.86 8.90 9.46 15.61 14.10 14.32 0.97
Fertilizer 19.22 21.55 27.34 27.91 44.66 39.92 37.42 1.32
Chemicals 12.95 16.27 15.69 21.50 26.27 32.05 35.26 1.03
Fuel & oil 6.39 7.82 7.62 18.57 11.43 12.62 12.99 0.79
Repairs 8.32 9.94 7.67 4.88 5.64 6.48 7.45 -0.32
Land Rent 23.69 24.60 26.06 25.54 28.32 31.16 34.27 0.20
Insurance 7.20 9.27 7.41 10.55 12.69 15.23 16.75 0.76
Interest 5.42 7.25 8.60 7.68 8.39 8.81 9.27 0.55
Labor 5.97 9.56 4.78 2.96 3.11 3.26 3.43 -0.48
Mach depr 7.37 7.76 7.63 7.40 7.77 8.16 8.57 0.05
Other 4.36 4.97 3.84 4.24 4.50 4.65 4.80 0.03
Total 108.84 127.85 125,54 14069 176.40 185.35 193.70 0.62
Corn
Seed NA 27.55 29.86 32.85 48.21 47.03 45.82 0.75
Fertilizer NA 17.07 24.08 28.04 44.86 42.43 40.86 1.63
Chemicals NA 16.44 7.24 14.83 31.14 29.86 27.53 0.89
Fuel & oil NA 10.13 8.11 11.19 12.20 14.64 15.37 0.20
Repairs NA 10.78 7.57 15.13 17.48 20.10 23.11 0.62
Land Rent NA 23.05 24.05 26.59 29.49 32.44 35.68 0.28
Insurance NA 6.63 12.38 10.52 12.66 15.19 16.71 0.91
Interest NA 6.56 9.75 11.48 12.54 13.66 14.89 0.91
Labor NA 12.76 10.83 9.10 9.56 10.03 10.53 -0.25
Mach depr NA 7.59 6.55 10.89 11.43 12.01 12.61 0.51
Other NA 3.78 8.13 6.91 7.18 7.44 7.72 0.90
Total NA 142.34 14855 177.53 236.73 244.82 250.83 0.66
Cow-calf
Hay 113.94 109.92 123.25 129.75 136.24 143.05 150.20 0.24
Silage 6.28 10.34 9.55 7.02 7.72 8.49 8.92 -0.25
Pasture 98.71 105.35 106.55 121.12 134.32 147.75 155.14 0.28
Supp & Vet 45.39 48.60 56.25 47.41 51.13 55.17 58.29 0.05
Fuel & Oil 15.13 19.65 24.28 26.32 28.69 34.43 36.15 0.46
Repairs 28.69 32.61 30.33 32.70 36.71 4152 47.01 0.13
Interest 8.17 4.56 7.75 4.86 5.10 5.36 5.63 0.12
Labor 14.04 15.36 31.94 26.38 28.81 31.40 34.23 0.88
Other 43.93 48.00 55.01 49.60 52.78 56.24 59.17 0.10
Total 37428 39439 44491 44516 48150 523.41 554.73 0.29

Total costs in the Red River Valley (RRV) are expected to increase through 2010 (Figure
1). Total production costs in 2010 could be 12%, 12%, and 8% greater than 2008, for wheat,
soybeans and corn, respectively, in the region. In 2010 the breakeven price for the commodities,
assuming average Yields, is $6.13 for wheat, $8.45 for soybeans and $3.57 for corn in the RRV.
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Figure 1. Actual and Projected Per Acre Production Costs for
the Red River Valley Region of North Dakota

Total production costs for the NC region have increased 54%, from $131 per acre in 2004
to $202 per acre in 2008, for wheat (Figure 2). The cost has increased 46% for soybeans and 64%
for corn for the 2004-2008 period. Fertilizer costs have increased 110% for wheat and 80% for
corn during that time period. Fuel costs have increased 51% for wheat, 53% for soybeans and 85%
for corn. A large portion of the increased fuel cost is due to drying costs in 2006 and 2007, which
are projected into 2008. Other costs, such as chemicals, seed, repairs, and insurance have increased
substantially since 2004. Production costs are expected to increase through 2010, an additional
13% for wheat, 9% for soybeans and 13% for corn. The breakeven price for wheat in 2010 will be
$5.74 per bushel compared to $3.04 per bushel in 2004 and $4.76 per bushel in 2008. The
breakeven price for soybeans will be $7.33 per bushel in 2010 compared to $6.38 per bushel in
2008 and those for corn will be $3.45 per bushel in 2010 compared to $2.86 per bushel in 2008.
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Figure 2. Actual and Projected Per Acre Production Costs for
the North Central Region of North Dakota
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Total production cost for wheat in the SC region has increased 59% from $144 per acre in
2004 to $229 per acre in 2008 (Table 3). Soybean and corn production costs have increased 69%
and 66%, respectively, during the same time period. Fertilizer costs increased 115% for wheat,
91% for corn, between 2004 and 2008, while fuel and oil costs increased 62%, 94%, and 98% for
wheat, soybeans, and corn, respectively. Most other costs have increased between 25% and 80%
for that same time period. Production costs are expected to increase through 2010 (Figure 3).
Production costs for wheat could be 13% higher in 2010 than in 2008, while soybeans and corn
production costs could be 10% and 7% greater, respectively. The breakeven price for wheat was
$2.81 per bushel in 2004, $4.49 per bushel in 2008 and near $5.30 per bushel in 2010. The
breakeven price for soybeans was $6.47 per bushel in 2004, increasing to $7.18 per bushel in 2008
and $8.47 per bushel in 2010. The breakeven price for corn was $3.33 per bushel in 2004. The SC
region had a poor corn crop in 2004 which increased the breakeven price. In 2008 the breakeven
price for corn will be $2.83 per bushel and $3.38 per bushel in 2010.
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Figure 3. Actual and Projected Per Acre Production Costs for
the South Central Region of North Dakota

Total production costs have increased 62% for wheat between 2004 and 2008 in the West
region (Table 4). Production costs increased 66% for corn for the 2005-2008 period. The West
region did not report corn and soybean production in 2004. The major livestock enterprise is
cow-calf production. Production cost has increased 29% between 2004 and 2008. Fertilizer costs
have increased 132% for wheat and 163% for corn between 2004 and 2008, while fuel costs have
increased 79% for wheat and 20% for corn. Most other costs have increased between 25% and
60% during the same time period. Total costs are expected to increase through 2010 (Figure 4).
Production costs for wheat and corn are projected to be 10% higher in 2010 than in 2008.
Breakeven price for wheat was $4.17 per bushel in 2004, $5.89 per bushel in 2008 and $7.20 per
bushel in 2010. The breakeven price for corn was $2.03 per bushel in 2004, $3.06 per bushel in
2008, and $3.58 per bushel in 2010. Production costs for the cow-calf enterprise increased 29% for
the 2004-2008 period. Production costs for fuel, pasture, and hay increased 46%, 28%, and 24%,
respectively, for the 2004-2008 period. Production costs are expected to increase, 15%, through
2010 (Figure 5). The breakeven price for cow-calf production was $70 per cwt in 2004, increasing
to $86 per cwt in 2008 and $99 per cwt in 2010.
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Figure 4. Actual and Projected Per Acre Production Costs for
the West Region of North Dakota
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Figure 5. Actual and Projected Per Head Cow-calf Production
Costs for the West Region of North Dakota

Gross Returns

Increasing production costs are tolerable if gross returns are increasing fast enough to
cover the additional costs. Difficulties arise if the growth in gross returns slows down or stops
while costs continue to increase. Table 5 shows the gross returns for wheat between 2004 and
2010. Data for 2004-2007 are historical and data for 2008-2010 are projections. Gross wheat
returns increased 79% for the RRV for the 2004-2008 period. They also increased 100%, 93%, and
91% for the NC, SC, and West regions of the state. All other gross returns increased substantially
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except for cow-calf (Tables 6 and 7). Gross returns for years 2009 and 2010 are expected to be
only slightly higher than in 2008. The growth in gross returns for wheat and soybeans are expected
to be about 5% in any region while expected gross returns for corn will be less than 20%. Gross
returns for a cow-calf enterprise in 2010 are expected to be 10% less than in 2008.

Table 5. Gross Returns for Wheat in the Four Regions, 2004-2010
2004 2005 2006 2007 2008 2009 2010

RRV
Yield (bushels/acre ~ 63.70 4143 5293 4823 53.13 5461 56.07
Price (dollars/ 3.47 341 3.96 5.10 7.45 726 7.34
bushel)
Total (dollars) 221.04 141.28 209.60 24597 395.82 396.47 411.55
NC

Yield (bushels/acre)  43.14 35.17 34.98 37.11 3876 3951 40.25
Price (dollars/bushel)  3.34 3.14 3.93 5.28 7.45 7.26 7.34
Total (dollars) 144.09 110.43 137.47 19594 288.76 286.84 295.44
sC

Yield (bushels/acre) 51.35 43.79 3949 4382 46.18 47.25 4831
Price (dollars/bushel)  3.48 3.34 3.89 5.05 7.45 726 7.34
Total (dollars) 178.70 146.26 153.62 221.29 344.04 343.04 354.60
West

Yield (bushels/acre) 26.44 29.11 1651 27.76 26.83 26.85 26.88
Price (dollars/bushel)  3.95 4.08 4.05 5.62 7.45 7.26 7.34
Total (dollars) 104.44 118.77 66.87 156.01 199.88 194.93 197.30

Table 6. Gross Returns for Soybeans and Cow-calf in the Four Regions, 2004-2010
2004 2005 2006 2007 2008 2009 2010

Soybeans

RRV

Yield (Bushels/acre) 22.38 3888 3810 36.30 3466 3499 3531
Price (dollars/acre 6.69 5.76 5.48 6.78 1236 1193 12.32
Total (dollars) 149.72 223.95 208.79 246.11 428.40 417.43 435.02
NC

Yield (bushels/acre) 13.63 3149 2285 30.72 2835 29.00 30.00
Price (dollars/acre) 5.97 5.30 5.32 6.97 1236 1193 1232
Total (dollars) 81.37 166.90 12156 214.12 350.41 34597 369.60
SC

Yield (bushels/acre) 2294 3556 26.27 38.05 3049 31.68 31.88
Price (dollars/bushel) 5.84 5.56 5.45 706 1236 1193 1232
Total (dollars) 133.97 197.71 143.17 268.63 376.86 377.94 392.76
Cow-calf

West

Yield (pounds/head) 559 575 542 562 559.5 5595 559.5
Price (dollars/pound) 1.18 1.20 1.19 1.14 1.09 1.02 0.98
Total (dollars) 661.24 692.70 642.38 642.14 608.68 571.64 549.60
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Table 7. Gross Returns for Corn in the Four Regions, 2004-2010
2004 2005 2006 2007 2008 2009 2010

RRV

Yield (bushels/acre) 11450 143.12 138.11 130.29 137.58 140.07 142.50
Price (dollars/bushel) 241 1.84 2.07 3.08 4.77 511 5.39
Total (dollars) 275.95 263.34 285.89 401.29 656.26 715.76 768.08
NC

Yield (bushels/acre) 1168 9735 7299 8425 8486 86.00 90.00
Price (dollars/bushel) 2.11 1.48 1.98 2.94 4.77 511 5.39
Total (dollars) 24.64 144,08 14452 247.70 404.78 439.46 485.10
SC

Yield (bushels/acre) 63.61 128.82 89.27 119.22 105.94 107.94 108.92
Price (dollars/bushels) 2.18 1.70 2.09 3.13 4.77 511 5.39
Total (dollars) 138.67 218.99 186.57 373.16 505.33 551.57 587.08
West

Yield (bushels/acre) 2558 7023 3720 51.26 65.00 65.00 68.00
Price (dollars/bushels) 2.28 1.98 2.19 3.59 4.77 511 5.39
Total (dollars) 58.32 139.06 81.47 184.02 310.05 332.15 366.52

Net Returns

Figures 6-9 show the dramatic increase in expected net returns in all regions for the
2004-2010 period. The income levels increase in 2008 and then, in most cases, level off. Table 8
shows the net returns for wheat, soybeans, corn, and cow-calf in the 4 regions for the 2004 -2010
period. In many cases, net returns were negative in 2004, 2005, and 2006. The average net returns
for wheat were -$16.90 per acre in the RRV, $3.41 per acre in the NC region, $13.70 per acre in the
SC region and -$14.20 per acre in the West for the 2004-2007 period. However, net returns for
wheat in the RRV are expected to be over $89 per acre in 2008, and then fall to $68.50 in 2010
which are substantially higher than the long term average net returns.

In 2008, the net returns are expected to be $87 per acre in the NC region, $115 per acre in
the SC region and $23 per acre in the West. While the net returns are lower in 2010 than in 2008 in
the regions, they are well above the long term average. The average net returns for soybeans were
$4.71 per acre for the 2004-2007 period in the RRV, -$4.38 in the NC region, and $52.10 per acre
in the SC region. However, the net returns are expected to be $159 per acre, $140 per acre, and
$126 per acre in the RRV, NC, and SC region, respectively, in 2008. Average net returns for corn
were negative in all 4 regions, -$16, -$50, -$8, and -$1 in the RRV, NC, SC, and West regions,
respectively, for the 2004-2007 period. The net returns for corn, however, are expected to be over
$183 per acre in the RRV, $126 in the SC region, $121 per acre in the NC regions, and over $73
per acre in the West region, for the 2008-2010 period. The net returns for the cow-calf enterprise
will decrease during 2008-2010 because of lower prices due to the cattle cycle.
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Figure 6. Actual and Projected Per Acre Net Returns for
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Figure 7. Actual and Projected Per Acre Net Returns for
the North Central Region of North Dakota
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Table 8. Net Returns for Wheat, Soybeans, Corn and Cow-calf, 2004-2010
2004 2005 2006 2007 2008 2009 2010

RRV

Wheat $/acre 16.51 -71.74 -13.21 0.82 89.07 72.80 98.50
Soybeans  $/acre -39.11  26.50 0.71 30.73 159.37 13391 133.71
Corn $/acre -17.32  -42.39 -47.31 4181 183.14 223.47 257.88
NC

Wheat $/acre 1281 -2791 -594 3468 86.75 7113 66.48
Soybeans  $/acre -62.94 2372 -30.61 5233 139.77 125.78 140.43
Corn $/acre  -148.14 -40.02 -44.15 3296 120.60 137.98 163.96
SC

Wheat $/acre 3422 -986 -7.02 3747 114776 97.71  95.00
Soybeans  $/acre 1427  67.23 211 12477 126.13 113.32 104.88

Corn $/acre -73.16 -22.27 -44.69 107.96 153.49 185.81 210.77

West

Wheat $/acre -438 -9.07 -58.67 1531 2349 9.58 3.60

Soybeans  $/acre 58.32 -3.28 -66.08 6.48 73.32 87.33 115.69

Corn $/acre  286.93 298.33 197.47 196.96 127.18 4823 -5.14
Summary

Production costs have increased over 60% for most crops in most regions of the state since
2004. It is expected that production costs will continue to increase for the foreseeable future as the
higher returns are capitalized into production costs.

The higher production costs require commodity prices to be substantially higher than the
long term average. Whether those levels can be maintained is unknown. Costs will continue to
increase well into the future as producers bid up input prices in response to the recent increases in
demand. Producers in the United States and other countries will respond to the high commaodity
prices by increasing supply, which will put pressure on prices.

Gradual decreases in agricultural prices along with increases in production cost could

result in gradual decreases in net returns in North Dakota. Net farm income could be substantially
lower in 2010, compared to 2008.
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