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K-State produces both enterprise 
budgets and 
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Ways of examining costs
Cash vs non-cash

Fixed vs variable

Agricultural Economics

Cash and Non-cash Expenses
•Fixed costs can be either cash or noncash.

•Depreciation and opportunity costs are noncash expenses.

•Repairs and property taxes are cash expenses.

•Insurance is usually a cash expense, unless no insurance policy is carried and then it is 
a noncash cost.

•Interest can be a cash expense (if paid) or an opportunity cost if there is no loan on the 
asset.
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Fixed vs variable costs
•Fixed costs exist only in the short run. (in long-run, all costs are variable)

•In the short run, fixed costs must be paid regardless of the amount of output 
produced.

•Fixed costs are not under the control of the manager in the short run.

•Variable costs are under the control of the manager (i.e., seed, fertilizer)
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Logic behind fixed and variable costs
•Fixed costs must be paid whether you produce or not in any given year. 

•They are therefore irrelevant to the production decision (in a given year).

•Look only at variable costs in the short run. 
• If you can cover those, you should produce.

• If you can’t, you don’t produce.

•In the long-run, a producer needs to cover all costs
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Wheat (W-S_C-F Rotation) Cost-Return Budget 
in Southwest KS

November budget

March budget

Agricultural Economics

Wheat (W-S_C-F Rotation) Cost-Return Budget 
in Southwest KS

November budget

March budget



Agricultural Economics

Agricultural Economics

Wheat (Rotation) Cost-Return Budget in South 
Central KS

November budget

March budget
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Wheat (Rotation) Cost-Return Budget in South 
Central KS

November budget

March budget
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How have expenses changed in the 
last year?
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What is the allocation of farm expenses?

Machinery is still the biggest expense category but getting smaller
Fertilizer expenses have increased greatly (2nd biggest category)
Interest expense is relative small now but has been much higher in the 
past – One of the issues from the 1980’s farm crisis
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Where are input prices headed?
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Fertilizer
Fertilizer prices could be in the the $800 to $900 
range for AA
◦ This assumes no disruption in oil and fertilizer exports 

from Russia
◦ Oil future markets may not have adequately priced in 

the war risk
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Fertilizer price is a function of oil, corn, and inflation

Oil prices are predicted to stay in the $70 
range (based on future markets)

Lower corn prices lead to lower fertilizer 
prices

Inflation may be cooling, maybe. 
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Diesel and gas prices 
are a function of oil 
prices
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Regression of Fuel vs Oil

Where fuel prices should be
‐ $80 dollar oil
‐ $3.40 gas
‐ $3.85 diesel

‐ Are the regression curves now different?
‐ without more refinery capacity ‐ Yes
‐ the diesel line has shifted more vertical

‐ notice the red points above the red line
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EIA predictions of oil prices

EIA is predicting prices in the $70 
range
◦ Futures market says the same thing

There is a wide confidence interval on 
their estimate though

Is the Russia/Ukraine war adequately 
priced into this estimate?
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The diesel to gas premium remains a concern

The premium is still well above 
historical norms
◦ Going back further in time, the 

premium used to be in the $0.30 
range
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Diesel stocks are better but still low

Refinery capacity is constrained and 
will likely remain tight for the future
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Predictions for diesel fuel prices
Using the futures price and what happened to 
the diesel premium last year
◦ i.e. premium got smaller but then increased

The futures market has likely not properly 
incorporated the risk of the Russian/Ukraine 
war into futures prices
◦ The current futures price says that traders don’t 

think Russian oil will be reduced
◦ Russia is the world’s second largest exporter of oil
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24

$7.25

$5.50

$3.80

$5.56 ¼ 

On 3/6/2024
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Thank you!
Gregg Ibendahl 
◦ email: ibendahl@ksu.edu
◦ twitter: @Ibendahl

Daniel O’Brien
◦ email: dobrien@ksu.edu 
◦ twitter: @KSUGrains


