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The grain markets had already been climbing before Russia invaded Ukraine on February

24th. Since then, prices have been on a tear, particularly for wheat and corn. Current prices for 2022
new-crop delivery are around $6.50/bu for corn, $15/bu for soybeans, and $10/bu for wheat in
Kentucky (3/25/22). This is an increase of around $2.25/bu for corn, $4/bu for soybeans, and
$4.50/bu for wheat compared to what these prices were expected one year ago.

Tempering the increased revenue from higher grain prices are steep increases in fertilizer and fuel
prices. Fertilizer prices have been rising steadily since last winter and we now have prices that are at
all-time highs. Since January we have seen increases of $1000/ton for anhydrous, $400/ton for DAP,
and $450/ton for potash. This article will evaluate the combined effect of the increases in both
commodity and input costs, and estimate profitability for the 2022 crop.

Costs for an efficient Western Kentucky farm are estimated in Table 1 on soil that averages 175
bushels of corn and 54 bushels of soybeans per acre. Machinery and labor costs include
depreciation and overhead costs, as well as an opportunity cost for operator labor. Fuel costs are
based on $4.25/gallon diesel and 25-mile one-way trucking to the elevator.
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Table 1: Expected Variable Costs 2022

Corn Soybeans

Inputs 175 bu 54 bu

Seed $100 $60

Nitrogen $175 $0

P, K, and Lime $91 $72

Pesticides $85 $75
Total Inputs $451 $207
Machinery and Labor $153 $113
Other

Drying/Storage/Transport $40 $7

Crop Insurance $20 $15

Misc. $25 $25

Land Rent Variable Variable

Operating Interest $17 $9
Total Other $102 $55
Total Costs $706 $376

Note: Assumes 25 mile one-way trucking, $4.25/gal fuel

Corn and soybean prices used in this analysis are based on forward contracting prices (as of late

March) for an average of 2022 fall and winter delivery: $15.15/bu for soybeans and $6.60/bu for

corn. Table 2 shows the expected gross return (does not include land rent) given the costs in Table 1
and expected commodity prices and yields.

Table 2: Summary Gross Return West Kentucky 2022 (per acre)

The expected gross profit for this productivity soil is $449/acre for corn and $442/acre for

Yield and Price Corn

Expected Yield (rotation) 175
Expected Price $6.60
Grain Revenue $1155
Gov't Payments $0
Crop Insurance Payments $0
Total Revenue $1155
Total Costs (Less Land Rent) $706
Gross Return (Less Land Rent) $449

Soybeans

o4

$15.15

$818
$0
$0
$818
$376
$442

Note: Does not include land rent. Subtract land rent to get

net revenue.

soybeans. Assuming a 50-50 rotation the average gross return would be $446/acre. The net return
would be calculated by subtracting out the land rent. In Western Kentucky, much of the ground with
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this type of productivity is being rented for $150-225/acre. As an example, if we use a $200 land rent,
the net return (return to management and risk) would be a $246/acre.

Table 3 shows a summary of the estimated gross returns for various soil productivities. Think of
these yields as the long-run expected yields for a particular farm, not year-to-year variability. Costs
are adjusted to account for different expected yields. The biggest change in costs is for trucking
which adjusts on a 1-1 basis, but other costs such as fertilizer are adjusted at a lower rate. Looking
at Table 3, it is easy to see how quickly gross profitability changes with expected yield.

Table 3: West Kentucky 2022 (per acre)

$15.15 Soybeans (elevator) $6.60 Corn (elevator)
$0.92-N, $0.56-P, $0.69-K

Corn Soybean Gross Gross Gross

Yield Yield Return Return Return
(bu) (bu) Corn Soybeans Rotation
150 47 $314 $346 $330
175 54 $449 $443 $446
200 60 $584 $525 $554

Note: Subtract land rent to get Net Return.

Observations

1) Potential profitability looks incredible for 2022, even after accounting for the unprecedented
increases in input costs. | have heard farmers this winter claim they did not think they would not be
able to make a profit this upcoming year. My guess is that they either did not have a very sharp
pencil (possibly no pencil at all), or they were trying to temper profit expectations to keep landlords
from raising rents in the upcoming year. We have not seen these magnitudes in gross returns since
the peak of the ethanol boom. A grain farmer that can’t make a significant profit in 2022 will either
have terrible yields in conjunction with no crop insurance or doesn’t have a pulse.

2) Wheat has seen the most dramatic price increases in the last month due to the war between two of
the largest wheat exporters (Russia is still calling this a “special operation”). For those lucky
Kentucky farms that planted wheat last fall, they should see even better returns than shown in Table
3 compared to full-season soybeans. Wheat yields vary across the state, but with current market
conditions, gross returns are likely to be $50-200 higher on mid-level soil productivity wheat ground,
and $150-250 higher on high-level soil productivity wheat ground.

3) Central Kentucky has a slightly higher cost structure due to its use of urea as the primary nitrogen
source and longer trucking distances to key markets on average. Thus gross returns in this region
are likely to be $10-50 per acre lower than those shown in Table 3.

4) Corn profitability has increased more rapidly than soybean in the last month. Up to that point,
soybean returns held a significant advantage over corn returns on most ground in Kentucky. The
previous year was the same, so with current markets, the new pricing dynamics are providing an
opportunity to get back into rotation on those farms that have deviated from their normal

rotation. This, of course, assumes they can change out seed orders which may be a problem in
many situations this close to spring planting.
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Marketing

Remember the old adage “a bird-in-the-hand is worth two in the bush”. If you haven’t marketed much
of your 2022 crop now would be a good time to start getting serious about it. While most farmers are
reluctant to market very much of their future crop this far out, the current prices offered for the 2022
new crops are screaming for attention, and at least worth considering given the major shift in market
conditions. Remember the other old adage: what the market giveth, the market can taketh.

Figure 1: July 2022 Wheat Futures (3/24/22)
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Don’t believe my numbers? | appreciate skepticism. The corn-soybean budgets can be used to
come up with your own estimates.
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