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Russia's invasion of Ukraine has created turmoil in all markets, including agriculture. As Midwest farmers
approach key decision points, including the March 15 deadline for 2022 crop insurance and commaodity
title decisions, we briefly overview the Russian-Ukraine conflict. Overall, the war likely will cause corn
returns to increase relative to soybeans, but nitrogen fertilizer costs and supply will continue to be issues.
Maintaining longer-termed rotations seem prudent. Higher price volatility suggests maintaining high
coverage levels for crop insurance. Keeping policies with a guarantee increase, such as Revenue
Protection (RP), seems prudent. The conflict has little impact on Commodity Title decisions.

Situation

Ukraine has 102.5 million agricultural acres, a little more than double the combined acres of lllinois and
lowa. With fertile soils and a climate akin to Kansas, Ukraine is a major wheat exporter, with a 10% share
of world exports from 2017 to 2021 (see farmdoc daily, February 28, 2022). Ukraine has a notable share
of world exports for other commodities, including corn (15%), barley (15%), and sunflower oil (50%).

The war has largely halted agricultural exports from Ukraine, causing spikes in some agricultural prices,
most notably in wheat. How long Ukraine's exports are shut down is unknown. The war likely will disrupt
spring planting progress in Ukraine. To what degree planting disruptions will occur is unknown. Ukraine's
winter wheat crop was planted last fall and is reported in good condition. How disruptive the war will be on
the wheat harvest is unknown.

We request all readers, electronic media and others follow our citation guidelines when re-posting articles
from farmdoc daily. Guidelines are available here. The farmdoc daily website falls under University of
lllinois copyright and intellectual property rights. For a detailed statement, please see the University of
lllinois Copyright Information and Policies here.

1 farmdoc daily March 8, 2022


http://farmdocdaily.illinois.edu/citationguide.html
http://www.cio.illinois.edu/policies/copyright/
https://ace.illinois.edu/directory/schnitke
https://ace.illinois.edu/directory/npaulson
https://ace.illinois.edu/directory/krista
http://aede.osu.edu/our-people/carl-zulauf
https://farmdocdaily.illinois.edu/2022/03/should-the-russian-ukraine-conflict-impact-2022-acreage-crop-insurance-and-commodity-title-decisions-in-the-midwest.html
https://farmdocdaily.illinois.edu/2022/03/should-the-russian-ukraine-conflict-impact-2022-acreage-crop-insurance-and-commodity-title-decisions-in-the-midwest.html
https://farmdocdaily.illinois.edu/2022/03/should-the-russian-ukraine-conflict-impact-2022-acreage-crop-insurance-and-commodity-title-decisions-in-the-midwest.html
https://farmdocdaily.illinois.edu/2022/03/should-the-russian-ukraine-conflict-impact-2022-acreage-crop-insurance-and-commodity-title-decisions-in-the-midwest.html
https://farmdocdaily.illinois.edu/2022/03/should-the-russian-ukraine-conflict-impact-2022-acreage-crop-insurance-and-commodity-title-decisions-in-the-midwest.html
https://farmdocdaily.illinois.edu/2022/02/revisiting-ukraine-russia-and-agricultural-commodity-markets.html

Western countries have placed financial sanctions on Russia, attempting to isolate Russia. These
sanctions are reported to have significant impacts on the Russian economy and could cripple the nation
(see Financial Statements Will Create Wide-Ranging Impact). Depending on their effectiveness, those
financial sanctions could provoke responses from Russia. Economic and trade sanctions on Russia and
their responses could have more impact on global agricultural trade than the direct impacts on production
in and exports from Ukraine.

While the war does not hamper agricultural operations in Russia, western sanctions will have significant
impacts on agricultural trade. Together, Russia and Ukraine represent nearly 30% of global wheat exports.
Wheat exports likely will be re-routed because of the conflict. Larger flows from Russia and Ukraine
should be expected to countries more friendly with Russia, such as China and Pakistan. Countries less
friendly to Russia will have to rely on wheat from other sources.

Disruption in all Russian trade flows should be expected, including in crude oil, natural gas, and fertilizers.
Crude oil prices have increased already, hitting levels of $120 per barrel as bans on Russian oil are
considered (see OilPrice.com).

Russia is a major natural gas supplier to Europe, providing 40% of Europe's natural gas needs (see Can
the US Supply Enough Natural Gas To Neutralize Russia's Energy Leverage Over Europe?). European
countries likely will try to reduce reliance on natural gas from Russia, with suggestions for how this could
be accomplished already announced (see here). Europe will attempt to rely more heavily on natural gas
from other sources, including importing liquid natural gas from the United States. However, these efforts
will be hampered by a lack of infrastructure to fully offset Russian natural gas, including ships to carry
liquified natural gas and ports to unload the gas.

Russian fertilizer producers have been requested to suspend fertilizer exports (see Wall Street Journal).
Russia is a major exporter of fertilizer, accounting for 23% of ammonia exports, 14% of urea exports, 10%
of processed phosphate exports, and 21% of potash exports (see The Fertilizer Institute). Therefore, the
suspension of Russian fertilizer exports will cause fertilizer shortages and higher fertilizer prices. While an
export ban will impact US producers, most likely by increasing fertilizer prices, European and Brazilian
farmers will feel more of the impact, as those countries rely more heavily on fertilizer coming from Russia.

Situation Summary
Based on the above description, the following summary points result:

1. The Russian-Ukraine conflict likely will positively impact agricultural commodity prices. Wheat will
be the commodity most directly affected, with large increases in wheat prices already occurring.
Corn and soybean prices could rise as well. Given that corn is a substitute feed grain for wheat,
corn prices could be more impacted by the conflict than soybeans.

2. At this point, assuming large negative impacts on 2022 Ukraine production seem premature. The
war will have negative implications for progress, but one should not underestimate the
resourcefulness of farmers in proceeding with farming operations. Ukraine farmers have survived
in less than ideal conditions in the past. The size of planting disruptions will impact prices, and
evidence of significant planting disruptions in Ukraine could lead to much higher prices.

3. The conflict will raise uncertainties in fertilizer markets, likely increasing prices and causing
fertilizer shortages. As a result, fertilizer concerns will have significant negative impacts on
fertilizer markets, with more of the impact being felt outside the United States than in the United
States.

4. Sanctions on Russia likely will have longer-run impacts than the actual conflict in Ukraine. While
initial commodity price responses are positive from the Ukraine conflict, scenarios can be built
with much lower prices, likely resulting from attendant price inflation and economic recessions.

Corn and Soybean Returns

Corn and soybean prices have been on an upward trajectory since December 2021, as can be observed
in Figure 1. Figure 1 shows the settlements of the December 2022 corn contract traded on the Chicago
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Mercantile Exchange and the November 2002 CME soybean contract. These contracts were used to set
2022 projected prices on crop insurance contracts in the Midwest. The projected price for corn is $5.90
per bushel, the second-highest ever. The projected price for soybeans also is a record high level at
$14.30 per bushel. Settlement prices of those CME contracts on March 4 were $6.29 for corn, and $14.50
for soybeans, above the projected prices, set based on average settlement prices during February.

Figure 1. Prices on 2022 Harvest Time Corn and Soybean Contracts
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Current 2022 fall delivery bids in Illinois are $6.00 per bushel for corn and $14.00 for soybeans. Budgets
for four regions were updated using those prices (see Crop Budgets) and are shown in Table 1. These
budgets also have higher fertilizer costs, and crop insurance costs were increased to reflect higher crop
insurance premiums. These budgets reflect the returns assuming that not much of the crop has been
priced and little nitrogen has been applied or priced.

As can be seen in Table 1, corn is projected to be more profitable than soybeans by $102 per acre in
northern lllinois, $77 on high-productivity farmland in central lllinois, $99 per acre on low productivity
farmland in central lllinois, and $71 per acre in southern lllinois. When 2022 budgets were first released in
August 2021, corn was projected to be more profitable than soybeans. However, prices in late January
and early February suggested soybeans would be more profitable than corn. Arguably, the Ukraine-
Russia conflict has more of a positive impact on corn than soybeans, as Ukraine is a major exporter of
corn and wheat, with both corn and wheat being feed grains and substitutes.
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Table 1. 2022 Corn and Soybean Budgets for Northern, Central, and Southern lllinois

Northern Central-High Central-Low Southern
Corn Beans Corn Beans Corn Beans Corn Beans
Yield per acre 215 64 225 71 215 65 186 57
Price per bu $6.00 $14.00 $6.00 $14.00 $6.00 $14.00 $6.00 $14.00
Crop revenue $1,290 $896 $1,350 $994 $1,290 $910 $1,116 $798
ARC/PLC 0 0 0 0 0 0 0 0
Ad hoc Federal payments 0 0 0 0 0 0 0 0
Crop insurance proceeds 0 0 0 0 0 0 0 0
Gross revenue $1,290 $896 $1,350 $994 $1,290 $910 $1,116  $798
Fertilizers 220 95 230 102 225 99 220 98
Pesticides 80 49 95 65 85 64 85 66
Seed 121 72 124 80 129 69 116 72
Drying 25 2 24 2 20 3 13 3
Storage 9 4 15 5 11 3 4 3
Crop insurance 37 28 34 26 34 26 32 26
Total direct costs $492  $250 $522  $280 $504  $264 $470 $268
Machine hire/lease 30 25 19 16 17 14 15 14
Utilities 7 6 6 6 7 6 8 6
Machine repair 38 29 36 27 36 27 41 33
Fuel and oil 21 15 20 13 19 13 23 19
Light vehicle 2 1 2 1 1 1 1 1
Mach. depreciation 72 62 79 68 77 67 85 81
Total power costs $170 $138 $162 $131 $157  $128 $173  $154
Hired labor 26 24 23 22 19 18 32 29
Building repair and rent 10 6 8 7 9 7 9 6
Building depreciation 18 10 15 13 14 10 21 12
Insurance 10 10 12 12 13 11 14 14
Misc 10 10 11 11 9 9 10 10
Interest (non-land) 17 13 12 10 13 10 16 5
Total overhead costs $91 $73 $81 $75 $77 $65 $102 $76
Total non-land costs $753  $461 $765  $486 $738  $457 $745  $498
Operator and land return ~ $537  $435 $585  $508 $552  $453 $371  $300
Land costs (cash rent) 286 286 309 309 263 263 188 188
Farmer return $251  $149 $276  $199 $289  $190 $183 $112
Corn-Minus-Soybean
Return $102 $77 $99 $71

farmdocpaiy

A major concern is nitrogen fertilizer supply, leading some farmers to switch to more soybeans. Nitrogen
fertilizer supply is an issue, and prospects of fertilizer price declines have diminished. However, sourcing
nitrogen fertilizer will be more important outside the United States. The US does not directly rely on
exports of nitrogen fertilizer from Russia while cutting off Russian supplies will directly impact European
and Brazilian farmers. As a result, adjustments may be more pronounced outside the United States,
leading to higher prices for crops that rely on the nitrogen fertilizer.
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At this point, most Midwest farmers likely have solidified their 2022 planting plans. Corn is projected to be
more profitable than soybeans, as has been the case through much of the planning season. Maintaining
rotations based on longer-term expectations likely will be a prudent practice.

Crop Insurance Decisions

For Midwest states, the projected prices are $5.90 per bushel for corn and $14.33 per bushel. Volatilities
used to set premiums also were at high levels: .22 for corn and .19 for soybeans. Overall, prices and
volatilities were set in a heightened risk environment, likely reflecting concerns over the potential of a
Russia-Ukraine conflict.

Now the conflict has started, eliminating any hope of conflict avoidance. Russia's advances into Ukraine
have been very slow, suggesting that fighting will not end soon and could disrupt spring planting and
wheat harvesting. Western nations have shown resolve to oppose Russia, leading to longer termed
sanctions against Russia. Overall, the price situation has become more volatile, as evidenced by higher
volatilities in the market, with March 5 implied volatiles being .30 for corn and .21 for soybeans.

The increased volatility means the potential for even higher prices exists, particularly if there are
significant disruptions to Ukraine's spring planting and harvest. Such disruptions, combined with a drought
or yield shortfalls in the US, could lead to explosive prices. Also possible are lower prices, caused by a
combination of 1) a quicker end to the Ukraine conflict and 2) a recession in the US or Western Europe
which could lead to lower demand for meat.

Most lllinois farmers have taken Revenue Protection (RP) at the high coverage level in past years. A
continuation of use of RP at high coverage levels seems prudent this year. Combining this strategy with
the Enhanced Coverage Option (ECO) and Supplemental Coverage Options (SCO) could further
protection at higher crop insurance premium levels.

For those concerned with premium costs, we have discussed the alternative of using RP with the harvest
price exclusion (RPhpe) and ECO (see farmdoc daily, February 22, 2022). Given recent fighting in
Ukraine, the possibility of higher harvest prices is increased, thereby increasing the value of the price
guarantee aspect of RP. The RPhpe strategy may still have appeal as long as one realizes that the
guarantee will not increase. When using RPhpe, forward pricing of grain should be limited.

Overall, regardless of policy choice, the use of high coverage levels seems warranted.
Commodity Title Choices

Previous analysis of commodity title choices suggests little chance of commodity title payments for the
2022 crop (see farmdoc daily, January 11, 2022, February 24, 2022). If anything, the Russia-Ukraine
conflict has increased price prospects, leading to even lower likelihoods of commaodity program support.

Summary

The Russia-Ukraine conflict has heightened price volatility and, at least initially, to price increases. At this
point, corn is projected to be more profitable than soybeans in all regions of lllinois, as has been the case
throughout much of the planning season for the 2022 crop. Maintaining corn acreages at levels consistent
with long-term rotations seems prudent. Use of crop insurance at high coverage levels is warranted. Price
volatility suggests greater value in maintaining policies with the guarantee increase, such as RP.
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