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Grain farms are projected to have lower farm incomes over the next several years than in 2010, 2011, and 
2012.  Lower incomes then will require many farmers to lower capital purchases more than they did in 2014.  

Historical Capital Purchases 

Figure 1 shows average capital purchases on northern Illinois farms enrolled in Illinois Farm Business Farm 
Management (FBFM).  These values are averaged over many grain farms and are stated on a per acre 
basis.   Capital purchases relate to items with lives longer than one-year including machinery, tile and many 
other drainage improvements, buildings, and grain storage.  Per acre values in Figure 1 are for northern 
Illinois.  Similar trends exist in central and southern Illinois. 
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Between 2000 and 2006, capital purchases were relatively stable averaging $42 per year.  Between 2006 
and 2013, per acre capital purchases increased reaching a high of $154 per acre in 2013.  There are 
reasons for these increases in capital purchases: 

 Net incomes reached higher levels, particularly in 2010, 2011, and 2012.  These higher incomes 
provided funds for capital purchases. 

 Higher capital purchases aided in reducing taxable incomes in recent years of high income. 
Accelerated depreciation methods and section 179 expensing allowed much of the capital 
purchases to offset taxable income in the years of purchase. 

In many cases, the higher capital purchases from 2010 through 2013 were prudent.  Farmers had higher 
incomes and reinvested funds in their farming businesses.  This reinvestment came after a relatively long 
period of lower investments stretch from the late 1990s through 2005.  Furthermore, income tax policies 
encouraged capital purchases. 

Capital Purchases in 2015 and 2016 

While high levels of capital purchases were prudent in the recent past, capital purchases now need to be 
lowered on many farms due to lower incomes.  Incomes in 2015 are projected to be nearer those of the 
2000-05 time period than those for 2010-13 (farmdoc daily December 30, 2014), suggesting capital 
purchases per acres should average $42 per acre, the typical level from 2000-2005.  Returning to capital 
purchases of $42 per acre would require a $112 per acre reduction from the $154 per acre value in 2013.  
This $112 reduction would be a 72% decrease in capital purchases.   

Farm equipment sales, which make a large share of capital purchases, were reported down in 2014.  
However, the decrease was not of a 72% magnitude (see here for a discussion of 2014 machinery sale).  
Therefore, further decreases are likely in 2015. 

Historically, reductions in capital purchases often lag reduction in income.  This lagged relationship 
contributed to financial difficulties experienced during the 1980s (Federal Reserve).   While a return to the 
economic difficulties of the 1980s is not likely, there still is a need to reduce capital purchases on many 
farms.  
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