




FROM AN OPERATING STANDPOINT, THE

DOMESTIC SELF-STORAGE MARKET CON-
TINUES TO PERFORM AT HISTORICALLY HIGH

LEVELS. Even though a few self-storage

markets appear to be experiencing slight

contractions in rent per occupied square

foot based upon trends in supply, de-

mand, economic occupancy, and rental

rate growth, rental income is increasing

in the majority of markets – albeit at a

slower pace. 

The following factors summarize the

overall status of the domestic self-stor-

age industry at the property level: 

■ Supply is increasing faster than de-

mand in some markets.

■ While positive, performance peaked

early last fall as demonstrated by our

Self-Storage Performance Index©.

■ Economic occupancy has declined in

several markets as evidenced by season-

ally adjusted declines in rent per occu-

pied square foot.

■ Rental growth rates remain positive,

but the rate of growth has slowed. Rent

per occupied square foot has been in-

creasing at less the 2.0% per year for

the past two years. 

In many markets, particularly those

where a concentration of new self-storage

development has occurred, the cumu-

lative impact of a troubled housing mar-

ket and a soft local economy is under-

mining the industry’s ability to prosper.

INVESTMENT MARKET CONDITIONS

Today’s self-storage investment market

is bifurcated between Class-A stabilized

facilities and all other facilities. The reluc-

tance of experienced investors to acquire

lesser-quality facilities and/or facilities

located in markets with fewer barriers

to entry is driving demand (and prices)

for stabilized Class-A assets dispropor-

tionately higher than other self-storage

asset classes, resulting in a growing pre-

mium for such properties.  

Class-A Facilities

Several institutional and major private in-

vestors are still active in the market, and

multiple offers are received for every

stabilized Class-A facility that becomes

available. The problem, however, is that

very few Class-A stabilized facilities are

on the market. Thus, the prices paid for

these rare opportunities are at record

highs and could continue to climb.

Most Class-A facilities available for

purchase were built within the past cou-

ple of years and have yet to achieve their

anticipated level of stabilized economic

occupancy. Buyers of these facilities are

capitalizing the existing income using

historically low cap rates, but drastically

discounting the pro forma income. The

result is a blended cap rate that can be

in the double digits. 
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FIRST HALF 2007 SECOND HALF 2006

DISCOUNT RATE (IRR)a

Range 9.00% – 11.00% 9.00% – 10.75%

Average 9.80% 9.75%

Change (Basis Points) – + 5

OVERALL CAP RATE (OAR)a

Range 6.50% – 9.00% 6.50% – 9.00%

Average 7.65% 7.65%

Change (Basis Points) – 0

RESIDUAL CAP RATE
Range 7.50% – 10.00% 7.25% – 10.00%

Average 8.80% 8.75%

Change (Basis Points) – + 5

MARKET RENT CHANGE RATEb

Range 2.25% – 4.75% 2.50% – 5.00%

Average 3.25% 3.50%

Change (Basis Points) – – 25

EXPENSE CHANGE RATE b

Range 2.75% – 5.00% 2.75% – 5.00%

Average 3.50% 3.75%

Change (Basis Points) – – 25

AVERAGE MARKETING TIMEc

Range 2.00 – 8.00 4.00 – 9.00

Average 5.00 8.00

% Change – – 37.50

a. Rate on unleveraged, all-cash transactions b. Initial rate of change c. In months

Source: Self Storage Data Services, Inc.
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Class-B and Class-C Facilities

The aggressive acquisition posture is sub-

siding for many institutional and private

investors. As a result, a more “rational

exuberance” is returning to the market

with respect to the investment opinion

of both Class-B and Class-C self-storage

facilities. Demand for such facilities

tends to increase when investors seek to

quickly build a portfolio of sufficient size

in an effort to go public. Such investors

usually pay a premium to acquire their

incremental properties. Investors who ac-

quired properties while income growth

rates were higher were able to profit de-

spite the premiums that they paid. As

we reach the top of the current cycle,

however, investors will find it more chal-

lenging to offset acquisition premiums

since income growth rates have declined.

While many sellers’ perceptions of

property values for Class-B and Class-C

self-storage assets remain higher than

what many buyers consider financially

feasible, owners who anticipated sell-

ing their Class-B facility for a sub-7.0%

cap rate are becoming more realistic.

As recently as six months ago, such sellers

would not have entertained a reasonable

counter offer, but today they are more

willing to listen.

A recent acquisition of five self-stor-

age facilities demonstrates the current

scarcity of, and the demand for, self-

storage investments. These facilities were

all Class-A quality construction, but

their locations made them Class-B as-

sets. Specifically, two of the five facilities

were located a few miles outside larger

towns in secondary markets. Three were

located in rural areas, where one had a

current population of less than 20,000

people within five miles. Furthermore,

these markets have an abundance of

reasonably priced land available for de-

velopment and few barriers to entry.

These facilities ranged in age from two

to five years and their occupancies at the

time of sale only averaged 60.0%. The

cap rates based upon in-place net oper-

ating income generally ranged between

3.0% to 6.0% and averaged approximate-

ly 5.0%. Based upon the first year’s pro

forma net operating income, the average

stabilized cap rate equated to about 8.5%.

The forward looking cap rates are prem-

ised upon the facilities stabilizing at

85.0% to 90.0% economic occupancy

and having expense ratios of approxi-

mately 30.0%. Apparently, this investor

is overly bullish on the current market

conditions of these assets.

OVERALL CAPITALIZATION RATES

Cap rate trends for all self-storage facility

transactions from the first quarter of 2004

to the fourth quarter of 2006 are shown

in Chart 1. This chart includes all self-

storage property classes, but is heavily

weighted towards Class-A facilities. Over-

all capitalization rates by asset class are

shown in Table 2. 

Class-A Facilities

Although demand for Class-A self-storage

assets remains strong and capital remains

plentiful, a very limited number of sta-

bilized Class-A facilities are on the mar-

ket. As a result, few sales have occurred

and cap rates have held steady. Since

many investors believe that the overall

performance of Class-A facilities will im-

prove over the near term, cap rates are

not expected to increase anytime soon,

even in markets demonstrating softness.

Class-B and Class-C Facilities

Cap rates for Class-B and Class-C self-

storage assets appear to be increasing

slightly. As capital becomes more ex-

pensive and underwriting becomes more

stringent, many investors anticipate that

cap rates for Class-B and Class-C facilities

will continue to move up. Like some
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other property types, underwriting on

self-storage assets is tightening. In fact,

lenders who are concerned with risk are

now using “stress cap rates” in their

underwriting rather than the cap rates

found in appraisals even though those

cap rates were well supported by com-

parable sales. 

TRANSACTIONS VOLUME AND

PRICING TRENDS

Both the dollar volume and the number

of transactions appear to be either equal

to or ahead of last year’s totals. How-

ever, with the exception of stabilized

Class-A facilities, prices are not increasing

as rapidly as they were six months ago.

In some markets, the gap is increasing

between the listing price and the sale

price, and more listings are being “re-

priced” due to softening market condi-

tions and/or overzealous brokers who

overpriced assets in order to obtain the

listing.

If properly priced, a Class-A self-

storage facility will receive multiple of-

fers within 30 days and often close with-

in 90 days. Class-B and Class-C facilities

often take longer to close since many of

their buyers are new to the industry.

SELF-STORAGE PERFORMANCE INDEX©

The domestic self-storage market is weath-

ering the storm of economic uncertainty

quite well. However, the Self-Storage Per-

formance Index© (SSPI) illustrates the slow-

ing trend in overall demand that started

early last year. The SSPI was 107.1 in the

first quarter of 2007, unchanged from

the prior quarter, but up 50 bases points

from the same quarter a year earlier (see

Chart 2).

PERFORMANCE AT A GLANCE

Asking Rental Rates

On a seasonally adjusted basis, the medi-

an asking rental rate nationwide increased

2.2% in the first quarter of 2007, repre-

senting an 8.0% quarterly increase (see

Table 3).

Physical Unit Occupancy

Median physical unit occupancy nation-

wide remained unchanged from the same

period last year, but decreased 2.0%

from the fourth quarter of 2006. The East,

Midwest, and South regions of the coun-

try all experienced a decline in median

physical unit occupancy in the first quar-

ter of 2007 compared to the same quarter

last year. On the other hand, the West

region experienced a 1.0% gain. 

Concessions

The declining trend in the number of

facilities that offer concessions reversed

direction starting in the fourth quarter of

2006 and continued to increase in the

first quarter of 2007. Today, nearly 60.0%
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OVERALL CAPITALIZATION RATES BY CLASSIFICATION

Class-A Self-Storage Facilities

Minimum Maximum Average
6.50% 7.25% 7.00%

Class-B and Class-C Self-Storage Facilities

Minimum Maximum Average
7.50% 9.00% 8.30%

Source: Self Storage Data Services, Inc.
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of all facilities in the largest 50 markets

offer concessions of some kind. This

compares to only 44.0% in the fourth

quarter of 2006 and 42.0% in the third

quarter of 2006. 

Rent Per Occupied Square Foot

Nationwide, rent per occupied square

foot remained relatively flat (0.3% in-

crease) compared to the same quarter

last year. However, in the East and Mid-

west regions, where asking rents were

basically level and physical occupancy

declined 2.0% and 4.0%, respectfully,

rent per occupied square foot declined

approximately 6.5%. Only the West

region posted a seasonally adjusted gain

in rent per occupied square foot in the

first quarter of 2007 (nearly 8.0%).

KEY INDICATORS

As shown in Table 1, the average dis-

count rate for the self-storage industry

inched up five basis points to 9.80%,

while the average overall cap rate held

steady at 7.65%. For the first half of

2007, the average market rent change

rate slipped 25 basis points to 3.25%.

The average expense change rate also

dipped 25 basis points to 3.50%. Average

marketing time also declined during the

first half of 2007, moving from eight

months to five months.

CONCLUSION

Self-storage fundamentals at the facility

level remain strong even though growth

rates have moderated generally and de-

clined in a few markets. Factors affect-

ing operating performance include the

slowdown in mortgage equity with-

drawals that have been a significant

source of consumer spending, the trou-

bled housing market that has reduced

the number of household moves, and

the heavy concentration of new supply

in some markets. Regardless of these

factors, physical unit occupancy re-

mains high, affording owners the ability

to push up rental rates when the oppor-

tunity arises.

Self-storage facilities still present very

attractive investment opportunities. De-

mand for self-storage assets remains

strong at all levels and in almost all mar-

kets. If not for the buy-side support

coming from portfolio aggregators for

Class-B and Class-C properties, the widen-

ing gap of cap rates between Class-A

properties and all other grades would be

more obvious. As the dynamics of this

unique property class change over time

due to the performance of the national

economy, investors at all levels are en-

couraged to evaluate property values

based on local market conditions.

Note: The Self-Storage Performance In-

dex© (SSPI) and other products refer-

enced herein are either copyrighted by

or trademarks of Self Storage Data

Services, Inc. (SSDS) and are reprinted

herein with SSDS’s permission.
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