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It does rain in sunny Southern 
California, just not much. For the self-
storage asset class, market condi-
tions vary significantly. Coastal cities 
and urban in-fill markets are gener-
ally at equilibrium or better while Inland 
Empire cities such as Riverside are 
experiencing over-supply. 

During the boom construction years, 
suburban and rural markets experi-
enced a building boom with inexpen-
sive land and a relatively easy permit-
ting process. Some inland projects 
were developed in development paths 
that due to the recession were never 
constructed. Therefore, the Southern 
California market is a good example 

of the significant variances in market 
conditions within a region.

The supply and demand data is 
derived from the 2011 Self-Storage 
Almanac Market Conditions by CBSA 
(core based statistical area). The 
demand forecast by the Self Storage 
Industry Group of Cushman & Wakefield 
is based on a proprietary, econometric 
model that uses a mathematical regres-
sion of demand variables to existing 
supply in order to forecast stabilized 
demand in a CBSA or trade area. 
In general, trade area forecasting is 
more accurate because of data consis-
tency (wider range in CBSA data). The 
econometric model compares all top 
100 CBSAs based on four key demo-
graphic criteria:  total population, per-
centage of renters, average household 
size and average household income. 

Understanding market conditions is 
critical to a successful self-storage facil-
ity, because in over-supplied markets it 
takes time and population growth to 
correct, a process that can take years. 
Of course, as self storage is a local 
business, local analysis in a neighbor-
hood or trade area is best.  
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new deals targeting core properties, cap 
rates have compressed dramatically in 
core Class A markets. The pricing correc-
tion in core markets nationwide (typically 
the top 10 MSAs) is attributable to the 
decrease in interest rates and strong over-
all operational fundamentals of the storage 
asset class.

The CMBS market—largely the self-
storage industry’s go-to capital source—
has rebounded during the past year and is 
once again a viable source for self-storage 
debt. Estimates for 2011 CMBS origina-
tions at the beginning of the year ranged 
from $45 to 65 billion in new financing as 
CMBS 2.0 (as it is now called) re-emerged 
with tighter underwriting and lower lever-
age. Typical terms for self-storage opera-
tors included all-in coupons of 5.25 per-
cent to 5.75 percent with 25- to 30-year 
amortization schedules, with options of 
interest-only periods. 

CMBS financing has contributed dra-
matically to the market’s decrease in cap 
rates during the past nine months as it 
offered storage owners the opportunity to 
achieve positive leverage from Day One 
while still paying an aggressive cap rate. 

Yet the self-storage CMBS market is 
beginning to see corrective storm clouds on 
the horizon with spreads at roughly 375 to 
450 basis points over the 10-year swap rate 
and all-in coupons of 6.15 percent to 6.5 
percent (for 10-year money). While CMBS 
financing has adjusted in recent months, 
banks and life companies have not experi-
enced any severe corrections. Unless these 
capital sources show signs of correction, 
the core markets will continue to command 
above-average marketplace pricing. 

While the weather can and will change 
at a moment’s notice, today’s Southern 
California self-storage forecast has an 
abundant amount of sunshine with just a 
few scattered clouds that show promising 
signs of clearing soon. 
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