The Carolinas
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The Magnolias Are In Bloom—Is Self-Storage?
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1w easy for lolks in other parts of the
SOty 1o sometimes overlook the
Curolinas as an economic force. One
might find it surprising that these
sties together lave the same pr|p|_|'-i|-
tion 45 Hlinaods and bold apain the land arca.
[t alses rughi be of interest o find ot whers
the hoane office of your bank is located, as
soane of the largest and most powerful of the
national banks are located in the Comolinas,
The: area is growing rapudly with high-tech
emplovers and o Ereql ||1qx|:. les, |]|._1u..'i|;|__l pen-
ple from all over the couniry, The area has
omie ol e preatest concemrabds of higher
learming facilities of any place in the country.
I fact, in one Raleigh salon, one of the
patrons was overheard saying, "Huorvard wis
the ke of the Morth,” All of the anrlaes
of these two beautiful sttes have caused
-|.'|I--.I-.-|.|_|.'|: 1o Becimeg abundani I|'|rn|_|g|'|n|_|r
the area, But what is the stale of the marke
n the Corofmas? A look o the noionnl mar-
ket first may help give us o benchmark for
mensuring how the market in the Carolinos
vAres Irnn. e mest al Amerns
A Mixed Bag Of Economic Currents
The good mews is first Interest rates remain
bow, actunlly at a 40-yvear bow, and the poog-
noslciiom seem cerluin thil mies will stay
ey D thee senr Tutere, In focl, some ane
acfually projectmg shori-tferm ries o go
even lower, However, the rates for mediam
term fixed rube boans (seven w 10 years) prob
ubly won't go down much from this point
bBecause kenders anen’ hkely to risk that rates
will pot ger up for that long of 4 period.

The area is growing rapidly with high-tech

employers and a great lifestyle, drawing people

from all over the country.

very high
gueality projects J_I."“Ifl;!_ u 6.75 percent rute,

].I'r_'I:l\.' are ruisars aroqined of SO

Dabe €. Exserman of Midcoast Properties Inc. if the
Amus Heal Bstate AMSliate in MNorth and Sowth
Campling. Michael L Mclune is president of Amus
feal Estate Inc., based in Denver, Colorado,
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afthough most of the
guiades for rmies
appear 1o be north of
1.25 percent. O
course, this hagpy
also hng
& dowimside and thsl
is the very real poten=
tinl of overbuilding
DeCaunse then: ane
cheap lunds™ avidl=
able boar h|s||||||'|g i
provjects. The oombi=
nution of bow rates
and money avadlabils 8
ity are just 100 mech 8 -
Toer & posisd |.I|.".-|.=|-n|1-;'r 1%} 'ﬂn.up, i |

loter, the relative balance of ﬁn: SUIp-
ply and demand in the Caroling mr-
kels mny prove o be piiractive jo
|_||,'l.|_'-|-,'-|'|_=r~.' However. one factod mil
igating the potential 15 et lenders
are exercising mare restruant than in

l\.'i rcumsLnce

Thandy to high-tach
Job opportunities amd
o gremt lifestyle, the
LOFOLNGS Ore growing
rapidly. Sa how has
this offected the

Pl economic eveles regon's Seif-stovoge

The national “non-recession” economy is also having irdiistng?
an wwpact on the self-storage industry scross the cowntry, yYeca et o
. ' Marth Caroteg Dvigian

Hence, there 15 certainly a lod of anecdoti) informaiion of Toarsm, Pire. and
meticating that occupancies nnd rates ane begimming to soft- | 3poris beselognam
en. The available information would indicate that there is :,ﬂ_”l.’::::‘:il'
not a general problem, but mther o softress that appears, h I

at least for the time being, o be highly localized.
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Herwever, us we reporied in the Augus
Mini-Storage Messenger, the situation s
becoming more generalized in the
Moriheast. Many operators have reported
theat the events of 9-11 were the torming
poind for slowing of demand and thar

has once agoin put his computer in pear
and cranked out the information we
need. A quick review of Chris's numbers
indicate that both states are roughly in a
current “stite” of balunce as o supply
and demand. OF course, that ks good

If your local trade area is selected by the developer for

building, it brings new meaning to the term “lightning

striking.”

recovery hns been show, 11 has been
reporied that ope of the major netional
sell-storage operators continued to push
rales up after 91 lond has now lisd to
retreal o lower rental rates. Discounting,
sometimes the fizst harbinger of lower
rates, is becoming more evident in sev-
crol markes.

The Carolinas’ Future Is In The “Balance”
The first thing that we shoubd do in
understanding the Corolings” market is o
Lok at the sidebar provided by Chris
Sonne of Self Storuge Economics, whao
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news and all would seem oo well.
However, these numbers may disguise
some ot guite 50 satisfying comse-
guences for the market. While we don')
have enough information 1o really define
i detail the exact situation, we can
speculate a fimde bused on this informa-
Lion and at least improve our perspec-
fives It 15 reasonable (o assume that
Chiris” informaotion shows that some local
areas ure ot in balanee, o when thess
aneas are added iogether it appears that
they are n halince i “total,” This,
there may be arcas where there are high

o modernle vacancies and ofher arcas
where the occupancies are very high. For
example, our informal survey indicanes
that both Raleigh, Columbia and possibly
Charleston are beginning 1o see higher
vacancies than they have recently experi-
enced, The difficulty is that developers
are altrncted o areas with low vacancies
amd nod 1o areas with decreased oecupan-
cles therefore cansing the new develop-
ment to be concentrated i o few local
PrOSPerous iness,

Let us use o very simple hypothetical
sitition 1o dlustrate the impact tar this
could hove on o local market area, Chr
example is a rade arca of about fve
miles in radius with five pmjects of
50,000 square feet each and each with
i cirffeil occupancy level of ™) percent,
The market is now in equilibeium.
However, assume that a developer (more
on who this might be, later) decides thm
the Carolinas ase in supply and demand
balance anc that this area is the best
place for inother project of 70,000
sipuare Feel, Apply o liftle math amd i
can be seen thar this *good”™ market has
been transformed into marke! that has an
average occupancy of T percent, (The
culeulation is: 250,000 =g, fi. x 90% =
225 0000 s, 1. of demund. + 320,000 &g,
1 of supply = equals T0%. ) Tt is clear
that being one of the few areas in the
country that are perceived 1o be in equi-
librium may not be an enviable simotion
if developers still have cheap money. If
vour local trade area is selected by the
developer for building, it brings new
meaning to the term “lightning striking.”

This simstion s compounded by the
fact that the Carolinas’ economics ure uf
keast modestly unstable and uncertain a1
the moment, Several cconomic sectors
of recent strength, textiles, fiber optics,
furming, and fusniture jire mow solt and
the recovery in these sectors will likely
reflect the general national recovery.

Look Whao's Coming to Dinner

The news of the recently Tormed piriner-
ship of Shurgard and Momimgstar indi-
cates that Shurgord views the Carolinas
as greal opportunity for the futune—as
well it should. However, it is also clear
that their stuted intention is fo develop
more facilities. Several of our contacts
have indicated that another large, very
well capitalized developer and owner
miiy have significant designs on the
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Carolings. These exceptionally large
developers” building programs are more
bong range and they have abmiosd an
unlimited secess (o development funds,
Thus the wsual construints on develop-
meent do not opgldy to them.

Some Comments on Market Specifics
Alrmasst all of the Caroling operators that
wee surveyed snid that there was evidence
off u show down prios 1w 9-11, b dhat

were not “posted” but merely negotianed
aor discounted an a particular unpit size,
Some of the discounis were stnply
“move in'" discounts of the “one month
free variety,” All of the operators said
that the customers were more likely 1o
be rental rute sensitive and wene rie
shopping among their competitons.

The retirement aneds seemed o be
hilding up quite well as might be
expected, However, although rental rates

As one of the operators said, “The era of build it and they

will come, is now over.”

events in Mew York and Washington
sctually exacerboted the negative cir-
cumstances, Many opermtors hive
reduced rabes sinoe 9-11, bai they have
slivwly begun to rase the rates again,
Oecupancies have not generally fully
recoversd and some operators feel tho
the slow market will persist unil the
direction of the economy is maore clearly
improving. Many of the rate reductions

did not seem to be as much of an e,
there were some large vacancies sturfing
1o ppear. The operstors attributed this to
higher levels of affloence and that 9-11
did not impact retirees in the same way.

Oine large operator actually opened a
new site and the project broke all rent up
records for the company, proving that
there are indeed still under-served pock-
el i the muorket,

Very Cautious Optimism

It is clear that the markets in bath Naoih
nnd South Carolina are currently among
the most stable in the nation and that the
lomtgg-term prospects for these two
vibrant states are very positive, Most of
the problems that our survey revealed
could he reasonably classified as con-
cemed complaints rather than serious
econgmic difficulnes. However, new
developers should be very wary and do a
thoroueh feasibility stady on the local
trade market before considering a new
self-storage project,

As g of the operators snid, “The
era of build it and they will come, is
ey over” We hove also bearned the
ner future for self-siorage success in
the Carolinas is lorgely dependent on
the same factors that impact sell-stoage
in the rest of the country—the general
ecomomy wnd growih. All that said, keep
in mined that while the state and local
economy is imporant, the real success
of your facility s most sigmificantly
determined by whal happens in your
irade area,

Supply & Demand
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