MARKET WATCH

Arizona Update
Seasons Change In The Desert

By R. Christian Sonne, MAI

ven in the desert state,
seasons change. Market
conditions in Arnzona are
described as over-supplied,
but with positive emerging
market trends. Specifically, statewide
occupancy is currently stable at 80.26
percent but the average rent on a
10-by-10 unit has increased 5.39
percent over 2003 to 377.53. Although
occupancy 15 less than ideal, rising rents
suggest improving market conditions.
Self Storage Economics compiled
survey research and presented the results
in connection with the Anzona Mini
Storage Association (AMSA)
Conference and Trade Show May 6-7,
2004 in Phoenix, Ariz. A survey of over
700 self-storage owners throughout
Arizona was sent earlier this yvear, with
nearly 250 responses (over twice as
many as 2003). The survey included 37
detailed questions regarding occupancy,

rental rates, security, and market trends. Storage Economics for the 2004 Self Storage Almanac
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shori-term interest rates are around 1.0
percent. This gap suggests the supply of
money available is too high (or mone-
tary policy supports an inducement to
borrowing and spending). Moreover,
with a record setting budget deficit near
half a trillion dollars, the fiscal policy
means the government is competing with
the private sector for the money supply.
The result of all this economic stuff?
The tide is rising and interest rates will
shortly follow. For the Phoenix MSA,
this should slow down the pace of new
construction and assist the market to
return to equilibrium.

indicate they are used (such as discount-
ed or free rent).

The question regarding security asked
respondents which methods are utilized
among |1 categories from computerized
gate access to guard dogs. The results,
along with other data, is summanzed in
the tables 1o the right.

In summary, the survey research
indicates occupancy lower than ideal
suggesting a market described as
over-supplied. Fortunately, Arizona
enjoys continued, robust population
growth. With average rents increasing
over last year above the inflation rate,

The tide is rising and interest rates will shortly follow. For

the Phoenix MSA, this should slow down the pace of new

construction and assist the market to return to equilibrium.

The survey included other data
queries regarding expenses, facility
age, security and miscellaneous fees.
Operating expenses, analyzed without
real estate laxes, indicate a range in
Arnzona from 30.40 o $8.54 per square
fool with an average of $3.09 per square
foot. In Phoenix, operating expenses
{without real estate taxes) mirror the
state with an average of $3.11 per
square foot, Comparatively, the 2064
Self-Storage Expense Guidebook
indicates average expenses of $3.57
per square foot (including taxes) in the
Western Region and $3.23 per square
foot nationwide.

Self-storage real estale taxes in
Arizona and Phoenix are significantly
higher than regional and national data.
For example, according to the survey,
the Arizona average expense in real
estate taxes is $0.93 per square fool per
year. In comparison, the nationwide data
indicates an average of $0.44 per square
foot. The data is represented graphically
in the chart to the right, which demon-
strates that average real estate taxes in
Arnzona and Phoenix are higher than
comparable data in the Western Region
and nationwide,

As to refundable deposits, the survey
indicates a range from $5 to 350 with an
average of $16.88. Similarly, administra-
tion fees indicate a fairly tight range
from 51 to %35, but respondents in the
state indicate an average administration
fee of $10.92. As to concessions,
approximately half the respondents
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market conditions are forecast for
recovery over the long run.

In the meantime, it is important o
remember that these snapshots provide
interesting and important data on a
macro basis, However, the self-storage
asset class is a microeconomic business
and market conditions in a local neigh-
borhood or trade are much more im
portant than city, state, or regional data.
Even in the local neighborhood, the
market will distinguish winners and
losers among the competitive supply.
MSA data can be utilized as an impor-
tant first step or view into general
market conditions of a major city or
metropolitan area. M

R. Christian Sonne, MAI is principal of Self
Storage Economics, a full service real estate
consulting company specializing in appraisal
and market study of the self storage asset class.
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