
INVESTORS STORING CASH IN THE SELF-
STORAGE INDUSTRY CONTINUE TO FEEL

OPTIMISTIC EVEN THOUGH THE U.S. ECO -
NOMIC RECESSION AND CAPITAL MARKET

DEPRESSION HAVE NEGATIVELY IMPACTED

RENT INCREASES AND OCCUPANCY. In

addition, financing remains very diffi-

cult to obtain even in strong markets

as deleveraging continues, causing

overall cap rates and yield rates to rise.  

Interest in this asset class, particu-

larly from private equity firms, contin-

ues to increase because of steady cash

flows, high returns, and low loss ratios.

In addition, investors like the fact that

there are no tenant improvement costs

or leasing commissions and limited

large capital expenditures. Despite

investor interest, closed deals are a rar-

ity now. One broker in Arizona reports

that there are currently 41 self-storage

facilities for sale within the state, but

no sales have been reported thus far in

2009. Similarly, a California broker

reports that only two self-storage assets

have traded in the state year to date.  

On a positive note, new construction

has slowed considerably. Some estimate

that less than 250 self-storage facilities

will be constructed in 2009 nationwide,

a huge decline from the peak pace of

2,500 about four years ago.  

LENDING

Strong owners seeking financing indicate

that favorable long-term debt (65.0%

loan-to-value ratios, interest rates rang-

ing from 7.00% to 7.50%, 25-year

amortization, and debt coverage of

1.20) is increasingly difficult to find. In

one recent instance, a seasoned regional

operator with 20 self-storage facilities

was facing a loan renewal. The lender

would not discuss the deal with them

even though the loan involved a stabi-

lized asset, strong sponsorship, and was

current in payments. While the loan was

eventually renewed for one year at the

same terms, this scenario illustrates the

trepidation among lenders, as well as

their growing preference to renew

deals for shorter terms of six months to

three years rather than structure new,

long-term loans.

SURVEY FINDINGS

Overall cap rates have continued to in -

crease at a pace of 8 to 10 basis points

a month over the past year in response

to macroeconomic challenges and

credit market concerns. As shown in

Table DSS-1, the average overall cap

rate of 8.50% stands 50 basis points

higher than the average six months

ago. The overall cap rates reported for

this market reflect stabilized, Class-A/B

self-storage facilities in suburban areas.  

Some respondents expressed hope
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Ta b l e  D S S - 1

FIRST HALF 2009 SECOND HALF 2008

DISCOUNT RATE (IRR)a

Range 10.00% – 12.00% 10.00% – 11.00%

Average 11.25% 10.75%

Change (Basis Points) + 50

OVERALL CAP RATE (OAR)a

Range 7.00% – 10.00% 7.00% – 10.00%

Average 8.55% 8.00%

Change (Basis Points) + 55

RESIDUAL CAP RATE
Range 8.00% – 10.50% 7.00% – 10.50%

Average 8.75% 8.50%

Change (Basis Points) + 25

MARKET RENT CHANGE RATE b

Range 1.00% – 5.00% 1.00% – 5.00%

Average 2.00% 2.50%

Change (Basis Points) – 50

EXPENSE CHANGE RATE b

Range 2.00% – 5.00% 2.00% – 5.00%

Average 3.00% 3.00%

Change (Basis Points) 0

AVERAGE MARKETING TIMEc

Range 3.00 – 12.00 3.00 – 12.00

Average 9.50 6.50

Change (%) + 46.15

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

Source: Cushman & Wakefield
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