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Continued gains in property cash
flows have sustained confidence
among investors in the domestic
self-storage industry during the first
half of 2013. As a result, overall capi-
talization rates (cap rates) and yield
rates remain on a downward trend.
In terms of industry performance,
year-over-year results show increas-
es of 3.1% for physical occupancy
and 4.8% for rental income as of the
first quarter of 2013, according to
Self Storage Performance Quarterly

published by Self Storage Data
Services.  

INVESTING WISELY

While the self-storage industry is
performing well, investors are being
more selective, segmenting cap rates
by investment quality.  For example,
the average overall cap rate for a
Class-A facility (physical and invest-
ment quality) can be as much as 175
basis points lower than for a Class-C
facility (see Table DSS-2).

The differential noted between
the market segments’ overall cap
rates is also found when comparing
discount rates and residual cap rates.
As the property class moves down
from Class-A, investors see more risk
and require higher yields – a similar
pattern in other CRE property types.

Market segmentation for the self-
storage industry is generally defined
as follows:

Class-A self-storage assets:
• located in top-50 metro areas, usu-

ally with high barriers to entry

• excellent locations with access to
attract tenants able to afford rents
in the upper percentile of the mar-
ketplace

• superior construction and finish

• above-average maintenance and
security

• professional on-site and off-site
management

Class-B self-storage assets:
• average location, access, and visi-

bility

• construction quality ranges from
average to good

• maintenance ranges from average
to good

• security ranges from average to
good

• full-time on-site and competent
off-site management

Class-C self-storage assets:
• secondary, less-desirable locations

with poor access and limited visibility
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FIRST HALF SECOND HALF FIRST HALF 
2013 2012 2012

DISCOUNT RATE (IRR)a

Range 8.50% – 11.00% 8.50% – 11.00% 8.50% – 11.00%

Average 9.50% 9.75% 10.00%

Change (Basis Points) – 25 – 50

OVERALL CAP RATE (OAR)a

Range 5.75% – 8.50% 6.25% – 8.50% 6.50% – 8.50%

Average 6.55% 6.75% 7.00%

Change (Basis Points) – 20 – 45

RESIDUAL CAP RATE
Range 6.00% – 8.75% 6.50% – 8.75% 6.75% – 8.75%

Average 6.75% 7.00% 7.25%

Change (Basis Points) – 25 – 50

MARKET RENT CHANGEb

Range 3.00% – 6.00% 3.00% – 6.00% 3.00% – 6.00%

Average 3.50% 3.50% 3.50%

Change (Basis Points) 0 0

EXPENSE CHANGEb

Range 2.00% – 5.00% 2.00% – 5.00% 2.00% – 5.00%

Average 3.00% 3.25% 3.00%

Change (Basis Points) – 25 0

AVERAGE MARKETING TIMEc

Range 2 – 7 3 – 6 3 – 6

Average 3.0 3.0 3.0

Change (t, s, =) = =
a. Rate on unleveraged, all-cash transactions    b. Initial rate of change    c. In months

Source: Cushman & Wakefield
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