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Strong acquisition demand for
self-storage assets caused overall
capitalization (cap) rates to compress
at a faster pace in the second half of
2014 than in the beginning of the
year, according to surveyed investors.
As shown in Table DSS-1, buyer com-
petition was very competitive for
both single assets and portfolios in
the third quarter of 2014, leading to
a 22-basis-point decline in the aver-
age overall cap rate over the last six
months. While one investor notes

that overall cap rates hover near
5.50% for Class-A product in a top-
50 MSA, some brokers report sub-
5.00% overall cap rates for certain
portfolio deals.

When combined with restrained
construction trends, steady returns
and strong leasing activity have
boosted investor confidence in this
sector, which continues to provide
robust growth in operating results.
In terms of industry performance,
year-over-year results for storage

REITs show increases of 3.60% in
rental income as of the third quarter
of 2014, according to Self Storage
Performance Quarterly. In addition,
new construction starts are less than
150 facilities annualized – well below
prior years.  

MARKET RENT AND DCFS

Positive fundamentals and investor
optimism are reflected in this sector’s
market rent change rate assumption,
which ranges from 3.00% to 6.00%
for the second half of 2014 and aver-
ages 3.50% (see Table DSS-1). The
current average is comparable to
that reported six months ago and
underscores investors’ sentiment
that the sector’s incredible perform-
ance last year, led by an 8.1% growth
in rental income, will not continue
over the long run.  

When preparing a discounted
cash flow (DCF) analysis, which is
the preferred valuation method used
by surveyed investors, the need to
analyze bifurcated growth rates has
increased. Market rents may grow at
the rate of inflation, while growth
rates on income in place (contract
rents) tend to be higher. Generally,
the compound rate of growth of the
net operating income (NOI) over the
holding period becomes the delta
between the overall cap rate and the
yield rate – within 50 basis points.
For example, a 6.00% overall cap
rate with a compound rate of growth
in the NOI of 3.65% would result in
a discount rate of internal rate of
return (IRR) near 9.50% (within 15
basis points of 6.00% plus 3.65%).   
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SECOND HALF FIRST HALF SECOND HALF 
2014 2014 2013

DISCOUNT RATE (IRR)a

Range 8.00% – 11.00% 8.00% – 11.00% 8.25% – 11.00%

Average 9.00% 9.15% 9.25%

Change (Basis Points) – 15 – 25

OVERALL CAP RATE (OAR)a

Range 5.25% – 8.50% 5.25% – 8.50% 5.50% – 8.50%

Average 5.90% 6.12% 6.25%

Change (Basis Points) – 22 – 35

RESIDUAL CAP RATE
Range 5.50% – 8.50% 5.50% – 8.50% 6.00% – 8.50%

Average 6.15% 6.35% 6.50%

Change (Basis Points) – 20 – 35

MARKET RENT CHANGEb

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

Average 3.50% 3.50% 3.25%

Change (Basis Points) 0 + 25

EXPENSE CHANGEb

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

Average 3.00% 3.00% 3.00%

Change (Basis Points) 0 0

AVERAGE MARKETING TIMEc

Range 2 – 6 2 – 6 2 – 7

Average 3.0 2.5 3.0

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

Source: Cushman & Wakefield

Provided complimentary to Cushman & Wakefield.



The PwC Real Estate Investor 
SurveyTM is a registered trademark 
of PricewaterhouseCoopers LLP. 
All rights reserved. This article is 
being reprinted/distributed with 
permission from Pricewater-
houseCoopers LLP. It may not be 
furtherfurther duplicated or distributed 
in part or in whole without the 
prior written consent of Pricewa-
terhouseCoopers LLP. For more 
information about this publica-
tion, please call 973-236-4830




