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Cap Rate Compression Continues

Newmark Investors Survey Q3 2021

The self-storage asset class is now generally considered CORE or CORE+ commercial real estate, comparable to
office, industrial, retail, and apartments based on robust underwriting criteria in our latest Investor Survey for
the sector. Since our last survey six months ago, cap rates have compressed an astonishing 44 basis points, on
average, to an average cap rate of 4.93 percent based on the Newmark Self-storage Investor Survey for Q3 2021.

Cap rate compression was most significant for Class-C properties locat-
ed in secondary and tertiary markets with a decline of 75 basis points
over the last six months, as the competition to place capital in the sector
continues to heat up. In the public REIT markets, self-storage has contin-
ued to soar with YTD Change in stock pricing up 55.7 percent, compared
to S&P 500 increases of “just” 20.83 percent over the same time period (as
of Oct. 15, 2021). Key performance indicators are shown in table below:

Segmentation by Investment Quality - 3Q 2021

Class A Class B Class C

Discount Rate (IRR)
6.00% - 7.75%
7.00%

6.50% - 8.25%
7.75%

7.00% - 9.50%
8.40%

Range:

Average:

Capitalization Rate
4.00% - 4.75%
4.56%

4.50% - 5.25%
5.10%

5.00% - 6.50%
5.50%

Range:

Awerage:

Terminal Capitalization Rate
4.25% - 5.25%
5.00%

4.75% - 5.75%
5.40%

5.25% - 7.00%
5.95%

Range:

Average:

Source: New mark Self Storage Investor Survey, 3Q 2021

Self-storage rental rates and occupancy levels are at all-time highs,
while cap rates are at all-time lows, resulting in new high benchmarks in
single asset and portfolio pricing. Moreover, new construction is limited
by supply chain challenges, leading to uncertainty in material pricing
and delivery dates. As a result of these risk factors, profit factors on new
development have increased. A recent picture off the Port of Long Beach
highlights the challenge.

Our Investor Survey for Q3 2021 not only indicates accelerated com-
pression in cap rates and increased profit factors on new construction, it
also indicates compressing yield rates and rising terminal cap rates for dis-
counted cash flow (DCF), and DCFs are utilized by 92 percent of investors.
This is a fundamental underwriting shift for the sector because it is more
analogous to CORE-based properties. So while cap rates are compressing,

yield rates (discount rate or Internal Rate of Returns) are
compressing factor with lower spreads to cap rates. However,
terminal cap rates (at the end of a holding period) are rising
at five to 10 bps per year of the holding period. This is to
account for future risk. While the modeling does not funda-
mentally change valuation conclusions, it demonstrates that
the market views self-storage and makes investment deci-
sions about self-storage more like CORE properties.

It is also interesting to note that while 10-Year Treasuries
continue to rise, self-storage lending rates have compressed
slightly. Equity requirements have also declined for single
assets but remain above publicly traded REIT dividends for
the asset class. While the spread to apartment cap rates
narrows for self-storage, the spread between the 10-Year
Treasuries is 334 bps lower than the 20-year average spread
of 3.89 and significantly above spread lows experienced in
2006 of 254 bps. This helps explain market sentiment of the
market with the highest optimism score ever surveyed at
8.74 (scale 0 to 10). Market participants also expect cap rates
to continue to compress well into 2022 for self-storage.

Due to strong operational and investment performance
during the pandemic, new capital continues to store capital
in the sector. Low loan losses, outperforming CORE CRE, has
led to an abundance of debt facilities at wide availability. The
public markets (self-storage REITs) continue to outperform
alternative investments.

The self-storage team at Newmark Valuation & Advisory
surveyed market participants about a wide variety of data
points, including the usual cap rate, yield rate, and growth
rates. Survey participants include buyers, brokers, own-
ers (small and large operators including REITs, national,
and regional owners), investors, lenders, and REIT analysts.
Most interviews were by telephone or electronic conferenc-
ing. Survey research interviews referenced in this report
occurred primarily in the Q3 2021. Additional information
includes trade area size, absorption time, marketing time,
profit on costs, optimism index, and other metrics. Over 50
market participants were interviewed, bolstered by anec-
dotal insights gained from a record number of calls with
key market participants. Survey results are summarized and
compared to 10 years of data in the Self-Storage Time Series
- Survey Research table on the following page. MM
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Self Storage Time Series - Survey Research

3Q 2021 1Q 2021 3Q 2020 3Q 2019 3Q 2018 3Q 2017 3Q 2016 2015 2014 2013 2012 2011
Trade Ares (Miles)
Range: 1.00 -5.00 1.00 -5.00 1.00 -5.00 1.00 - 5.00 1.00 - 5.00 1.00 - 5.00 1.00 -5.00 1.00 - 5.00 1.00 - 5.00 1.00 - 5.00 1.00 - 5.00 1.00 -5.00
Average: 3.30 3.26 3.25 3.20 3.18 3.14 3.25 3.20 3.30 3.25 3.22 3.20
Change: 1.23% 0.31% 1.56% 0.63% 1.27% -3.38% 1.56% -3.03% 1.54% 0.93% 0.63% -
Demand (SF per Person)
Range: 3-9 2-85 2-85 2-85 2-8 2-8 2-8 1-8 1-8 1-8 1-8 1-8
Average: 7.7 7.4 7.3 7.5 71 6.9 7 71 71 7.35 7.31 7.15
Change: 4.05% 1.37% 2.67% 5.63% 2.90% -1.43% -1.41% No Change -3.40% 0.55% 2.24% -
Capitalization Rate
Range: 4.00% - 6.50% 4.25% - 8.00% 4.50% - 8.50% 4.50% - 8.50% 4.50% - 8.50% 4.75% - 8.50% 4.90% - 8.00% 5.00% - 8.25% 5.25% - 8.50% 5.50% - 8.50% 6.25% - 8.50% 6.50% - 8.75%
Average: 4.93% 5.37% 5.50% 5.60% 5.68% 5.60% 5.64% 5.74% 5.90% 6.25% 6.75% 7.30%
Change: -44 -13 -10 -8 8 -4 -10 -16 -35 -50 -55 -
Absorption
Range: 18 - 48 Months 18 - 48 Months 18 - 36 Months 18 - 36 Months 18 - 36 Months 18 - 36 Months 18 - 36 Months 18 - 36 Months 18 - 36 Months 18 - 36 Months 20 - 40 Months 24 - 40 Months
Average: 32 34 36 32 30 29 27 28 28 30 33 36
Change: 2.0 -2.0 4.0 2.0 1.0 2.0 -1.0 No Change 2.0 -3.0 -3.0 -
Marketing Time (Months)
Range: 2 - 6 Months 2 - 6 Months 2 - 6 Months 2 -6 Months 2 - 6 Months 2 -6 Months 2 - 6 Months 2 - 6 Months 2 - 6 Months 2 -7 Months 3 - 6 Months 3 -9 Months
Average: 4.3 4.0 6.0 4.4 4.2 3.7 4.0 3.5 3.0 3.0 3.0 4.0
Change: 0.3 -2.0 1.6 0.2 0.5 0.3 0.5 0.5 No Change No Change -1.0 -
Profit (on Cost Only)
Range: 20% -35% 15% -35% 15% -35% 15% - 50% 15% - 50% 15% - 50% 15% - 50% 10% - 25% 10% - 25% 10% - 25% 10% - 25% 10% -20%
Average: 30.00% 25.00% 26.00% 25.00% 24.00% 23.00% 25.00% 21.00% 21.00% 20.00% 17.50% 15.00%
Change: 20.00% -3.85% 4.00% 417% 4.35% -8.00% 19.05% No Change 5.00% 14.29% 16.67% -
Optimisim Index (1-10)
Range: 7.00 -10.00 6.50 - 10.00 5.00 -9.00 5.00 -9.00 5.00-9.00 5.00 -9.00 5.00 -9.00 3.00-9.00 3.00-9.00 3.00-9.00 3.00 - 10.00 3.00-9.00
Average: 8.74 8.2 7.7 75 71 6.9 8 8.1 8.1 75 7.25 7
Change: 6.59% 6.49% 2.67% 5.63% 2.90% -13.75% -1.23% No Change 8.00% 3.45% 3.57% -
Market Conditions
Under-supplied: 37% 27% 25% 27% 28% 27% 39% 42% 42% 25% 20% 15%
Over-supplied: 23% 28% 31% 33% 32% 28% 21% 20% 20% 30% 40% 50%
Equilibrium: 40% 45% 44% 40% 40% 45% 40% 38% 38% 45% 40% 35%
Strategy
Buy: 55% 51% 44% 41% 37% 36% 43% 55% 55% 52% 47% 42%
Se 35% 35% 40% 39% 42% 38% 24% 20% 20% 24% 35% 41%

10% 14% 16% 20% 21% 26% 33% 25% 25% 24% 18% 17%

Discounted Cash Flow
Usage: 92% 90% 88% 86% 82% 81 75 70 70 61 52 41
Holding Period: 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years 10 Years
Cost of Sales: 1.9% 2.0% 2.0% 2.0% 2.0% 2.0% 1.8% 2.0% 2.0% 2.0% 2.8% 3.5%

Discount Rate (IRR)
Range:

Average:

Change (Basis Poiunts):

6.00% -9.50%
7.54%
-85

6.75% - 10.75%
8.39%
-6

6.50% - 11.00%
8.45%
-10

7.50% - 11.00%
8.55%
-18

7.50% - 11.00%
8.73%
2

7.75% -10.75%
8.75%
12

7.75% -10.75%
8.63%
-12

8.00% - 10.75%
8.75%
-25

8.00% - 11.00%
9.00%
-25

8.25% -11.00%
9.25%
-100

9.00% - 11.50%
10.25%
-25

9.50% - 11.50%
10.50%

Rental Growth Rate
Range:
Average:

Change (Basis Poiunts):

3.00% -6.00%
3.71%
21

3.00% - 6.00%
3.50%
25

3.00% - 6.00%
3.25%
-15

3.00% - 6.00%
3.40%
-10

3.00% - 6.00%
3.50%
No Change

3.00% - 6.00%
3.50%
5

3.00% - 6.00%
3.55%
5

3.00% - 6.00%
3.60%
10

3.00% - 6.00%
3.50%
25

3.00% - 6.00%
3.25%
-25

3.00% - 6.00%
3.50%
25

1.00% - 5.00%
3.25%

Expense Growth Rate
Range:

Average:

Change (Basis Poiunts):

2.00% -5.00%
3.15%
15

2.00% - 5.00%
3.00%
-5

2.00% -5.00%
3.05%
-5

2.00% -5.00%
3.10%
10

2.00% - 5.00%
3.00%
-2

2.00% - 5.00%
3.02%
1

2.00% -5.00%
3.01%
7

2.00% - 5.00%
2.94%
-6

2.00% - 5.00%
3.00%
No Change

2.00% -5.00%
3.00%
-25

2.00% -5.00%
3.25%
25

2.00% -5.00%
3.00%

Terminal Cap Rate

Range:

Average:

Change (Basis Poiunts):

Spread to Cap Rate (Basis Points):

4.25% -7.00%
5.33%
-30
40

4.75% -8.75%
5.63%
-22
26

4.75% - 8.75%
5.85%
0
35

4.75% - 8.75%
5.85%
-7
25

4.75% - 8.75%
5.92%
6
24

5.00% - 8.30%
5.86%
-2
26

5.20% - 8.20%
5.88%
-13
24

5.25% - 8.25%
6.01%
-14
27

5.50% - 8.50%
6.15%
-35
25

6.00% - 8.50%
6.50%
-50
25

6.50% - 8.75%
7.00%
-50
25

7.00% - 9.00%
7.50%
750
20

Compiled by Newmark
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