Special Report

4Q 2022 Investors Survey BY CHRIS SONNE

As interest rates rise, self-storage cap rates continued to rise in

4Q 2022 to an average of 5.21 percent, an increase of 22 basis
points over the 2Q 2022 survey and the second increase since

3Q 2018. The Fed has increased rates eight times since March 2022,
and market participants expect self-storage cap rates to increase
about half the rate of further fed increases. For example, if the

Fed increases another 25 bps in March, 2023 self-storage cap

rates will increase another 12.5 bps.

he self-storage team at Newmark Based on our survey results, we management technology, will result in net
Valuation & Advisory surveyed over estimate cap rates will continue to operating income increases that partially
50 market participants about a wide rise, but also that effective gross offset value declines due to investment rate
variety of data points, including the
usual cap rate, terminal cap rate, and The self-storage team at Newmark Valuation & Advisory
yield rates. Survey participants include .. .
buyers, brokers, owners (small and surveyed over 50 market participants about a wide
large operators including REITs, nation- variety of data points, including the usual cap rate,
al and regional owners), investors,
lenders, and REIT analysts. Most inter- terminal cap rate, and }/leld rates.
views were in person, by telephone,
or through electronic conferencing. income or collections will at least keep increases in 2023. In uncertain economic and
Survey research interviews referenced pace with inflation (primarily due market conditions, cautious optimism remains
in this report occurred primarily in the to existing customer rate increases). for the self-storage asset class. M
1Q 2023. Key performance indicators Operating expense maintenance,
are shown in the Segmentation by with some opportunities for overall Chris Sonne is the executive vice president of the
Investment Quality table. expense declines related to on-site Newmark Valuation & Advisory Group.

Anecdotally, the mode for self-

storage performance is quiet confi- Segmentation by Investment Quality - 4Q 2022

dence; the sector keeps outperforming

expectations. Post-pandemic, “things Class A Class B Class C
are returning to normal” in terms of Discount Rate (IRR)
operations. The investment market R . o o o o o o
activity has declined by more than 50 ange: 6.00% - 7.75% 6.50% - 8.25% 7.00% - 9.50%
percent beginning in the second half Average: 6.85% 7.55% 8.15%
of 2022 as interest rates increased. Yet e te s

. . . Capitalization Rate
there still remains more capital to store
in the sector than product available (in Range: 4.25% - 5.00% 4.75% - 575% 5.00% - 6.50%
part due to a divide between buyers Average: 4.75% 5.50% 5.75%

and sellers regarding pricing). Portfoli-
os pricing has been less impacted than Terminal Capitalization Rate

single assets due to continued institu- Range: 450% -5.75%  5.25%-6.50%  5.75% - 8.0%
tional confidence in self-storage, based
on the long-run sector performance Average: 5.15% 6.00% 6.25%
for both public and private companies
in bull and bear markets.

Source: Newmark Self Storage Investor Survey, 4Q 2022
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