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Newmark Self-Storage 
Investor Survey: 
First Quarter 2021
Cap Rate Compression Likely  
To Continue BY CHRIS SONNE

The Newmark Self-storage Investor Survey for  
first quarter 2021 indicates cap rates for self-storage 
have compressed 13 basis points (bps) over the past 
six months to an average cap rate of 5.37 percent. 
This indicates a continued trend of declining cap rates in  
the sector, as our third quarter survey indicated a 10-bps decline.

Due to strong operational and invest-
ment 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 avail-
ability. The public markets (self-storage 
REITs) continue to outperform alternative 
investments. 

At the KeyBanc Self Storage Investor 
Survey on Jan. 7, 2021, Todd M. Thomas, 
CFA, summarized market sentiment as 
tailwinds for the sector, including unsea-
sonably strong demand and a blistering 
pace of investment activity to continue 
in 2021 due to the low cost of debt and 
portfolio transactions in the sector were 
over $3.5 billion in 2020, the highest 
total volume since 2016. New players to 
self-storage include Blackstone in a $1.2 
billion, 100-portfolio acquisition and 
Cascade (Bill Gates investments) invest-
ing equity into StorageMart, one of the 
largest private operators in the U.S. and 
Canada (124 U.S. and 236 worldwide) 
with an enterprise value stated at $2.7 
billion. Both transactions reportedly 
reflect a cap rate in the mid-4s. This 
portfolio volume underscores institu-
tional market confidence in the sector 
compared to other CRE sectors. While 
single asset volume was down approxi-
mately one-third on the year, market 

sentiment is that volume will exceed a 
typical year in 2021. Optimistic market 
sentiment is reflected in our Key Indica-
tors Table below. 

How Low Can Cap Rates Go?
SmartStop CEO H. Michael Schwartz 

asked how low can self-storage cap rates 
go? With the rise in Treasuries in the first 
quarter of 2021, the spread has returned 
to near normal at 385 bps (compared to 
a 10-year average of 375 bps). But that 
doesn’t necessarily mean the party is 
over. If multifamily is an indicator, cap 

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.
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rates can compress to zero dividends. The 
following charts illustrate a current cap 
rate dividend of five percent and a poten-
tial cap rate with zero dividend as seen at 
the bottom of this page. 

I’m not suggesting cap rates will 
compress to 3.61 percent in self-storage, 
but it does indicate cap rate compression 
is likely to continue in 2021. Ben Vestal, 
president of Argus Real Estate, says, “Cap 
rates will continue to compress this year 

largely due to the improving fundamen-
tals and performance in the sector. We 
also believe that inflationary pressure is 
pushing cap rates lower as many buyers 
today are hyper-focused on cost basis, the 
self-storage business model, and granu-
larity of the rent rolls. The short-term 
leases are setting owners up well as an 
inflationary hedge, as owners/operators 
will be able to react quickly to a changing 
market and much faster than other asset 
types.”    

Discounted Cash Flow Modeling
Like cap rates, discount rates or internal 
rates of return (IRR) also compressed in 
the first quarter of 2021. Historically, we 
have seen the spread of the compound 

rate of growth of the NOI to be the signif-
icant determinant in the yield rate:  Ro + 
CR = IRR. In appreciating markets, this has 
resulted in a 60 percent weighting of the 
cash flow to reversion (or appreciation) 
and 40 percent to cash flow. Self-storage 
IRR’s have been significantly higher than 
CORE sectors as a result. As self-storage 
is increasingly considered a CORE asset, 
cash flow models are changing albeit 
in less than 15 percent of respondents. 
Some are modeling a lower spread than 

the growth rate by 100 bps to the IRR, but 
then increasing the terminal cap rate 100 
bps, resulting in similar overall weighting 
of the cash flow and the same price/value 
conclusion. 

IRR data captured in our survey reflect 
stabilized cash flows looking forward 
with a 10-year typical holding period. 
But what about un-stabilized assets still 
in absorption phase? Is there greater risk 
now, or later forecasting a stable cash 
flow in the future? Thought leaders in 
valuation suggest the farther into the 
future, the greater risk, suggesting an IRR 
of un-stabilized cash flows now should be 
less than a future projection of stabilized 
cash flows. 

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, 
owners (small and large operators 
including REITs, national, and regional 
owners), investors, lenders, and REIT 
analysts. Most interviews were by 
telephone or electronic conferencing. 
Survey research interviews referenced 

in this report occurred primarily in the 
first quarter of 2021. Additional informa-
tion includes trade area size, absorption 
time, marketing time, profit on costs, 
optimism index, and other metrics. 
Over 50 market participants were inter-
viewed, bolstered by anecdotal 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 chart as 
seen on the opposite page.  

Chris Sonne is the executive vice president of the 
Newmark Valuation & Advisory Group.

IRR data captured in our survey reflect stabilized cash flows looking 
forward with a 10-year typical holding period. But what about 

un-stabilized assets still in absorption phase? Is there greater risk 
now, or later forecasting a stable cash flow in the future?
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