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Myths and Investment Opportunities in Self Storage
Like all other real estate investments, self storage shares the same attractive qualities as residential rentals, apartments, retail strip centers, office buildings, and industrial properties.  Those include leverage (borrowed money), tax advantages, passive income, personal control (being your own boss), and appreciation.  However, self storage offers a number of benefits that I feel make it such an attractive investment. Those include the following:

1. We are becoming a more transient society, moving around more and creating a greater need to store our stuff, thus the demand for self storage is increasing. 

2. Americans tend to accumulate a great deal of possessions, and we don’t want to “weed out” those things we don’t use or are sentimental or have nostalgic value, which in turn, creates more demand. 

3. Most new communities will not allow us to store our boats, jet skis, RV’s, or even multiple cars on the street or in front of our homes. 

4. Many retirees downsize their homes which require additional storage space that their smaller homes don’t provide.

5. More and more Americans are buying second homes which increase the demand for storage space. 

6. College students utilize storage space when moving back home for the summer.  

7. Many businesses are downsizing and operating out of smaller offices that necessitate a need for storage space. 

8. Many small distributors will utilize self storage to operate their business from. 

9. Pharmaceutical reps will use climate controlled storage for samples and inventory. 

10. The eBay® phenomenon has created a huge demand for space.       

11. Other home based businesses are also creating demand for off-site storage. 

12. Lower Development costs – self-storage facilities development costs are often 30 to 50 percent less than office, retail, and apartment buildings.  

13. Lower Operating Costs – Operating costs for self-storage facilities are substantially less than office, retail, and apartment buildings.  As a result, self storage owners are more isolated from large increases in utility and other variable costs that occur in the open market. 

14. Lower development and operating costs make break-even occupancy ranges lower than other forms of real estate. 

15. Occupancy is generally more stable and therefore predictable as there are typically a greater number of units in which to “spread the risk” than in other forms of real estate.  

16. Month-to-month leases mean that rental rates can be adjusted easily.  When occupancy increases, I will adjust rates to compensate for the demand. 

17. Demand for self-storage is not dependent upon the economy.  When the economy is good, people buy more and store more.  When the economy slows, people downsize, and require a cheaper alternative to store their extra belongings. 

18. Low management overhead as customers typically only need the manager to move in or move out, compared to office or apartment complexes that requires a high number of customer contacts and constant and ongoing interaction. 

19. A well-run, stabilized self storage in a good location is very desirable to other investors and institutions, making self storage a very liquid investment.  

20.  It’s No Wonder Self Storage has the lowest loan default rate of all commercial real estate property types! 

DEBUNKING THE MYTHS 

Now that we’ve discussed all the reasons that make self storage a fantastic investment, we should take some time to break down a few of the myths that have been floating around with regard to the industry.  Like many other industries, self storage has been evolving for several decades now, and many of the general assumptions by outsiders surrounding this business simply do not apply.  Some of the common myths are as follows: 

1.  “If you build it, they will come”. 

 In the early years, this was somewhat true.  But in today’s competitive landscape an owner/investor must perform very careful analysis and/or feasibility studies to determine whether a potential development site or an existing facility is a wise investment.  In addition, there are many areas that are, or are becoming overbuilt, which drastically changes the projected lease up and overall occupancy potential for a facility. 

2.  “Self-storage is an easy business”. 

This may have been somewhat true in the past as well, but like any business, if it were easy, everybody would be doing it.  Far too many real estate investors treat their business as a hobby rather than what it truly is; an asset with many moving parts that must be managed from day to day as opposed to a stock or a mutual fund that you purchase and only infrequently check on its performance.  Today’s self storage arena is very competitive, and successful owners are always thinking of ways to increase income, decrease expenses, and strive for operational efficiencies across all facets of their operation.   

3. “All self storage properties are cash cows” 

As we discussed earlier, self storage facilities have the lowest default rate of all property types, but it doesn’t mean that owners don’t default and that many others are struggling.  Generally this is due to poor planning before acquiring or developing a facility.  An owner/investor must perform thorough due diligence when it comes to competition, population growth, land costs, construction costs, market rental rates, and the management of the facility before purchasing or developing a facility.  If you do not have the time nor the expertise, a feasibility study should be conducted by an experienced individual within the industry to avoid buyers or developers remorse. 

4. “this is a cheap business to get into”

Again, this may have been somewhat true in the past, but not any longer.  Today’s customer is demanding a higher quality facility than what the industry provided in the beginning.  Today’s facilities possess a higher quality construction, are fully paved, fully fenced with security gates, typically have state of the art digital video surveillance and recording systems, and are considerably larger than in the past, which necessitates an office with a part-time or full-time manager.  Land costs are higher as most developers prefer to locate in high traffic locations as opposed to the hard to find or industrial park sites of yesteryear.  In addition, construction materials have been on the rise recently due to fast developing foreign nations which affect development costs, and good existing facilities are being sold at record high prices as the word is out on what a great investment self storage has become.  
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