Self-storage market has healthy space
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Self-storage market predicted to grow
Centers have become a $38 billion industry nationwide
Tends to perform well for investors

Once a sleepy corner of the real estate business, self-storage centers have become a $38
billion industry nationwide.
And for owners and operators, the Detroit area market has proven to be lucrative as vacancy
rates tend to be below the Midwest and national averages and rents for some units outperform
other Midwest cities. And self-storage may offer a productive solution for vexing real estate
problems, such as empty big-box stores.
New York City-based research firm IBISWorld describes self-storage as "one of the fastestgrowing sectors of commercial real estate" and says the industry has seen 7.7 percent annual
growth since 2012 and employs 144,000 nationwide. There are 50,000-plus facilities nationwide
and about 1,100 in Michigan.
"It has changed from being out-of-the-way, under-the-radar, to being very, very prominent and
almost the go-to (solution) to solve many problems, whether empty big-box or empty industrial,"
said Maurice Pogoda, president of Farmington Hills-based Pogoda Cos., one of the nation's
largest owners and operators of self-storage facilities with 35 properties totaling about 22,000
units, mostly in Michigan.
In the last two decades, several large real estate investment trusts have muscled into selfstorage, making moves to consolidate ownership in the market that is dominated by small momand-pop owners and midsized companies, which control more than 80 percent of the storage
facilities nationwide.
Among them: CubeSmart, based in Pennsylvania; Life Storage Inc., based in Buffalo, N.Y.;
Extra Space Storage Inc. in Salt Lake City; National Storage Affiliates of Greenwood Village,
Colo.; and Global Self Storage Inc., based in New York City.

"Look at how entrepreneurial and mom-and-pop this industry still is," said Pogoda, who founded
his company 30 years ago. "It's akin to motels in the 1950s before Holiday Inn and others came
in and really started consolidating, but it’s not really a sleepy industry anymore."
Part of that is because it has tended to perform well for investors regardless of economic
conditions in the country.
During periods of economic growth, people generally have more spending power and are able
to accumulate more goods, so they need more space to stash them. During downturns,
particularly during the foreclosure crisis, people are forced into apartments or smaller living
spaces and need space to store what couldn't fit in their new dwellings.
Bill Sheffer, president of the Lansing-based Self-Storage Association of Michigan, which is
having its annual conference in downtown Detroit this week, said he doesn't believe REITs will
dominate the sector any time soon.
"With the stock market and investment market so strong, people have money and they are
looking for places to put it," he said. "Some of these facilities, especially in the outstate area, are
relatively small, relatively antique in some respect. Let's face it: We are talking about a number
of 10-by-10 garages hooked together with locks on them."
According to Reis Inc., a New York City-based commercial real estate data company, the
region's second-quarter self-storage vacancy rate was 8.5 percent, better than the Midwest's
10.7 percent and the nationwide vacancy rate of 9.7 percent.
Reis also projects that in a year, the vacancy rate will be 10.4 percent, lower than the Midwest
(12 percent) and nationwide (11.1 percent) rates. By the end of 2021, Detroit's 11.5 percent
projected vacancy rate is expected to be slightly better than the Midwest average (12.1 percent)
and U.S. rates (11.8 percent).
Pogoda said significant capital has started chasing self-storage deals lately, which is cause for
concern.
"Private equity has just come out of the woodwork," he said. "In the U.S., there is about 7 to 7.5
square feet of storage per person. We have an enormous amount. Twenty years ago, if I saw an
area with 3.5 to 4 feet per person, I would say if that area is not overbuilt, it's right on the cusp."
Depending on unit sizes and whether they are or are not climate-controlled, some Detroit area
asking rates outpace Midwest and national averages, although rent-growth projection by Reis
for the next five years show that the Midwest and nationwide average increases are expected to
be higher.

Pogoda Companies (pogodaco.com) is one of Michigan’s largest self-storage operators/brokers, and one
of the 35 largest in the U.S, with approximately 2.5 million square feet of self-storage space in Michigan
and Ohio. The firm provides brokerage, management, and investment services to the self-storage
industry through its Pogoda Group, Inc. and Pogoda Management Co. divisions based in Farmington Hills,
Mich.

