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Introduction

Demand for smaller portable devices, such as laptops or cell phones has created advances in 
communications infrastructure, such as high-speed fiber optic lines and 5G cellular networks. As the 
devices became more compact and business began to use them for more tasks, digital service providers 
shifted resource-intensive data operations from the devices that display the content—computers, 
laptops, tablets and phones—to massive collections of servers. The efficiencies realized by consolidating 
these calculation-intensive operations allows companies to drive down the cost of existing services, offer 
new services such as voice and facial recognition, and provide purpose-built products to deliver these 
services, such as the Amazon Echo or Google Home for prices that would have been unimaginable a 
decade ago. The consolidation of data from larger companies opened a door to a new sort of Real Estate: 
Data Centers. As the technology market grows, the demand for Data Center Space is also growing. Just 
as consumers rely on technology more and more every day, businesses will rely on Data Centers to 
process new requests. 

Data Centers

Data Centers house enterprise-grade computers, known as servers, that perform the calculations 
necessary to make the internet work. Servers can be used from companies as small as your local law 
firm, to Google or Amazon. The cloud is changing the way business is done, and it is changing the 
structure of the real estate market. The ‘always-on’ nature of the internet affects the revenue model for 
every company that relies on it to generate income. 
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In the past, companies stored their servers within their own complexes, this allowed for extra security 
and cost reduction through vertical integration. However, companies are becoming increasingly digitized, 
meaning they have too much data to store in their own servers. Larger companies, are investing in 
properties that will do nothing but house these servers. If the Data Center houses more than one 
company’s servers, it is called a colocation center. 

Data Centers Require Power, Fiber, and Security

Due to their unique function, data centers have specific requirements that are different from traditional 
office or industrial buildings. First, power availability determines the viability of the project. Without 
significant on-site power, data center operators simply cannot run the number of servers needed to 
provide service. Redundancy is key. For institutional operators, a single power or fiber system is not 
enough—access to multiple electric utilities as well as on-site power generators guard against the failure 
of any one system. This feature protects against 
power outages that may happen due to weather 
or other inclement circumstances. Any time a data 
center is offline, the company drowns in losses. 
These precautions are to ensure that the servers 
constantly have power. 

Data Centers also have different standards for 
locations. Servers may be located hundreds, 
sometimes thousands of miles away from the 
end user. However, some colocation centers find 
it useful to be close to their tenants, allowing 
engineers to reach the servers quickly in case of an 
emergency. This is a small price for peace of mind 
as the world adjusts to privacy in the technological age. 

Whether a company goes with a Data Center located in the heart of the city or in a rural industrial park, 
it must be connected to fiber optic infrastructure. This being said, the most important factor of location 
is the access to communications infrastructure, preferably fiber optic cable. Fiber optic cable is literally 
the highway of technology. Every time we process a request on our smart phones, our computers, our 
tablets, or even on voice activated digital assistant, like Google Home, it translates the request into light 
waves along the cables, finds the answer in the server, and spits it back out to you on your device. 

Finally, security is paramount. Since computers are fragile and data is valuable, companies have an 
interest to keep their servers safe. The information contained in data centers—from credit cards to 
account routing numbers—is incredibly confidential. As properties, Data Centers have many different 
layers of security from guards at the perimeter to a receptionist at the desk to check identification. 
Within each building, there are multiple levels of electronic security that require key cards or fobs. Some 
Data Centers have biotechnology that will scan finger prints or eyes before letting them into an area. All 
of this to ensure clients their information is protected.

When looking for a Data Center site, power and fiber optic cable structure are the two most important 
characteristics of the property, followed by security.
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Data Centers are the Future of Web Services

Distributed Computing Systems, known collectively as “the cloud,” perform computation-intensive tasks 
necessary to enable speech and facial recognition that would be impossible to perform on end-user 
devices. As companies grow and expand these services—which include Apple’s Siri, Microsoft’s Cortana, 
Amazon’s Alexa, and Google’s “Hey Google” service—demand for data center space will continue to 
grow. Additionally, small, single-purpose devices and sensors known as the “Internet of Things” (IoT) rely 
on Data Centers. The number of IoT devices is expected to grow from 9 billion connected devices in 
2016 to between 28 and 30 billion connected devices by 2022 – a 300% increase. 

Software is moving to the cloud as well, which makes good business sense for a number of reasons. 
First, cloud-based software is harder to pirate. Second, customers pay a recurring monthly payment 
for a ‘subscription’ to the service rather than a one-time fee, creating a revenue stream with each sale. 
Third, because the cloud performs all the calculations, customers can use the software on old or slow 
hardware. Fourth, because the software is centrally located, companies can fix bugs and push through 
updates, reducing the compatibility problems that arise when two users try to exchange different 
versions of the same software.

Today, data centers are a relatively niche market. Over the next 10 years, that will change dramatically. 
To understand how this will affect commercial real estate, it is important to understand that demand for 
internet-based services drives operator requirements. 

Data Centers are a 24 / 7 use

For large companies, downtime can result in millions of dollars of lost profit. For small companies, 
downtime can undermine consumer confidence or disrupt the bottom line. Because internet consumers 
have the ability to switch almost instantly to a new service, this loss of confidence can be fatal to a small 
company. This dynamic creates a unique demand profile for these centers.
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This demand profile results in two unique characteristics for data centers. A site is not viable unless 
it meets every criterion for data center use. Second, unlike other property types, landlords have the 
flexibility to charge tenants based on the core sales unit—kilowatts—rather than square footage leased. 
By leveraging this unique revenue pipeline, landlords can create dramatic rent growth on a per square 
foot basis in traditionally low rent markets. 

Data Centers have a Unique Revenue Pipeline

Because internet traffic is highly variable and 
difficult to predict, owners sell kW, which 
represents a server’s ability to handle traffic—
so-called ‘capacity.’ Because electricity forms 
tenants’ core revenue unit, in many cases they 
prefer to buy electricity—rather than ‘square 
feet’—directly from their landlord. This allows 
the landlord to plug into an operator’s revenue 
pipeline and represents a potential structural 
change in the value of their underlying property. 

The value an operator derives from the 
underlying real estate grows with advances in technology, which occur exponentially. The value of real 
estate, by contrast, typically moves in a much more linear fashion. This presents an arbitrage opportunity, 
especially in underperforming assets that can facilitate data center uses. 

While this structure has possibility of high returns, converting a building into a Data Center involves a 
huge capital investment. In order to leverage this, disconnect between traditional real estate valuation 
and an operator’s profit model, investment strategies require a deliberate and conscious attention to site 
selection, capital structure, and business partnerships. 

Data Centers in Atlanta

The largest user of data center space is—unsurprisingly—the U.S. Government. For that reason, Northern 
Virginia is far and away the largest data center market in the world. Other top markets include Northern 
California, Northern New Jersey, Chicago, and Dallas / Fort Worth. While Atlanta is currently the 10th 
largest data center market in the United States, its outsized Fintech presence, rapidly growing tech 
industry, along with power costs which are half of the national average, and low state and local tax rates 
have combined to make Atlanta one of the top tech growth markets over the next few years. 

The recent tech inflight from the suburbs to Atlanta’s CBD means that the stock of under-leased 
suburban office buildings has grown in many Atlanta’s suburban markets. These facilities have ample 
power and access to high-speed internet, are easier to secure than infill centers, and have ample surface 
parking available, which makes an ideal pad site for large power generators. These buildings represent 
significant untapped value for investors interested in pursuing data center opportunities with direct 
proximity to one of the highest-growth tech markets in the United States.
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Conclusion: Where to look?

 Technology has consistently proved to be a good investment. Knowing which start up is going to 
make millions, on the other hand, is a risky move. Data Centers are a sound investment because their 
success does not depend on small startups. In the future, all companies will shift to data centers. It is a 
highly specialized product that creates security and extra space in the office market. Populous areas with 
access to communication infrastructure will emerge as data center hot spots. 

For a look at where fiber optic cables reach: check out this video:

http://www.businessinsider.com/map-long-haul-fiber-optic-cable-network-united-states-2016-3 


