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An emerging opportunity here to stay
Author: Sebastian Dooley, Fund Manager

Once seen as a niche sector within real estate, data
centres have come to the forefront as real estate
investors recognise how the surging need for data
storage and processing is creating demand for high
quality data centre real estate. As businesses, consumers,
and new technologies use ever-increasing amounts of
data, these facilities have become the cornerstone of the

At a glance – The data centre opportunity:

information economy.

• Stable income: Long-term leases, limited supply, and
credit-worthy tenants have led to steady returns in both
up and down markets.

While COVID-19 social restrictions have increased
the focus on data centre demand, the reality is these
facilities have long provided critical infrastructure to
support the global economy’s dependency on data.
And as the worldwide volume of data doubles every few
years, the dependence on these facilities will only rise.
Today, the network of data centres providing needed
infrastructure to support European economies is
presenting traditional real asset investors a unique
opportunity. Data centres, with both growth and
defensive attributes, have proven resilient in economic
downturns and in periods of economic expansion.
This, along with a compelling risk/return profile and
high barriers to entry, makes the industry an attractive
opportunity for long-term investors.

Trends supporting data storage
and processing
The most notable trend underscoring the importance of data
centres is the exponential growth of data usage. It’s expected
that the number of global internet users will rise to 5.3 billion
in 2023, up from 3.9 billion in 2018.1 In Europe, internet access
penetration rates average 90 percent, compared to less than
50 percent penetration in 2004.2 The worldwide volume of

• Exponential growth: The worldwide volume of data,
currently estimated at more than 50 zettabytes, will
more than triple by 2025.
• Broad demand: Consumers, corporations, and dataintense technologies are driving demand throughout
European markets.

• Accelerating secular trend: Beyond the pandemic
environment, data centres are poised to continue
rapid growth.
data, currently estimated to be more than 50 zettabytes (ZB),
is forecasted to increase to 175 ZB in 2025.3 For context, one
zettabyte equals one trillion gigabytes—enough data to stream
the entire Netflix catalogue three million times.4
This explosion in data growth is being driven by individual
and business needs. Consumer and corporate users have
developed higher service expectations that include aroundthe-clock accessibility and faster connectivity speeds. Advances
in artificial intelligence, virtual reality, and machine learning
are also driving data usage. As these technologies become
increasingly prevalent and advanced, more data storage
capacity and processing power will be needed. And the
introduction of 5G mobile services will only accelerate
this need.
Of course, this exponential growth doesn’t directly lead to
exponential growth in the requirement for data centre space.
Advancements in the semiconductor industry mean more
computing power can be packed into the same space. While
this slows the growing need for more data centre space, it
doesn’t end it altogether. Rather, Principal believes these
advancements will help advance data centre growth in the
medium term, a point we’ll explore further in a later bulletin.
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Broad sources of demand
To better understand the data centre opportunity for investors,
it’s important to consider the three main types of tenants:
enterprises, colocation providers, and cloud service providers.
Enterprises include corporations that rely on in-house data
centres because they can’t outsource their infrastructure due
to security requirements or other proprietary needs. Colocation
providers offer infrastructure on a smaller and more scalable
level, allowing users to access high-quality data centres without
the large upfront costs, an approach common with small- and
medium-size businesses. Cloud service providers, the fastest
growing data centre segment, use a shared infrastructure to
allow customers to outsource data storage. In Europe, the
largest of these tenants are Google, Amazon, and Microsoft.
Data centre tenants tend to be clustered around Europe’s core
markets—Frankfurt, London, Amsterdam, Paris, and Dublin
(FLAP/FLAP-D). The largest market is London, which—with
about 711 megawatts of commissioned capacity—represents
approximately 41% of total capacity in the FLAP markets.5 The
need for high bandwidth and low latency networks has led data
centre users to areas with access to both reliable and affordable
power and connectivity. Regulatory requirements and power
accessibility have also driven data centre demand beyond the
FLAP-D markets to places such as Madrid and Zurich, with large
population centres, access to affordable power, and abundant
fibre connectivity. These markets are quickly maturing and
comprise a growing number of end users.

Increasingly attractive investment
characteristics
Many characteristics of data centres make them appealing
investments. First, because of the customisation needed for data
centre tenants, as well as the costs associated with relocating
data infrastructure, tenants tend to prefer longer leases,
typically in excess of 10 years. This offers investors exposure
to cash flows from high-quality credit tenants at higher yields
than most other property types, helping to secure longer-term
income streams for investors.6
Second, the capital and knowledge required to build and
manage a data centre—not to mention the difficulty in finding
ideal locations—creates high costs for new entrants. This has
constrained supply and created high barriers to entry. Third,
as uncertainty about the impact of loose monetary policies
persists, data centres can offer inflation protection. That’s
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because most leases are linked to inflation with generous cap
and collar terms, making them particularly attractive for longterm investors concerned about protecting cash flows and
liability matching.
Fourth, industry lease standards require tenants to restore the
property and its equipment to original conditions at the end of
the lease, with severe penalties attached to any violations. This
provides an additional assurance the property will remain an
attractive investment over time.
Finally, because data centres are highly specialised,
knowledgeable debt providers can improve returns by
recognising the different traits within the industry. With the
current low cost of capital in Europe, more loan term structures
will broaden the debt market and help enhance returns.
Taken together, these factors have created stable, continuous
income—particularly for institutions aiming to fund obligations
by matching income and liabilities. These factors also make
data centres a strong portfolio diversifier, especially in light of
elevated asset correlations.

The data centre opportunity: here for the
long-haul
In addition to the long-term benefits of investing in data centres,
the pandemic has accelerated trends in the data centre world
with corporates re-assessing their IT infrastructure, boosting
the number of cloud and colocation tenants. As the sector
institutionalises, building portfolios of triple net data centres in
this environment could lead to interesting dynamics as larger
investors and funds update portfolio allocations to include these
assets. Regardless of the ultimate impact of these short-term
factors, we believe data centres are a proven investment poised
to add value beyond just the near term.
Data centres will continue to face challenges, such as strict
zoning requirements or power constraints in established
markets. For investors, these challenges can make sourcing
more difficult and limit the scope of investment opportunities.
However, even as uncovering the ultimate impact of the
pandemic will take time, it’s clear in this “new normal” that data
centres are becoming more critical.
The essential role of data in our lives is a secular trend that will
continue to accelerate, making data centres an increasingly
important consideration in a diversified portfolio.
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Risk Considerations
Investment involves risk including possible loss of principal. Past performance is no guarantee of future results. Potential investors should
be aware of the risks inherent to owning and investing in real estate, including value fluctuations, capital market pricing volatility, liquidity
risks, leverage, credit risk, occupancy risk and legal risk.
Important information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation
and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise,
forecast or prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are
subject to change without prior notice. The information presented has been derived from sources believed to be accurate; however, we
do not independently verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute
a recommendation to buy, sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has
recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager and
its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any
responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.
This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things,
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at
the sole discretion of the reader.
This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation.
This document is intended for use in:
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.
• Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU)
Limited is regulated by the Central Bank of Ireland.
• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No.
03819986, which is authorised and regulated by the Financial Conduct Authority (“FCA”).
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Retail Clients (all as defined by the MiFID). The contents of the document have been approved by the relevant entity. Clients that do
not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”)
will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of
Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGI EU, PGIE or PGI EU may delegate
management authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may not benefit
from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of Ireland.
• In Dubai by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the Dubai
Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed
on or otherwise distributed by the recipient to any other person or organization. This document is intended for sophisticated institutional
and professional investors only.
• Singapore by Principal Global Investors (Singapore) Limited (ACRAReg.No.199603735H), which is regulated by the Monetary Authority
of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore.
• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the
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