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The data center market across North America saw tremendous growth in 

2015, with multi-tenant data center (MTDC) providers in the U.S. alone 

earning revenues of $115.3 billion and experiencing 6.1 percent growth. 

This trend was driven by the increased dependence of both private industry 

and government on outsourced data hosting and processing, as more 

business than ever was conducted online.  

 

Data hosting has become an increasingly tricky and expensive endeavor for 

companies that do not specialize in the data center space. Both private and 

public sector organizations want to use the most up-to-date technologies, 

especially as cybersecurity becomes a key priority for every organization 

that uses sensitive personnel or customer data. It is vital these businesses 

protect this information and they are willing to pay for top of the line 

technology, redundancy minimization, facilities, service and compliance as 

a result. Content providers, such as Netflix and Comcast, are demanding 

increasing amounts of data center space, as data-driven entertainment 

consumption increasingly becomes the norm. 

 

Smaller firms and startup companies are not immune to this desire for 

security. Rather than invest in highly cumbersome systems, these 

companies are often drawn to cloud hosting systems, which are run by third 

parties. Cloud hosting has particularly complicated systems and cyber 

implications,  rendering it necessary that smaller firms have access to 

MTDC companies that have core competencies in security along with 

storage and ease of access. 

 

As all manner of companies look to improve security, while handling a vast 

amount of data, they are increasingly outsourcing to MTDC providers. This 

led to a growth in industry consolidation in 2015 as operators, eager to 

attract large clients, are merging to combine core competencies and access 

more diverse geographies. This consolidation will accelerate in 2016.  

 

Industry stalwarts such as Verizon, CenturyLink, AT&T, Windstream and 

others began to shed data center space last year as they return focus to 

core competencies. As technology becomes more complex and the need 

for security grows, these companies will continue to spin off space in 2016, 

opening up real estate opportunities in tightening data center markets.         

 

TELECOMMUNICATIONS 

FIRMS ARE SHEDDING 

DATA CENTER SPACE 

TO FOCUS ON THEIR 

CORE COMPETENCIES. 

NORTHERN VIRGINIA 

HAS CEMENTED 

ITSELF AS THE DATA 

CENTER HOT SPOT, 

WITH 63.0 MW OF 

ABSORPTION IN 2015. 



MTDC providers must think strategically about where to invest in real 

estate, as they balance a multitude of demand factors affecting the way 

in which they provide services to their clients. Three key drivers impact 

the industry’s real estate decisions: 

 

• Energy, tax and construction costs 

• Proximity to the user’s customer to minimize latency 

• Demand and how to service it 

 

Providers are increasingly looking to minimize development, tax and 

operations costs when assessing where to locate major data centers. 

Energy costs, the largest consideration for this industry, are especially 

important in major markets. Construction costs are also growing, and 

with an IT infrastructure investment that can be up to three times the 

amount to build, IT-rich data centers are especially susceptible to rising 

costs. In order to encourage data center relocation, many states provided 

investment-dependent tax incentives to encourage the industry to build in 

2015. For instance, Texas recently passed tax incentive legislation 

providing 100 percent exemption from sales tax on business personal 

property necessary for data center operation for large users. We can 

expect this trend to continue into 2016, as states compete for data 

centers, which are key economic drivers for these markets. 

 

Primary data center markets near large metropolitan areas are still 

seeing the majority of leasing activity. Most notably, Northern Virginia 

had over 60 MW absorption in 2015, driven by growth in the cloud 

hosting industry in this market. More DC-area companies, content 

providers and the federal government are looking for accessible cloud 

hosting space in this market, which has the established infrastructure 

and security measures that make it an attractive market. 

 

However, as costs rise and space becomes limited, there is growing 

demand for MTDC space in emerging markets. Also, U.S.- based firms 

are widely adaptable to international expansion and will continue to 

invest in foreign markets, like the United Kingdom and Asia-Pacific. 

 

Data centers that serve time-sensitive transactions, especially finance 

and banking, have locational restraints that influence real estate 

decisions. As trading became even more technologically dependent in 

2015, the proximity of data servers continue to be important for this 

industry. Financial firms are dependent on transactions that occur within 

nanoseconds -  latency of even a few milliseconds as data travels to a 

far-away server can mean a major loss in revenue. Because of this need, 

markets like Northern New Jersey, Northern Virginia, Toronto and 

Greater Chicago will maintain their status as elite data center locations.  

Financial firms and other companies that depend on accurate, quick data 

processing are willing to pay premium prices for data centers in primary 

markets if it means keeping data up-to-date and secure.  

 

Due to cost, proximity and safety interests, data center providers are 

looking to acquire property already designed to support their activities. 

As demand for data centers continues to grow, vacancy rates in data 

center markets are declining- current users are experiencing vast 

amounts of organic growth. There is still a fair amount of space available 

in primary data center markets, and one transaction in a market can shift 

supply and demand tides in a market. At the end of 2015, the majority of 

data center markets were user-favorable or neutral; however, as vacancy 

rates decline, many areas are becoming more landlord favorable, with 

the majority of Tier I markets reaching this point by mid-2016.  
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Key to data center success: balancing costs with 

locational demands 
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TOP 8       Data center trends to watch in 2016 

1. 

2. 

SCALE WILL BECOME MORE 
IMPORTANT. Clients increasingly want providers  

with locations in multiple, edge geographies. Industry M&As  

will continue to dominate in 2016, as large providers seek to 

meet  this demand.  

 

THE INTERNET OF THINGS is not going away. 

Providers will continually need to look to smaller, tertiary 

markets that want access to internet services as new 

opportunities for expansion. This is equally important for 

content providers, such as Netflix and Comcast, who continue 

to absorb new users interested in mobile entertainment 

options.  However, these smaller markets are often difficult to 

access, and larger providers will need to continually engage in 

targeted M&As to service these clients. 

 

HIGH COSTS WILL CONTINUE TO 
INFLUENCE LOCATIONAL DECISIONS,  
as MTDC balance demand for space and power with growing 

construction, tax and electricity costs. 

 

DISASTER RECOVERY will be top of mind in 2016. 

Regulatory measures around disaster recovery will require 

facilities to be located certain distances away from company 

headquarters, opening up secondary and tertiary markets to 

potential data center real estate activity. 

 

 

SECURITY AND QUALITY CONTROL 
continue to be key aspects of running a data center effectively. 

As companies engage in M&A activity and geographical 

expansion, it will become vital for large data center operators 

to maintain strict control in order to protect  data and ensure 

compliance. 

 

OUTSOURCING AND OFFSHORING  
will define industry activity, as companies continue to shed 

cumbersome and expensive IT activities to industry experts. 

Latin America will become a particularly active region, with 

projected data center industry growth of 19.7 percent 2015-

2018, as both Latin American and domestic users look for low-

cost options invest in that market.  

 

TELECOMMUNICATIONS FIRMS ARE 
SHEDDING DATA CENTER SPACE AND 
BUSINESS LINES, as they work to focus on core 

competencies and sell off assets. This will open up 

opportunities for MTDC providers hoping to expand in more 

competitive markets. 

 

MARKETS TO WATCH: Northern Virginia will 

continue to absorb space as content & cloud providers 

process more data. Montreal will become a player in 2016, 

broadening supply in the Eastern Canadian market. Finally, 

the Northwest markets will experience increased demand 

thanks to growing markets and new transpacific wiring. 

5. 

6. 

3. 

4. 

7. 

8. 
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Local market demand: What to expect in 2016 

ATLANTA 
2015 highlights 2016 expectations 

• Atlanta is unique in that data 

center demand is truly 

diversified, with end users from 

the healthcare, financial, 

telecommunication and high-

technology sectors.  

• Coca-Cola announced it is 

selling its enterprise data center 

facility, with 88,000 square feet.  

• Georgia Tech is developing a 

new, high-performance 

computing center to help meet 

demand growth; Compass Data 

Centers has 24 acres under 

contract for a future data center 

park development; Google is 

planning to expand its campus 

with a $300 million investment.  

• Atlanta’s diversified economy 

will continue to drive market 

activity, with flexible colocation 

services in high demand.  

• A growing industry in Atlanta, 

credit card processing, will 

demand large swaths of space.  

• The year may bring a wave of  

enterprise data center activity 

from coastal facilities looking to 

migrate inland for natural-

disaster avoidance purposes. 

Supply will lag this demand as 

new construction is just now 

breaking ground. 

AUSTIN/SAN ANTONIO 
2015 highlights 2016 expectations 

• Demand was mostly regional 

and local. Both Austin and San 

Antonio did attract significant 

disaster recovery requirements 

out of Dallas and Houston. 

• Austin also attracts continued 

interest from West Coast 

technology companies 

identifying with the city’s culture 

and looking for a low-cost 

alternative to Silicon Valley. 

• Net absorption was just over 6 

MWs of inventory in 2015 

between both markets. 

• Demand will remain stable for 

these markets, as the regional 

economy maintains its current 

growth.  

• Utility pricing may see slight 

increases, as regulated 

markets stop seeing 

subsidizing.  

CHICAGO 
2015 highlights 2016 expectations 

• Chicago saw net absorption of 

32.5 MWs of wholesale 

inventory, including major deals 

with Oracle, Salesforce and 

Microsoft.  

• The majority of this demand is 

from cloud service providers 

looking to serve Chicago’s 

active market.  

• Downtown Chicago, a desirable 

location for companies 

concerned with latency, is 

limited on product due to 

security and space issues. 

• The market will remain tight, 

with demand at 35.5 MWs 

driving up rents. 

• Digital and DuPont are both 

pursuing next phase 

expansions in this market 

starting in 2016. 

• Multiple providers are current 

pursuing developments in the 

suburban market, which will 

increase available space in the 

future. 

DALLAS/FORT WORTH 
2015 highlights 2016 expectations 

• The market saw net absorption 

of 42 MWs of wholesale 

inventory.  

• Major new enterprise occupiers 

include Facebook, which is 

developing a $1 billion data 

center, and State Farm, 

recently delivering a 129,000-

square-foot , end-state +/- 

10MW data center.  

• The majority of demand is 

centered around explosive 

economic growth due to  

HQ relocations and job  

growth across various  

industry verticals. 

• JLL is currently tracking 

44MWs of demand for 2016.  

• However, there are only two 

wholesale centric providers with 

large blocks of space and 

power available in the market 

until Q4, so JLL predicts the 

cost for prime wholesale data 

center space in Dallas is poised 

to increase in the interim. 

• New providers with land 

positions will begin 

development and deliver their 

first DFW data center campus’ 

in Q4, which will attract new 

users to the market as new 

supply comes available. 
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Local market demand: What to expect in 2016 

HOUSTON 
2015 highlights 2016 expectations 

• Houston saw net absorption of 

8 MWs of wholesale data 

center inventory in 2015. Oil 

and gas, energy and 

technology applications, like 

high performance computing, 

drive demand for data center 

real estate in Houston.  

• The market has been working 

to expand to other industries, 

but that has yet to translate to 

noticeable demand. Houston is 

still seeing a lack of colocation 

adoption by the healthcare 

industry, despite having one of 

the largest concentrations of 

facilities nationwide.  

• Flexibility in terms of 

infrastructure, capacity ramps 

and contract structuring will be 

key to continued success for 

colocation providers.   

• The drop in energy and 

commodities pricing will 

continue to affect demand, as 

requests increase for 12-month 

cash savings and contract relief 

on data center leases. 

• As demand from oil and gas 

declines, new, affordable space 

will come to market, attracting 

users from other, tightening 

markets. 

LOS ANGELES 
2015 highlights 2016 expectations 

• The market remained flat in 

2015 with the few positive 

signs immediately derailed by 

M&A, bankruptcies, relocations 

and downsizing. 

• The Garland Center hit the 

market and is expected to close 

in Q1 2016. The hopes are 

a new buyer will invest capital 

into the asset to upgrade  

the infrastructure and make it  

a more viable option in  

the market.  

• More of the same is expected 

for LA as most users are 

looking outside of the market 

due to high operational (power) 

costs.  

• The entertainment and tech 

sectors’ success have been the 

saving grace for LA as many 

users still want to touch their 

data and have grown 

organically.  

MINNEAPOLIS 
2015 highlights 2016 expectations 

• Minneapolis continued to gain 

traction as a wholesale Tier II 

market in 2015, thanks to lower 

costs and more land availability 

in this growing Midwest 

business hub.  

• Total inventory in this market is 

53 MW, up from 20MW in 2013. 

Meanwhile, 5MW of absorption 

occurred in 2015, with 6MW of 

deals projected to be absorbed 

in 2016. 

• With no new developments in 

sight and an increase in 

demand driven by the 

healthcare industry, pricing will 

increase slightly as supply is 

taken off market- approximately 

$120/KW to $140-$160/KW for 

the average wholesale data 

center in Minneapolis. 

• However, there is still vacancy 

with new providers in the 

market, so the market will 

remain more affordable than 

Tier I cities. 

NEW JERSEY 
2015 highlights 2016 expectations 

• Market activity and leasing in 

Northern NJ were down 25.0 

percent compared to prior 

years, as the primary demand 

driver, the financial services 

sector, flattened.  

• While financial services 

demand did not grow, non-

latency-dependent tenants 

opted to place data centers in 

other areas of the country with 

lower electric costs.  

• Northern NJ will remain a key 

market, though market 

fundamentals will remain 

similar to 2015. Low-levels of 

leasing is expected as the 

financial services sector 

continues to avoid any major 

moves and electricity prices 

remain high.  

• Still, this market is one of the 

most important from a latency 

standpoint, so if any financial 

companies are looking to 

expand, it is a logical first 

market to examine. 

.  
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Local market demand: What to expect in 2016 

NORTHERN VIRGINIA 
2015 highlights 2016 expectations 

• Total demand exceeded 

60MWs as enterprise users 

continue to be attracted to this 

marketplace for its low latency, 

robust fiber networks, attractive 

incentives, broad-based 

competitive provider 

marketplace and largest market 

share of cloud operators.   

• AWS is the market leader with 

cloud deployment with the 

federal government and 

enterprise users driving more 

applications to the cloud. 

• Northern Virginia will remain a 

user-favorable market in 2016, 

as campus expansions 

continue to provide colocation 

product to meet current annual 

demand.  

• M&A consolidation will  

occur with a major data  

center provider that will affect 

the market. 

• Marketplace will broaden 

further as providers continue  

to seek entry in this  

competitive market. 

PACIFIC NORTHWEST (OR & WA) 
2015 highlights 2016 expectations 

• Demand for data center space 

in the region hit record numbers 

and was driven by a small 

handful of users and operators, 

most notably technology 

companies headquartered in 

California or operators looking 

to resell the product to 

technology companies.  

• The capital debt and equity 

markets are very fluid as many 

national and global large-scale 

developers look to Washington 

and Oregon to fulfill West Coast 

expansion needs. 

 

• Asian demand will increase 

significantly as the major 

Transpacific fiber cables are 

developed and enhanced.  

• Urban central business districts 

will see demand near the 

internet exchanges as Edge 

deployments in rural markets 

increase. 

PHOENIX  
2015 highlights 2016 expectations 

• Phoenix was one of the few 

provider-favorable markets in 

2015. However, many 

developers began to take notice 

of the ongoing lack of supply, 

initiating new development of 

speculative product to 

accommodate for quick speed 

to market requirements.  

• CyrusOne, for instance, 

brought its third freestanding 

data center building online, 

consisting of 60,000 square  

feet / 9 MW of computer  

room space.  

• Many major tech companies, 

including Salesforce and 

Expedia, completed deals in 

2015, as Phoenix continues to 

develop its high-tech industry. 

• Phoenix will slowly switch back 

to a user favorable market by 

mid-year as more supply 

comes to market than  

demand warrants.  

• JLL anticipates approximately 

20MWs of demand, 13 MWs of 

which are between two key 

users as large players continue 

to flock to this market. 

RENO 
2015 highlights 2016 expectations 

• Reno saw increased activity 

from tech companies, such as 

Switch and eBay, which made 

a joint announcement to build  

a 3 million-square-foot 

datacenter campus. 

• Apple has also started building 

its next phase, adding another 

10MW to its existing space. 

• Reno is highly technology 

focused; there is no product on 

the market to lease for retail or 

wholesale needs. 

• Switch will dominate the 

market, due to its non-compete 

clause at the Tahoe-Reno 

Industrial Center. 

• Reno will be a strong 

competitor for Northern CA 

companies which will choose to 

locate data centers there due to 

relatively low electricity costs 

($0.037 p/kwh) and lack of 

corporate income taxes. 

 

.  
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Local market demand: What to expect in 2016 

VANCOUVER / CALGARY 
2015 highlights 2016 expectations 

• Demand in Vancouver is 

growing quickly thanks to the 

expanding film industry and 

content delivery networks 

accessing the affluent eyeball 

community. 

• Not surprising, demand has 

slowed down in Calgary with 

the contraction of oil & gas 

pricing. However, existing end 

users have not reduced 

footprints, so there have been 

no major fluctuations in 

availability and pricing.    

• Vancouver will begin to see 

global operator interest, leading 

to potential acquisitions of any 

remaining boutique colocation 

operators. 

• Calgary will remain flat until the 

oil & gas industry is stabilized, 

unless prices drop low enough 

to attract standard industry for 

lower latency requirements. 

GREATER TORONTO AREA (GTA) /  
GREATER MONTREAL AREA (GMA) 
2015 highlights 2016 expectations 

• The GTA saw an aggressive 

expansion by DuPont Fabros 

for new speculative data  

center space. 

• Large tech clients hoping to 

corner the Canadian market are 

demanding space as well, with 

Amazon completing deals in 

Toronto and Montreal.  

• Due to reliability concerns, 

older facilities have struggled to 

gain traction in the face of 

newer supply.  

• Rents will continue to decline 

as supply outstrips demand in 

GTA, which will have to 

compete with GMA’s 

burgeoning data center market 

in 2016.  

• GTA will become a user-

favorable market early this 

year, making it an attractive 

option for users looking for 

cheap rents in a Tier II market.  

SAN FRANCISCO/SILICON VALLEY  
2015 highlights 2016 expectations 

• The burgeoning technology 

sector, along with retail growth, 

has caused an explosion in 

demand for data center space 

in these markets.  

• Rates have rebounded to 

market highs, with turnkey rates 

of $165-$175 per kW across 

almost all wholesale providers.  

• New large scale campuses are 

being developed in southern 

San Jose in order to absorb 

some of this demand as other 

markets become constrained. 

• There will be less than 2.0 

percent of available capacity in 

the market, which will only 

serve the retail markets.  

• New builds will be launched 

across the region in order to 

broaden supply. However, 

across the year rates will 

continue to increase--current 

demand is already in excess  

of 80MW, which will continue to 

push rates higher over the year 

or until supply meets with the 

demand.  
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