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Will 2023 be the ‘year of artificial intelligence’? It's looking quite possible.

Whenever a singular topic gains this level of attention, it’s instructive to look at how investors develop
different types of tunnel vision. If the wave continues, there is a good chance that the general person may
not know what a graphics processing unit (GPU) is, or how it connects to artificial intelligence (Al), but
they may know that Nvidia makes them and that Nvidia is the ‘Al company’.

Frequently, we find ourselves trying to step back and think about the broader set of infrastructure that is
required for Nvidia's GPUs to be effective at training and running Al models. Nvidia designs merely one
part of a much longer value chain that builds into the Al ecosystem. It is an important part, and Nvidia
is able to extract a significant percentage of the overall economic value. But, if the other parts ceased to
exist, Nvidia's GPUs by themselves are not very useful.

Data centres: where are the Al models trained and run?

The software aspect of Al is often conceptualised, but it's important not to forget the physical aspect. Giant
server farms, strategically deployed across the globe, allow the internet to work as we have come to expect,
and this compute infrastructure also allows the largest Al models to be trained and run.

Data centres represent the specific, purpose-built real estate that supports this compute infrastructure.
There is a constant race to both expand the computational resourcing per square foot in the existing data
centres as well as the overall data centre footprint.

Why is this? Well, when was the last time you thought about data storage? We're all taking more pictures,
generating more content and not paying a second’s thought to storage. We just assume that when we
need it, more will always be there.

At WisdomTree, we work closely with CenterSquare, an investment management firm that specialises in
real estate assets. They recently put out a short briefing note with a focus on data centres.

Figure 1 provides important context on what the current real estate market looks like, halfway through
20231:

» Data centres represent 8.6% of the pie.

e Many people would have expected the share of ‘Office’ to be larger, but it was only 2.9%.
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* We'd also draw attention to ‘Towers’ at 13.8%. A critical reason to discuss data centres and Al regards
the speed with which we can send data to different places. Cell phone towers and the overall upgrade
to 5G infrastructure is an important link in this chain.

Figure 1: A snapshot of the current real estate market [US real estate investment trust (REIT)
investable universe]

Source: FTSE Nareit All Equity REITs Index, as of 8 June 2023. Subject to change.

Historical performance is not an indication of future performance and any investments may go
down in value.

Figure 2 takes the two largest data centre real estate investment trusts (REITs), Digital Realty Trust and
Equinix, and looks at the percentage of annualised rental revenue from ‘cloud/IT providers’. The reason
CenterSquare wanted to highlight this was from the recognition that it is really these companies that are
driving Al, and equity markets, forward. Some of the names would include:

e Amazon.com

* Alphabet

* Apple

* Meta Platforms
e Microsoft

e IBM

* Oracle

If we look at market indices, like the S&P 500 Index or the Nasdaq 100 Index, many of these firms are
responsible for the bulk of the performance observed in the first half of 2023. Whether or not that exact
trend continues, it's clear that investors believe that these companies will be central in pushing Al forward.
Figure 2 indicates how important these firms are to the revenues from the two largest data centre REITS.

Figure 2: Companies driving Al forward are major data centre customers
Source: Green Street, as of 30 May 2023. Subject to change.

Historical performance is not an indication of future performance and any investments may go
down in value.

https://www.wisdomtree.com/be/insights/blog/amidst-the-frenzy-for-nvidia-dont-forget-the-data-centres
WISDOMTREE



WISDOMTREE BLOG

Figure 3 addresses the fact that, for the hyperscale (that is, most capable, best compute infrastructure),
cloud providers depend on Equinix and Digital Realty Trust for the majority of their connectivity. It is a similar
idea to considering a key trend in semiconductors, where many firms depend on Taiwan Semiconductor
Manufacturing Co. (TSMC) to fabricate the most advanced chips. Space and prime locations for data
centres are not unlimited and, even if the degree of specialisation is not the same as the case of TSMC,
there are benefits to these companies being able to plug into existing infrastructure from firms that
specialise in exactly that, as opposed to building each and every data centre on their own.

Figure 3: The hyperscale cloud providers have a major reliance on Equinix and Digital Realty Trust

Source: CenterSquare compiled available data from cloud provider websites as of December 2022 and
also from Equinix as of 8 May 2023 to create this image.

Figures should be noted as estimates based on the best available public data. Subject to change.

Historical performance is not an indication of future performance and any investments may go
down in value.

Bottom line: new economy real estate represents an alternative way to think about artificial
intelligence in 2023

If we start looking under the hood at how certain stocks, like Equinix and Digital Realty Trust, have
performed, we see in Figure 4 that they have not moved to anywhere near the same extent as other stocks
associated with Al during the first half of 2023. On the one hand, we’d note that there is no reason to expect
them to move as much as companies like Nvidia, a ‘picks and shovels’ Al play, or a Meta Platforms, an
example of a firm building large language models. But we’'d also say that the function that they provide
does become more valuable if we know we need to dramatically expand computational resources and
infrastructure.

The CenterSquare New Economy Real Estate UCITS Net Total Return Index represents a broad array of
‘technology oriented real estate opportunities’. It does have exposure to data centre REITS, and it also
has exposure to cell phone tower REITS. Computational resources need to be placed somewhere, and
data needs to be transmitted if we are going to see the dramatic expansion of Al that we expect. Finally,
we see how that Index compares to that of the FTSE Nareit All Equity REITs Net Tax Index, a way to look
even more broadly at publicly investable real estate assets.

In the first half of 2023, many investors went to the picks and shovels. If Al continues to expand in its
importance, where might it go next?

Figure 4: Cumulative return of specified REITS & indices (year-to-date as of 21 June 2023)
Source: Bloomberg. Data from 31 December 2022 (year-end) to 21 June 2023.

Historical performance is not an indication of future performance and any investments may go
down in value.

https://www.wisdomtree.com/be/insights/blog/amidst-the-frenzy-for-nvidia-dont-forget-the-data-centres
WISDOMTREE



WISDOMTREE BLOG

1 Source: FTSE Nareit All Equity REITs Index as of June 8, 2023.
Related blogs

+ Mitigate Nvidia risk with a value-chain exposure to Al

+ What does real estate have to do with AI?

Related products

+ WisdomTree Artificial Intelligence UCITS ETF - USD Acc (WTAI/INTL)

+ WisdomTree New Economy Real Estate UCITS ETF - USD Acc (WTRE)
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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