wWisdomTree BLOG ARTICLE

THIS MONTH IN NEW ECONOMY REAL
ESTATE: CELL PHONE TOWERS & DATA
CENTERS

Christopher Gannatti — Global Head of Research
10/12/2022

wisdomTree has a platform of different thematic investing strategies, and really any
thematic strategy has 1its own infrastructure requirements. Information technology
megatrends—think cloud computing, 5G connectivity, the internet of things or even artifi
cial intelligence-may seem T1ike they don’t need infrastructure in the same way as
megatrends involved in making more physical things, but they do.

A Tot of these megatrends could not function to the same degree that we are used to
without cell phone towers and data centers.

New Economy Real Estate vs. O0ld Economy Real Estate

This year has been defined by the macroeconomic landscape, and inflation is at the top
of that Tist of defining factors. During a high inflation environment, real estate is an
interesting asset class. First of all, we’ve seen how the markets have emphasized cash f
Jows over the concept of possible future profits. Many types of real estate investments
are known for their capability to generate cash flows. Secondly, there is the fact that,
in typical inflationary environments, one should focus more on real assets—assets where
the value should increase at least in line with inflation. The value of real estate has
been known to do this over time, even if we could never guarantee it always would in the
future.

But if we peel the Tlayers back-after the Covid-19 pandemic, are we as excited by strip
malls and old-style office buildings as we once were?

In our view, ‘New Economy’ real estate is defined by the physical infrastructure that
needs to exist in order for different megatrends that people already believe 1in to
continue to scale up. Two of the most important focal points of megatrend infrastructure
are:

e Cell phone towers
e Data centers

Ccell pPhone Towers

when considering cell phone tower real estate in 2022, the primary attributes are
incredible visibility 1into business <cash flows and also very Tittle economic
variability. These companies tend to deal in very long-dated contracts. They also tend

to operate in the investment-grade end of the credit spectrum.l

If we think beyond the difficulties of the current macroeconomic picture, we can see
that we are in the earlier parts of the global 5G deployment. Over the years, we have
seen 2G, 3G, 4G.and now we are seeing 5G. The primary activities to upgrade global
networks began in 2021, and while we can’t know for sure how long the upgrade cycle will
take, it could be somewhere in the range of 5 to 7 years as a reasonable prediction.

There tend to be both software and hardware-oriented elements with these upgrades.?

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary#cloud-computing
https://wisdomtree.com/blog/glossary#artificial-intelligence
https://wisdomtree.com/blog/glossary#inflation
https://wisdomtree.com/blog/glossary#cash-flows

wWisdomTree BLOG ARTICLE

The business model of cell phone towers is fairly simple, in that the entities that want
to use the hardware-Tlike telecommunications companies-will pay regular fees to do so. If
we think of ‘data as the new 0il,’ it’s similar to how energy producers pay the pipeline
companies to use the infrastructure. It’s interesting to consider the difference between
U.S. and non-U.S. companies with respect to how they tend to deal with inflation:

e U.S. companies have tended to sign deals with Tonger, multi-year terms and 3%
annual, fixed escalators. In past years, this was excellent. In years when inflation

is at or near double-digit levels, of course, it is less ideal.}3

e Non-U.S. companies tend to see deals where there are uncapped escalators that are

indexed to various measures of consumer price inflation.*
Another point—investors may be curious about the difference between focusing more
directly on the companies that, for instance, provide the 5G services, as opposed to the
companies that provide the infrastructure that allows for the data to be transferred
more efficiently. We note that, for telecommunications companies 1in particular, the
rates that they can charge consumers are highly regulated. These companies are also
forced to make huge capital expenditures to be able to say they can at least match the
best network capabilities. Cell phone towers may not have the same visibility, but we
return to our original note about the visibility and limited variability of cash flows.
Remember—it’s more about the fact that the pipes are needed than exactly what is flowing
through them.

Data Centers

If readers take away one point about data centers from this piece it should be that they
are all about scale. If one is thinking about Equinix and Digital Realty Trust today, it
should be to recognize that these are unrivalled global platforms. Operating a new data
center today at low scale would be a horrible business. Equinix data centers, spread
across many of the world’s countries, function as the backbone of the internet, in a
way.

Some might wonder why the world’s Tlargest companies, 1ike Microsoft, Amazon and
Alphabet, can’t just build their own data centers? why do they need to pay Equinix or
Digital Realty Trust? We can agree that the negotiating power of data center providers
against these companies has not been high historically, but 1in 2022 +it has been
interesting that a few things are changing.

e Internet traffic has been increasing

e The supply of the right types of semiconductors to use in data centers has continued
to be tight

e It 1is not necessarily a simple matter to increase the capacity of existing data
centers or to build new data centers in the right Tlocations, at least not with
enough speed to match demand

If one thinks of the supply of data centers 1ike the supply of say, commodities, then if
the supply is tightening and the demand 1is stable to increasing, then the price should
tend to increase. It’s possible that we will see some of the biggest growth in pricing

power of data centers in 2022 than we’ve seen in recent history.>

We also note an interesting practice that we have seen from Equinix, again, one of the
largest players 1in the space. Equinix actually hedges roughly two years of its
forecasted energy demand. This means that customers will not have to pay the full cost
of energy price increases. At a time when energy prices have risen significantly, this

is a very interesting policy to consider.®
conclusion: Real Estate Could Have a Place within a Thematic Strategy
Thematic equities are frequently equated with ‘growth equities,’ and this is done with
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good reason. However, for those thematic investors that might, for example, prefer to
see ‘cash flow generation’ as a primary attribute, New Economy real estate 1is an
interesting consideration. A data center real estate investment trust (REIT) will
exhibit an income statement with a totally different Took and feel than a Software-as-a-
Service (SaaS) cloud company. Maybe in 2022’s macro environment the correlation between
these two is a bit higher, but once the fundamentals of the underlying businesses are
able to come back to the fore, we think the two should exhibit significant differences
in risk and return.

Investors Tlooking to allocate to a strategy that would typically have significant
exposure to cell phone towers and data centers may want to take a deeper Took at the Wwis
domTree New Economy Real Estate Fund (WTRE).

1 source: hoyacapital.com/cell-tower-reits

2 source: statista.com/chart/23194/5g-networks-deployment-world-map/
3 source: dgtinfra.com/cell-tower-lease-rates-agreements
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Source: dgtinfra.com/cell-tower-lease-rates-agreements
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Source: Carol Ryan, “Data Centers Are Unpopular. All the Better for Their Stocks,” wall
Street Journal, 8/30/22.

6 source: Maurer et al., “Hedges Give Companies Temporary Relief from Surging Energy
Prices,” wall Street Journal, 3/14/22.

Christopher Gannatti is an employee of WisdomTree UK Limited, a European subsidiary of
wisdomTree Asset Management, Inc.’s parent company, WisdomTree Investments, Inc.

As of oOctober 5, 2022, WTRE held 0%, 3.35%, 0%, 0%, 0% in Equinix, Digital Realty Trust,
Microsoft, Amazon and Alphabet, respectively. Click here for a full T1ist of Fund
holdings.

Important Risks Related to this Article

There are risks associated with investing, including the possible Toss of principal.
Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. Investments 1in real estate 1involve additional
special risks, such as credit risk, interest rate fluctuations and the effect of varied
economic conditions. A Fund focusing on a single country, sector and/or emphasizing
investments 1in smaller companies may experience greater price volatility. The Fund
invests in the securities included in, or representative of, 1its Index regardless of
their dinvestment merit and the Fund does not attempt to outperform its Index or take
defensive positions in declining markets. Please read the Fund's prospectus for specific
details regarding the Fund's risk profile.

For the top 10 holdings of WTRE please visit the Fund's fund detail page at https://www.
wisdomtree.com/investments/etfs/equity/wtre

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

Related Blogs
+ Data Centers Are the Physical Backbone of Digital Life

Related Funds
+ WisdomTree New Economy Real Estate Fund
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View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Cloud computing : computing capabilities deployed via internet connection in form of
applications, platform services, or infrastructure.

Artificial intelligence : machine analysis and decision-making.

Inflation : cCharacterized by rising price levels.

Cash flows : a measure of how much cash a business generates after taking into account

all the necessary expenses, including net capital expenditures.

Capital expenditures : Spending by a company typically made to enhance Tonger-term
productive capacity.

Growth : Ccharacterized by higher price Tevels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more
due to their expectations of future improvements in these fundamentals.

Real estate investment trust (REIT) : Investment structure containing a basket of
different exposures to real estate, be it directly 1in properties or 1in mortgages.
Returns predominantly relate to changes 1in property values and dincome from rental

payments.

software-as-a-Service (Saas) : Software applications provided over a network
connectio.

correlation : Statistical measure of how two sets of returns move in relation to each
other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two
subjects of analysis move in Tockstep with each other. A correlation of -1 means the two
subjects of analysis have moved in exactly the opposite direction.

Fundamentals : Attributes related to a company’s actual operations and production as
opposed to changes in share price.

Risk : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk indicates greater potential for
returns to be farther away from this average.
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