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Public discussion of the data center economy tends to center on 
a small number of large entities: the hyperscale cloud providers, 
the utilities that power them, and the multibillion-dollar campuses 
they build. That framing obscures the impacts on the nation’s 
small software and connected-device innovators, a constituency 
that is just as essential to the data center economy on both the 
supply side and the demand side. A resilient, secure, and 
domestically grounded data center supply chain has become a 
national economic and security imperative, and America’s small 
and medium-sized technology firms are central to meeting the 
challenge, both as suppliers of the software and devices these 
facilities depend on and as the innovators who put the resulting 
capacity to work.

ACT represents the global startup and small technology business 
community that drives the modern digital economy and fuels 
American competitiveness, growth, and job creation. ACT 
members implement, monitor, secure, and run data centers with 
the software and devices they build. And even more small 
businesses depend on the compute, storage, connectivity, and 
cloud services those facilities make possible in order to enter new 
markets, reach customers, deploy AI-enabled tools, and grow.

To explore small technology businesses’ relationship to America’s 
data center economy and related policies, this paper looks first at 
the barriers that small businesses face. Then, it looks at how small 
software and connected-device firms participate in the data 
center supply chain as providers of the software, sensors, and 
digital services that help build out and run these facilities. Finally, 
it explains why data center capacity has to be geographically 
distributed, and how small firms use and benefit from the resulting 
infrastructure to power the new cloud and AI processing capacity 
they need to compete.

INTRODUCTIONI.
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For all their importance to the data center economy, startups and small technology businesses face real and 
growing barriers to taking full part in it. As users of data center capacity, the smallest firms are the most 
dependent on a�ordable and accessible cloud and AI services, yet they are the least able to absorb rising 
costs or to wait out the permitting and construction delays that hold back new capacity. A large enterprise 
may negotiate customized cloud contracts, reserve compute, or build private infrastructure. A small 
developer generally cannot. When capacity concentrates in a few large hubs, latency-sensitive tools or 
services are left far from the customers they serve, and policies that drive up the cost of compute, energy, or 
cloud services weigh most heavily on the smallest firms. Cloud and AI adoption still lags among these firms, 
even though they have the most to gain from it.

As suppliers, the small software, sensor, and connected-device companies that help build and run these 
facilities must compete for data center work against far larger incumbents, and they are often overlooked in 
the procurement processes, incentive programs, and economic data that shape data center policy. Federal 
e�orts built around large construction and equipment firms can leave little room for this smaller 
digital-supplier tier, even as demand for the tools it provides grows. Lowering these barriers, on both the 
demand and the supply sides, is the aim of the recommendations later in this paper.

Building and running a modern data center draws on a deep and diverse vendor base, and a growing part of 
it is software and connected-device work that ACT members build. According to the U.S. Census Bureau, 
spending on data center construction reached approximately $41 billion in 2025, up about 32 percent from 
the prior year and more than 340 percent from 2020.1  Federal Reserve researchers similarly estimate that 
nominal spending on data center structures rose from about $10 billion in 2021 to about $40 billion in the 
first half of 2025 alone.2  Total investment is far larger still once the digital layer (servers, networking gear, 
and the software that runs them) where ACT’s members take part is taken into account. As increased 
capacity becomes available, the firms that supply a data center’s software and connected devices, its 
monitoring tools, control systems, sensors, and management platforms capture a meaningful and growing 
share of the activity. Because so much of this layer is built by American small and medium-sized firms, a 
healthy domestic base of these suppliers is itself part of a secure and resilient data center supply chain.

The data center economy that ACT’s members build on is large and growing fast. A 2026 PwC analysis 
estimated that the U.S. data center industry supported roughly 5.5 million jobs and contributed about $927 
billion to GDP in 2024 with each direct data center job supporting several more across the wider economy.3

II. BARRIERS SMALL BUSINESSES FACE

III. SMALL BUSINESSES AS PARTICIPANTS IN 
THE DATA CENTER SUPPLY CHAIN
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Small businesses increasingly supply the digital layer a 
modern data center cannot run without. They build the 
infrastructure-management software that tracks power and 
cooling, the monitoring and observability tools that flag 
problems before they cause outages, the environmental 
sensors and controls that keep equipment within tolerance, 
the security software that protects the facility and its 
tenants, and the predictive-maintenance and 
energy-optimization tools that hold operating costs down. 
Many of these vendors are small firms. As facilities expand, 
the demand for the more automated and more 
energy-conscious software and connected devices startups 
and small technology companies make will grow alongside 
them.

Once a facility is operational, much of the recurring value to 
digital economy firms flows through software and 
cloud-delivered services. Operators rely on monitoring, 
analytics, security, and management tools delivered as 
subscriptions, and on the small developers who build 
integrations, dashboards, and automation on top of cloud 
platforms.

The larger and more transformative story is on the demand side. The data center economy is the physical 
underpinning of the more than $700 billion cloud computing industry that lets a small business reach 
enterprise-grade technology at scale.4  

It is important for capacity to be physically close to its users. Network latency, the delay between a request 
and its response, grows with the distance data must travel, so the industry places edge facilities near the 
users and devices they serve rather than concentrating everything in a few low-cost hubs.5  Because 
latency-sensitive products such as telehealth, real-time logistics, interactive media, cybersecurity services, 
and connected devices must respond in close to real time, the small firms that build them depend on having 
data center capacity reasonably close to their own customers.6

A distinct and often-overlooked group of beneficiaries is the independent software developers and small 
connected-device companies that build, deploy, and distribute their products through digital platforms.7  
These firms write code in cloud environments, host and distribute applications from cloud infrastructure, and 
rely on cloud-delivered services to reach users worldwide. Many have only a handful of employees and 
depend directly on accessible, a�ordable, and reliable data center capacity located close enough to serve 
their users responsively. 

IV. SMALL BUSINESSES AS USERS AND 
BENEFICIARIES OF THE DATA CENTER ECONOMY
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Before cloud services, a firm that needed serious 
computing power had to purchase, house, and maintain 
its own servers, a capital expense that put advanced 
capability out of reach for most small businesses. Cloud 
infrastructure converts that fixed cost into a 
pay-as-you-go operating expense and removes the need 
for on-premises hardware and the sta� to run it. A 
two-person startup can now provision the same class of 
compute and storage that once required a dedicated 
server room, and it can scale capacity up or down as 
demand changes. For ACT’s members, this shift from 
owning infrastructure to renting it is the single most 
important benefit of the data center economy. The 
pay-as-you-go cloud model removes the infrastructure 
barrier to entry and lets a small team enter markets that 
used to be closed to anyone without a large capital 
budget.

Generative-AI-specific cloud services, which grew on the order of 140 to 180 percent year-over-year in 2025,8  reach 
small firms almost entirely through data-center-hosted services. A firm with a handful of employees can now use AI for 
customer service, marketing, document processing, pricing, and analytics on a subscription basis without the data 
centers, specialized chips, or data-science teams that training and serving such models require. The data center 
economy is, in practical terms, the delivery mechanism that puts advanced AI within reach of the smallest innovators, 
and it is the capacity that ACT’s members need to build the next generation of AI-enabled products.

Approximately 18 percent of U.S. firms reported using AI in at least one business function, a share that rose to roughly 
32 percent when weighted by employment and that businesses expected to climb further within six months.9  Federal 
Reserve researchers tracking the same period reported a comparable adoption rate and noted that firm AI use had 
grown sharply over the prior year.10  Adoption still runs lower among the smallest firms, which is exactly where 
a�ordable, cloud-delivered tools matter most, because they let a company pick up advanced capabilities without 
building its own infrastructure.

The AI assistant, the algorithmic real-time marketing analysis tool, the e-commerce storefront, the cloud-hosted CRM, 
and other tools that small firms now rely on all run on servers sitting in a data center somewhere. For ACT’s members, 
data center infrastructure is the foundation the rest of their business now sits on.



In concert with state policies, federal policy to support the continued expansion of the American data center 
economy is critical to startup and small tech growth and job creation and should be a national economic and 
security imperative. ACT recommends:

POLICY RECOMMENDATIONSV.

Shaping data center infrastructure policy to support American small 
business innovators 

Federal e�orts and programs should recognize that small software and device firms are 
primary users of data center capacity and should be designed so that capacity remains 
accessible to them.

• Permitting and siting predictability. Predictable, transparent permitting brings new 
capacity online faster, which directly benefits the small software and connected-device 
firms that need a�ordable cloud and AI capacity to compete.

• Support for distributed and edge capacity. Because latency requires capacity near 
users, policies that enable responsible data center development across more regions 
serve the latency-sensitive software and connected-device firms ACT represents, whose 
products must respond in real time, and they spread supplier opportunities to more 
communities at the same time.

• A�ordable, reliable power and connectivity. Because ACT’s small business members are 
among the largest classes of data center users, policies that keep compute and energy 
costs reasonable directly protect their access. Regulatory approaches that raise the cost 
of cloud services fall hardest on the smallest users.

Small-business incentives

 Federal incentives, grants, or siting agreements supporting data center development should 
enable small software and connected-device suppliers to compete to provide the monitoring, 
security, and management technology these facilities depend on. 

• Set-asides in existing programs. Programs such as CHIPS Act extensions, Small Business 
Administration (SBA) loans, and U.S, Department of Agriculture (USDA) guaranteed loans 
should reserve a share for small software, sensor, and connected-device companies that 
supply data center monitoring, security, observability, and energy-management tools.

• Targeted tax credits and grants. Tax credits, vouchers, or matching grants should 
support startups and small technology companies  that are (1) developing and deploying 
edge computing solutions to support distributed capacity and help smaller firms compete, 
or (2) adopting cloud and AI services. These measures would lower barriers, especially 
for the smallest firms, where adoption currently lags.
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Supporting a secure data center supply chain 

Federal data center policy should account for the American software developers and 
connected-device makers who supply the monitoring, control, security, and management 
layer that keeps these facilities running. Programs and data collection that track who benefits 
from data center investment should make this digital supplier tier visible. E�orts to expand 
domestic production of the sensors, devices, and components that data centers and 
connected products rely on create opportunities for small connected-device makers and 
strengthen the supply-chain resilience the broader app economy depends on.

Fact-based public engagement

Federal leadership in surfacing rigorous economic data on data centers, including the role of 
small software and connected-device firms as both suppliers and users, supports informed 
local decision-making and a fuller public understanding of who the data center economy 
serves. More work is needed to quantify startup and small technology businesses 
contributions (both supply and demand) and cost impacts to inform better policymaking.

CONCLUSIONV.

Countless small software and connected-device firms help instrument and run these facilities and depend on 
the cloud and AI capacity those facilities provide to start up, operate, reach customers, and now to build 
AI-enabled products at scale. A strong, secure, and domestically grounded data center supply chain is a 
national economic and security imperative, and these small firms are central to meeting it. Federal policy that 
recognizes both roles will produce an American data center economy that supports the next wave of 
American innovation.
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