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Co-Location vs. Cloud: What are the differences,
benefits and challenges?

As businesses and governments keep digitalizing,
managing IT infrastructure has become a significant Q
challenge. Many organizations - often without deep &
expertise in managing physical IT infrastructure - now
face the complexities of ensuring reliable power supply, :
cooling systems, and physical security for their
equipment. To ease this burden, many organizations opt
to co-locate their IT-infrastructure in specialized data
centers.
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But what about the cloud? By choosing for a cloud T §
service, organizations no longer need to own or manage Danilo Zabala
physical infrastructure. Instead, cloud providers such as COO

AWS, Google or Microsoft host and maintain the equipment in hyperscale data centers worldwide.
Cloud solutions offer scalability, flexibility, and cost-efficiency, making them an attractive choice for
organizations looking to reduce IT management overhead.

Both co-location and cloud services offer different benefits and challenges. Understanding the
differences, benefits, and challenges is crucial for making the right decision for your organization.
So why do some industries rely on co-location, while others turn to the cloud?

What is co-location?

Co-location is a data center service that allows organizations to place their own physical IT
equipment inside a professional data center instead of housing it on their own premises. In a
co-location facility, organizations rent space, power, cooling, and physical security while
maintaining full control over their hardware. Essentially, organizations own and manage their
servers and networking devices, but the data center provides the infrastructure to keep them
running efficiently and securely.

By trusting a data center with their equipment, organizations benefit from:

. Reliable Power Supply - Redundant power sources and backup generators ensure
uninterrupted service, even during outages.
. Advanced Cooling Systems - Specialized cooling solutions maintain optimal conditions,

preventing overheating and improving equipment longevity.

. High-Level Security - Data centers provide 24/7 surveillance, biometric access control, fire
suppression systems, and on-site security personnel to safeguard valuable IT assets.
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. Fast and Stable Connectivity - Co-location providers connect to multiple internet service
providers (ISPs) to ensure low latency and high-speed data transfers - with organizations
located closer to the data center experiencing even greater performance benefits. For global
data transmission, both co-location and cloud providers rely on undersea cable networks,
meaning connectivity challenges are similar for both

With co-location, organizations retain full ownership and control over their IT infrastructure, but
without the operational headaches of maintaining a dedicated server room or in-house data
center. This makes it an attractive option for organizations that need physical control over their
hardware while benefiting from the stability, security, and efficiency of a professional data
center.

Who uses co-location and why?

Co-location is widely used by governments, financial institutions, and large enterprises that
require full control over their IT infrastructure while ensuring high levels of security, reliability, and
compliance. Recently, organizations in the gaming industry have been required to co-locate
certain data in certified data centers to meet regulatory compliance requirements for example.
These organizations often have strict regulatory requirements and data sovereignty concerns,
meaning their data must be stored and processed within specific jurisdictions. In contrast if these
organizations were to store their data with large American cloud providers, such as AWS, Google
or Microsoft, Caribbean data is placed under the purview of foreign laws, notably the U.S. CLOUD
Act. This legislation grants the U.S. government the authority to access data stored by these
providers, regardless of where it originates, potentially compromising Caribbean data
sovereignty and exposing sensitive information to external oversight.

Organizations that are training Al-models or machine learning also benefit from co-location. Al
training requires high-performance computing with specialized GPU’s, which require a lot of
energy. Cloud solutions are not always suitable for these workloads due to cost and performance
constraints. Co-location offers a controlled environment with advanced cooling systems and
stable power supply, making it a preferred choice for organizations developing Al technologies.


https://gamingcontrol.spin-cdn.com/media/online_gaming/20241230_landsverordening_op_de_kansspelen.pdf
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Cloud

Unlike co-location, where organizations own and manage their physical infrastructure, cloud
computing allows businesses to rent computing power, storage, and networking resources on
demand from cloud providers. This eliminates the need for large upfront investments in hardware
and significantly reduces the complexity and cost of managing IT infrastructure.

For small and medium-sized businesses (SMB’s) and startups, cloud computing is appealing. It
enables them to scale resources quickly, pay only for what they use, and avoid the technical and
financial burden of maintaining physical servers. Data centers offering co-location services are
evolving to accommodate SMBs however, allowing them to start with smaller deployments and
scale as needed. Next to scalability, cloud solutions offer global accessibility; allowing teams to
collaborate remotely and access applications from anywhere with an internet connection.

Larger enterprises and government institutions are also increasingly adopting cloud solutions,
though often in a hybrid model that combines cloud and co-location. This approach allows
organizations to balance flexibility with control, ensuring that sensitive workloads - such as those
involving personal data - remain on dedicated infrastructure within a co-located data center to
maintain data sovereignty, while still benefiting from the scalability and efficiency of the cloud.

Co-location vs. Cloud: Cost considerations and future trends

When deciding between co-location and cloud, cost is often a key factor. While co-location
requires upfront investments in hardware, it can be more cost-effective in the long run for
organizations that need full control over their infrastructure. In contrast, cloud computing follows
a pay-as-you-go model, allowing organizations to scale instantly without large capital
expenditures. However, cloud costs are becoming more expensive in recent years.

Despite the growing dominance of cloud, co-location continues to play a crucial role in industries
that require data sovereignty, high-performance computing, and low-latency connections. Cloud
adoption will undoubtedly continue to grow, but by reducing energy costs, optimizing cooling
solutions, and offering flexible hybrid models, co-location will remain a viable and strategic
choice in the evolving IT landscape.


https://www.cio.com/article/3496509/rising-cloud-costs-leave-cios-seeking-ways-to-cope.html

