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DATA CENTERS IN MICHIGAN:
EvaLuATION OF PoLicy CONTROVERSIES REGARDING
HypPerRSCALE DaATA CENTER DEVELOPMENT

This paper summarizes Report 426

In a Nutshell

e Data center development proposals should be evaluated on a case-by-case basis. While
large ‘hyperscale’ facilities should be carefully scrutinized to mitigate potential negative
impacts (power demand, water use, noise), many smaller more typical data centers
are nearly indistinguishable from office buildings and provide valuable services to local
businesses and other users of digital cloud services.

e The economic benefits of data center investments are modest. The primary economic
activity created by data centers is during the construction phase. Attracting data centers
is not an effective approach to long-term economic development. However, local host
communities may substantially benefit from property tax revenue and/or community
benefit agreements.

e The negative impacts of data centers are often overstated. While there is risk of
unsustainable development, Michigan’s water resources and power grid appear capable
of accommodating substantial data center development under current policies. The
most concerning negative impact of data centers is noise pollution. Protecting nearby
residents from harmful impacts of data center noise is feasible but requires particular
attention from local permitting agencies.

In December 2024, Michigan enacted a state law exempting large
“enterprise” data centers from sales and use taxes to attract investments

to Michigan. This law was passed just as tech companies accelerated global
investment in hyperscale data centers, largely to support the development
and deployment of new artificial intelligence (AI) tools. In 2025, multiple data
center proposals in Michigan prompted resistance from many citizens and
local governments, bringing data center development policy into focus.

Not All Data Centers are Created Equal

Large ‘hyperscale’ data centers demand immense amounts of electrical
power, may consume millions of gallons of water for cooling, and can impose
quality-of-life issues for nearby residents. Some hyperscale data centers have
been blamed for noise pollution, air pollution, and increased electrical rates.
If permitted without due diligence, hyperscale data centers can be disruptive
to local communities.
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Not all data centers have such disruptive potential. One public database lists
about 70 data centers already operating in Michigan. Many of these have
operated for over a decade. This counts only commercial ‘colocation’ facilities
(available to multiple clients to rent or lease data center infrastructure

to locate their servers and/or networking hardware). Many more smaller
‘enterprise’ data centers are exclusively operated by a single client—including
governments, universities, corporations, hospitals, and others. The full count
of data centers currently operating in Michigan is unknown, but may number
in the hundreds. Most data centers are indistinguishable from office buildings.

Data centers are well established as a critical component of the global
economy. They allow the internet to operate and have become indispensable
to society. The task for policymakers is to evaluate trade-offs to best capture
the benefits of these tools while minimizing harm.

When evaluating a data center development, it is important to focus on

the details of the project rather than reacting to the general idea of a data
center. Adopting strict prohibitions or moratoriums on data centers that
include smaller traditional facilities is unnecessary and could have detrimental
impacts on local economies.

The Economic Benefits of Data Centers are Modest

Technology companies have announced plans to invest trillions of dollars
globally in data centers over the next few years. Many public officials and
economic development professionals have focused on attracting some of this
investment to boost state and local economies.

Economic development often relies on a ‘multiplier effect—an assumption
that investments in new developments promote additional economic activity.
While data centers certainly do have some multiplier effects, the effects

are likely far more limited, dollar-for-dollar, than most any other economic
development strategies. For example, a large investment in a manufacturing
facility may create hundreds of direct jobs and thousands of local indirect
jobs through supply chain and service industry demands. An equivalent
investment in a data center creates maybe a few dozen direct permanent
jobs with minimal supply chain or services needed for operation.

The largest economic impact of data center development is during
construction. Construction of a hyperscale data center may require over
1,000 workers on site during peak activity, including many skilled trades
professionals. This is likely to support local jobs and attract workers from
around the region, providing temporary but substantial benefit to the local
economy in a variety of ways.
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State policymakers should continue to evaluate if the economic benefits of
data center development are equivalent or greater than the revenue lost

to tax exemptions. Data centers provide state revenue primarily through
personal income tax revenue, which is minimal following the construction
phase. A less than full exemption of sales and use taxes may be sufficient
to attract future investments and may discourage speculative proposals and
associated risks.

Once a data center becomes operational, local jurisdictions may benefit
substantially from additional property tax revenues. Additionally, many
communities negotiate community benefit agreements as a condition of data
center approval. This could include contributions to support public services
such as emergency response, housing funds, land preservation, recreational
facilities, and more.

Data Center Electricity Demand is Manageable, but Risks

Remain

The largest hyperscale data centers can demand as much electricity as a
small city. The recent acceleration of data center investments, coupled with
increasing electricity rates and concerns about grid reliability, is driving public
concerns that data center power demand could make electric power less
reliable and further drive rate increases.

Grid Reliability

Many Michigan electric customers suffer frequent power outages. Some
people are concerned that new data centers will cause utility companies to
prioritize service to data centers and result in less reliable service to other
customers. This concern is largely misplaced.

The North American power grid is a complex network of numerous individual
circuits forming overlapping regional and local grids. Hyperscale data centers
typically draw power directly from a transmission grid. Residential customers
receive service from a distribution grid. In most cases, a power outage for

a residential customer is due to a failure of the distribution grid and can be
entirely unrelated to the transmission grid.

Data centers could theoretically impose reliability concerns on the
transmission grid if new power demand is added to the grid faster than new
generation capacity is added. However, the multiple regulatory agencies

in place work to prevent this. A greater risk is that steps taken to ensure
reliability in an era of increasing demand may increase electricity rates for
other users.

Electricity Rates

The electricity rates paid by end users are the result of a combination of
costs related to power generation, transmission, distribution, and regulatory
compliance. Final rates are determined by myriad policies and formulas
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adopted by utility providers, state public utility commissions, regional
transmission operators, and the Federal Energy Regulatory Commission.
Each of these entities are obliged to work together to provide reliable electric
service for the lowest reasonable costs allocated fairly among ratepayers.

For many years, this approach generally improved service reliability while
keeping rate increases below the rate of inflation. However, this framework
was established during an era of relatively stable electricity demand. In
2025, many areas of the country began experiencing rapid demand growth,
primarily due to new large loads such as hyperscale data centers. Long-
established policies to fairly allocate costs of operating the electric grid were
not sufficient to function in an era of rapid load growth.

Some of the costs to provide electric services to new data centers were

likely imposed on other ratepayers. That said, data centers have contributed
only a fraction of recent increases in electric service rate. A confluence of
factors has contributed to rising rates nationally, including rapid material cost
inflation, more stringent reliability requirements, natural disasters, as well as
state and federal regulatory compliance costs.

Policymakers and regulatory agencies are now aware of the potential for
other ratepayers to subsidize new large loads and have adopted, or are in
the process of adopting, policies to mitigate this. In fact, the Michigan Public
Service Commission issued an order for utilities to prove that any large load
customer will not increase rates for other customers. In fact, investments
made by data centers could help reduce future cost increases for other
Michigan ratepayers.

Renewable/Clean Energy Goals

In 2023, Michigan passed a state law requiring electric utilities to achieve
renewable and ‘clean’ energy targets. The increasing electric power demand
from data centers implies the need for more electric power generation. Many
are concerned that this will increase the demand for fossil-fuel electricity
generation, preventing Michigan from reaching its goals.

This is a risk. In other states, data center power demand has compelled
investment in new methane power plants that emit carbon dioxide. However,
this has largely occurred in states without renewable energy mandates like
Michigan. Data center investments in Michigan are as likely to help to achieve
renewable/clean energy goals as they are to stand in the way. So far, most
data center proposals in Michigan have included investments in renewable
power or battery storage. Success will hinge on sustained focus by utility
companies and the Michigan Public Service Commission.

Data Centers Are Unlikely to Threaten Michigan’s Water
Resources

Some hyperscale data centers use a lot of water. Many are concerned that
allowing hyperscale data centers will stress Michigan’s water resources



through consumption or pollution. This appears unlikely.

Data centers that use a lot of water do so by employing an evaporative
cooling system. Evaporative cooling systems release cooling water to the
atmosphere as water vapor. Water that is used and not returned to the
watershed is considered ‘consumed.” This may be a problem in a water-
stressed region. Although a few groundwater aquifers in Michigan have been
depleted, Michigan is not generally a water-stressed state and has policies in
place to prevent unsustainable withdrawals of water. Furthermore, many data
centers use closed-loop cooling, which does not require continuous water use
and thus consumes a negligible amount.

A secondary source of water consumption is related to electricity generation.
Thermoelectric power plants (e.g., coal, nuclear) typically use evaporative
cooling and consume a lot of water. Data center development in Michigan
may increase water consumption through increased power generation. This
is not a pressing concern. Michigan’s water-consuming power plants are
located in areas with more than sufficient water availability. In fact, water
consumption from power generation in Michigan is about half what it was in
2020 (largely due to declining coal power generation).

Data centers may contribute to water pollution by discharging water used to
maintain the cooling equipment or fire suppression system. In this regard,

a data center poses no more threat than any other industrial or commercial
facility. Michigan has a sufficient regulatory framework to prevent water
pollution assuming that existing laws are enforced.

Data Centers Impose a Novel Risk of Harmful Noise

Pollution

The most frequent complaints from residents who live near data centers
relate to the noise they create. Data centers emit the most noise when
operating on backup power and running on-site generators. However, data
centers rarely use backup power. Most noise complaints are from routine
operations.

Hyperscale data centers use industrial-scale electrical and mechanical
equipment. Historically, most industrial sites (e.g., factories, smelters, power
plants) that emit such noise have been sited away from residential areas and/
or reduce activity during nighttime hours. In contrast, many data centers are
sited near residential areas and operate near full capacity 24 hours a day
year round.

Furthermore, the type of noise emitted by data centers is unique. People
living near data centers often describe it as a low-frequency continuous drone
that is felt as much as heard. Data center noise often disturbs residents
without exceeding standard thresholds that would require noise mitigation.
Long-established noise pollution prevention standards were adopted before
data center noise became so prevalent.
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Unlike water pollution, no federal or state regulations govern noise pollution.
Noise pollution is considered an annoyance, or a nuisance, to be managed at
the local level through zoning codes or construction permits. However, this
overlooks noise pollution as a real health issue.

Exposure to certain noises triggers the release of stress hormones.
Continuous long-term exposure to noise pollution can produce chronic
physiological stress. Chronic stress invites a myriad of health problems,
including but not limited to depression/anxiety, diabetes, high blood pressure,
high cholesterol, hypertension, arrhythmia, stroke, and heart failure.

Most local governments have adopted restrictions on noise pollution, but
existing frameworks to establish limits and assess compliance did not
anticipate the distinctive continuous noise emitted by large data centers. In
the absence of clear appropriate guidance for data center noise pollution
regulation, local permitting agencies should employ the precautionary
principle. Noise assessment criteria should require the most stringent
limitations on noise emissions that can be reasonably justified by reference to
applicable ISO and ANSI standards and related recommendations.

Take-home Message

Data centers are not the economic development miracle often described by
boosters. Nor are data centers the threat to everything residents hold dear as
often described by opponents.

The topic of data centers has become such an emotional issue for

many people that it is difficult to engage in rational discussion. Much of

this response is related to enthusiasm or anxiety surrounding artificial
intelligence. There are numerous possibilities and valid concerns regarding
the development and deployment of Al tools—and likely a pressing need for
relevant policy conversations. Those issues are entirely irrelevant to where
a data center might be built. Conflating the impacts of AI with data center
development policies prevents constructive conversations of both issues.

To evaluate policies related to data center development, it is useful to
consider data centers simply as an investment in industrial land-use.

As far as large investments go, data centers have modest economic

impact. The local economic impact of a data center is mostly related to

the construction phase. Once placed into operation, data centers provide
relatively few permanent jobs and do not require extensive supply chains or
services that would support a local economy through an economic multiplier
effect.

Data centers impose minimal risk to the reliability and cost of electric power
in Michigan. There are sufficient policies in place to prevent data center
development from imposing power shortages or increasing electricity costs.

Data centers pose no substantial threat to Michigan’s water resources,



assuming that existing environmental protection laws and policies are
enforced.

The largest potential negative impact of data centers is from noise pollution
and exposure to those living nearby. Many established standards that inform
local restrictions are inadequate to prevent the potential nuisance and health
impacts from data center noise. Local governments should make noise
pollution a focus when evaluating data center proposals and require sufficient
noise mitigation.

Michigan policymakers should continuously evaluate state-level tax incentives
to assess that the revenue lost to such incentives is outweighed by benefits
to the state. State regulatory agencies should be given sufficient resources to
enforce existing environmental protection regulations.

Local governments responding to proposed data center developments should
avoid reflexive emotional reactions. Local officials and permitting agencies
should employ due diligence to ensure that valid concerns are sufficiently
addressed. However, hosting data center developments could yield
meaningful benefits for local communities through property tax revenue and
community benefit agreements.
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A Fact Tank Cannot Run on Fumes

Do you find this report useful and want to support analysis that will lead to better policy decisions and
better government in Michigan? Your support of Citizens Research Council of Michigan will help us to

continue providing policy makers and citizens the trusted, unbiased, high-quality public policy research
Michigan needs.

You can learn more about the organization at www.crcmich.org/about. If you found the contents of this

report useful and wish to help fill the fact tank so we can carry on our mission, please visit www.crcmich.
org/donate or fill out the form below and send it to:
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