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The next test for Malaysia’s
data centre surge
Malaysia is set to record
the largest relative GDP
gains in South and
South-East Asia from
the data centre boom

by AUFA MARDHIAH
MALAYSIA is emerging as the
biggest economic beneficiary of
the data centre boom in South and
South-East Asia (South & SE Asia),
with the rapid build-out expected
to deliver the region’s largest rela-
tive gains in GDP and employment
through 2030, Moody’s Ratings
said.

However, the rating agency
cautioned that the benefits from
the current construction boom
could prove short-lived unless
Malaysia develops a broader digital
ecosystem around its growing data
centre capacity.

Based on projected data centre
capacity through 2030, Malaysia’s
capital spending is among the
highest in South & SE Asia and is
expected to generate the region’s
strongest construction and ope-
rating contribution.

The impact is concentrated in
Johor, making Malaysia the clearest
case where the data centre build-out
can have a meaningful effect on the
wider economy.

“Malaysia stands out as the only
emerging market in South & SE Asia
where data centres are significant
to the economy at an aggregate
level,” Moody's said in its report
titled Digital Transformation
South & SE Asia: Data centres bring
economy-wide benefits, but lasting
credit gains must be secured.

Moody's said Malaysia and
Singapore are positioned to capture
the most material economy-
wide benefits from the build-out,
although the nature of those gains
will differ.

Malaysia’s benefits are driven
largely by new. construction and
capital spending, while Singapore
is expected to derive a larger share
of its gains from operations and
associated services, given its more
mature data centre base.

Construction Boom
Provides Front-loaded
Boost
The immediate economic benefit
for Malaysia will come largely from
the substantial capital spending
required to construct data centres
and the infrastructure needed to
support them.

Moody's said the GDP impact
would be front-loaded in the years
up to 2030, particularly in develop-
ing economies where additional
investment tends to have a larger
marginal effect on growth.

But the boost will not necessarily
persist at the same pace once
construction activity slows.

The rating agency expects data
centre construction to continue
beyond 2030, although at a slower
pace.

Once facilities are completed,
the direct contribution from
construction will fade and the
economic benefits will increasingly
depend on operating activity and
the developmento of businesses and
suppliers around the data centre
industry.

Another constraint is the high
import content of data centre
projects.

A significant share of spending
goes towards semiconductors,
servers, cooling systems and other
specialised equipment, much of
which is not produced locally.

This means part of the invest-
ment leaks out of the domestic
economy through imports.

Malaysia and Singapore are rela-

tively better positioned because
both have established semiconduc-
tor and electronics manufacturing
bases, which can partially offset the
import leakage.

“However, continued depen-
dence on imported IT equipment
would cap positive spillovers,”
Moody's said.

Employment gains are also
expected to be relatively limited
because data centres are highly
capital intensive.

Job creation is concentrated in
construction, while permanent
operating positions are fewer and
require specialised skills.

Local Ecosystem Holds
Key To Lasting Gains
For Malaysia, the bigger opportu-
nity lies in using the data centre
boom to develop a wider digital and
industrial ecosystem.

Moody’s said the strongest
potential source of durable credit
improvement comes from the
ecosystem effects generated by data
centre investment.

The development of data centres
creates demand for construction
materials, power, fibre and water
infrastructure, while potentially
encouraging the localisation of
equipment manufacturers and
specialist service providers.

At the same time, operational data
centres can support the clustering of
data-intensive businesses, accelerate
cloud and artificial intelligence (AT)
adoption and improve access to
scalable digital infrastructure.

These downstream effects could
translate into faster digital services
exports and productivity gains for
domestic companies, including
small and medium enterprises
(SMEs).

Malaysia’s existing gsemiconduc-
tor and electronics manufacturing
base provides a foundation for
developing these linkages.

Greater local content in servers
and IT hardware would further
increase the domestic multiplier
effect and narrow the drag on
external balances, Moody's said.

“Evidence that capacity growth
is accompanied by supplier locali-
sation, stronger digital services
exports and broader cloud adop-
tion would make the credit bene-
fits more durable,” Moody’s said.

Without these spillovers, the
benefits would remain concen-
trated among data centre operators,
telecommunications companies
and infrastructure providers.

Johor Rides Singapore
Spillover
Johor's position at the centre of
Malaysia’s data centre boom is
closely tied to Singapore, where
land and power constraints have
increasingly limited the scope for
new capacity.

Singapore’s earlier restrictions
on data centre development helped

push demand across the Causeway,
while Johor offers larger sites, lower
costs and proximity to Singapore’s
established digital and business
ecosystem.

Recent capacity constraints in
Singapore are expected to continue
steering some unmet demand
towards Johor, reinforcing the
Singapore-Johor corridor as a major
regional data centre cluster.

This makes Johor more than
simply a Malaysian data centre
location. Its proximity to Singa-
pore allows operators to tap the city
state’s connectivity, financial infra-
structure and technology ecosystem
while using Malaysia's greater avail-
ability of land and infrastructure for
large-scale facilities.

The spillover has also attracted
major international technology
groups, including US and Chinese
players.

Recent reporting has high-
lighted investments involving
Amazon.com Inc, Microsoft Corp,
Tencent Holdings Ltd and Alibaba
Group Holding Ltd in Johor.

For Malaysian property,
construction, utilities and infra-
structure companies, the continued
expansion of the Johor-Singapore
corridor could therefore generate
benefits beyond those accruing to
data centre operators.

But Moody's cautioned that the
ability to convert the investment
boom into durable economic gains
depends on the successful execu-
tion of supporting infrastructure,
including power, water and financ-
ing capacity.

Power Demand Puts TNB
in the Spotlight
Power availability will be one of the
biggest constraints on Malaysia’s
ability to sustain the data centre
build-out.

Moody’s said data centre
demand could account for more
than 30% of Malaysia’s total power
demand by 2035, making timely
expansion of both generation and
transmission infrastructure critical
to the country’s development as an
emerging regional hub.

That puts the spotlight on
Tenaga Nasional Bhd (TNB), whose
grid investment and ability to
connect new large-scale users will
be increasingly important as data
centre demand grows.

TNB introduced its Green
Lane Pathway specifically for data
centre operators, with the initiative
designed to streamline approvals
and accelerate high-voltage elec-
tricity connections.

The utility said the pathway can
reduce the normal 36-to-48-month
connection timeline to about 12
months.

The scale of the challenge,
however, extends beyond connect-
ing individual facilities.

Moody’s said grid expansion,
equipment bottlenecks and the

conversion of announced data
centre capacity into projects with
secured power and tenants remain
important enablers of the sector’s
growth.

The pace of development is also
putting pressure on global supply
chains for transformers, electrical
equipment and skilled labour.

For individual projects, expe-
rienced sponsors with established
supplier and contractor relation-
ships can help shorten procure-
ment timelines, while hyperscale
tenants may purchase long-lead
equipment directly.

Moody’s said hyperscale data
centre projects typically secure
power and water access and sign
long-term tenant lease agreements
before undertaking major financing.

Speculative developments with-
out secured utilities or tenants
could face materially higher execu-
tion risks.

Funding Needs Setto Grow
The financing requirements of
the sector will also increase as the
regional pipeline expands.

Moody's said data centres in
South & SE Asia have so far main-
tained good access to development
financing, largely from banks,
supported by predictable operating
cash flows, creditworthy tenants
and favourable supply-demand
conditions.

However, capital markets will
need to play a larger role over time
given the sector’s significant capital
requirements.

Cross-border transactions in the
US private placement market could
provide an additional source of fund-
ing, while green bonds and loans
could broaden the financing base.

The agency said sustainable
finance could become increasingly
relevant as investors focus more
closely on the environmental foot-
print of digital infrastructure.

Water Constraints
Reshape Project
Development
Water availability is another
increasingly important considera-
tion, particularly in fast-growing
data centre clusters such as Johor.

Moody’s said rapid data
centre expansion in the state
has prompted tighter scrutiny of
water supply, cooling design and
alternative sources.

Authorities assess both total
project requirements and the facili-
ty’s water usage effectiveness, while
approval remains conditional on
adequate local supply.

Projects can also be directed
towards reclaimed or other non-
potable water sources.

Moody’s said these require-
ments could increase project costs
and complexity, but would also
reduce competition with public
water supplies and support the

long-term operability and social
acceptance of new facilities.

“Water will therefore act pri-
marily as a local gating factor rather
than a regional ceiling on capacity,”
Moody's said.

The rating agency expects cool-
ing technology, alternative water
sources and proactive policy
measures to mitigate water-related
constraints across the region.

Water-based cooling remains
effective for high-density AI work-
loads but exposes operators to local
supply conditions, water tariffs and
tighter permitting requirements.

Value Creation
Malaysia’s advantage over its
regional peers is therefore also its
challenge: The country has become
large enough in data centres for the
sectorto to have a meaningful macro-
economic impact, but that makes
the infrastructure and resource
demands correspondingly greater.

Moody’s said policy design
would determine how much of the
data centre investment benefits are
retained domestically.

Malaysia is moving towards
tighter screening of large projects,
particularly in Johor, while other
countries in the region are using
varying degrees of tax incentives and
policy support to attract investment.

Across South & SE Asia, the
agency expects Malaysia and Singa-
pore to capture the most material
economy-wide benefits. India has
substantial planned investment
in absolute terms, but its large
economy limits the national GDP
impact.

Thailand is expected to receive
a meaningful but limited uplift,
while Indonesia’s large economic
base similarly dilutes the effect of
its data centre pipeline.

The Philippines and Vietnam
remain relatively early-stage
markets.

Moody's said it will watch the
extent to which GDP multipliers are
realised through greater domestic
spending, the pace of the build-out,
power delivery relative to planned
capacity, tightening resource condi-
tions and the tension between
rising electricity demand and
decarbonisation commitments.

“The durability of the credit
story, also rests on ecosystem
effects,” Moody's said.

For Malaysia, therefore, the next
phase of the data centre boom will
be less about attracting another
wave of facilities and more about
ensuring that the investment creates
deeper local supply chains, stronger
digital services, more productive
infrastructure and higher-value
technology activities.

That will determine whether
the current construction boom
becomes a temporary investment
cycle or a more durable source of
economic and credit gains for the
country.
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