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Southeast Asia risks falling behind 
without Al-ready infrastructure 
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Artificial intelligence (AI) is 
expected to contribute US$1 
trillion to Southeast Asia's 
gross domestic product (GDP) 
by 2030, set t ing the region 
on course to becoming the 

world's fourth-largest economy. 
However, the region risks falling behind 

if it does not urgently invest in one critical 
enabler, Al-ready infrastructure, says Piyush 
Jain, technology, media and telecommunica-
tions industry strategy, risk and transactions 
leader at Deloitte Southeast Asia, citing the 
firm's report, "Southeast Asia's data centres 
and AI infrastructure imperative: Capitalising 
on a once-in-a-generation opportunity". 

With the development of next-gener-
ation generative AI (Gen AI) applications, 
including those with advanced image recog-
nition capabilities, the potential to replace 
traditional sensors in many scenarios is 
growing. This sh i f t is expected to have 
far-reaching implications across the auto-
mation, mobility and manufacturing sectors. 

The report says powering these Gen 
AI applications are foundational models 
that require vast amounts of data for both 
training and inference. Supporting these 
foundational models demands that data 
centres and Al-ready infrastructure be built 
to specific and high-performance standards, 
which Southeast Asia's current infrastruc-
ture largely cannot meet. 

To boost innovation, stay economically 
competitive and safeguard national security, 
governments in the region mus t address 
existing challenges and prioritise policies 
and investments.The goal is to encourage 
local companies, global tech leaders and 
investors to collaborate on building data 
centres and Al-ready infrastructure in their 
own countries. 

For instance, in Malaysia, the government 
launched the National AI Office (NAIO) 
in August 2024 to accelerate AI adoption, 
foster innovation and ensure the ethical 
development of AI.A key goal is to enhance 
Malaysia's competitiveness, drive sustain-
able growth and position the country as a 
regional leader in AI. 

In t h e fo l lowing Q&A, P iyush tel ls 
Digital Edge how the region can keep up 
with the influx of data centres and Al-ready 
infrastructure. 

Digital Edge: The report highl ights the 
growing demand for data centres due 
to AI. Which specific AI applications or 
trends do you see as the primary drivers 
of th is demand in Southeast Asia? 
Piyush Jain: We see AI applications across 
three dis t inct user groups as drivers of 
data cent re demand in Southeast Asia. 
The demand for consumer applications is 
driven primarily by large language models 
(LLMs) such as ChatGPT and Perplexity. 
Deloitte's Generative AI in Asia-Pacific report 
noted that Southeast Asia ranked second 
out of n ine Asia-Pacific locat ions in 
terms of Gen AI.The applications 
are focused on the generation 
of t ex t , code, images and 
videos, as well as AI-powered 
searches. In particular, we 
are s ee ing d e m a n d for 
e n g i n e s e m b e d d e d i n 
e x i s t i n g d ig i t a l a s se t s 
t h a t offer persona l i sed 

r e c o m m e n d a t i o n s to c o n s u m e r s . For 
ins tance, tailored travel i t ineraries in a 
hotel's rewards app or personalised customer 
service chatbots. 

For enterprises and businesses, there will 
be growing demand for AI agents supporting 
employees in their daily tasks. AI agents 
combining retrieval augmented genera-
tion (RAG)-based search models with open 
source LLMs that can search internal docu-
ments, chats and emails and provide output 
based on the knowledge base provided.This 
enables use cases such as generating busi-
ness reports based on up-to-date and accu-
rate data with minimal human intervention. 

We also foresee a g rowth in apps in 
local vernacular languages r u n n i n g on 
locally developed LLMs. This is important 
in Southeast Asia, wi th its linguistic diver-
sity and an under-representation of regional 
languages in LLMs commonly used today. 
Such apps can help to boost citizen engage-
ment wi th governments and drive public 
sector objectives such as improved educa-
tion in local communities. 

What are some key regional differences 
in the adoption and deve lopment of AI 
and data centre infrastructure? 
The key differences lie in terms of the source 
of demand and type of workloads across the 
region. Singapore and Malaysia, particularly 
Johor,are emerging as regional hubs for AI 
demand aggregation. 

Indonesia is largely driven by domestic 
demand, except for Batam, which is posi-
tioned as an extension of the data centre 
hubs in Singapore and Johor. In Thailand, 
demand is led by both domest ic AI use 
and regional aggregation for the northern 
parts of Southeast Asia, such as Vietnam, 
Cambodia and Myanmar. 

In the Philippines, AI demand is largely 
driven by domestic use and is relatively 
geared towards enterprise-centric appli-
cations, instead of hyperscalers. 

What specific regulations or incentives 
do you bel ieve would be m o s t effect ive 
for S o u t h e a s t Asian g o v e r n m e n t s t o 
i m p l e m e n t t o encourage i n v e s t m e n t 
in data centres and AI infrastructure? 
There are several measures tha t govern-
ments across the region can consider to 
encourage data centre and AI infrastructure 
investment. First, they can offer tax incen-
tives in the form of tax breaks or exemptions 
for data centre investments,with Malaysia's 

o Southeast Asia still 
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Digital Ecosystem Acceleration scheme and 
Investment Tax Allowance as an example. 

Next, governments can consider stream-
lining regulatory frameworks by simplifying 
approval processes and providing clear 
guidelines for data centre operations. Policy 
stability and clarity will help attract global 
players to make major investment decisions. 

Governments may also consider collabo-
rating with private entities to develop infra-
structure and share best practices, such as 
leveraging technical expertise and market-
proven solutions that the private sector offers. 
For example, as part of Singapore's National 
AI Strategy 2.0, its government is working 
with companies to build AI centres of excel-
lence, building capabilities across sectors. 

Another important aspect would be devel-
oping an AI talent roadmap to address the 
skills gap in the market. Deloitte's AI at a 
Crossroads report found tha t in Malaysia, 
less than two-thirds of employees have the 
required skills and capabilities to use AI in 
an ethically and legally compliant way. It also 
found that a lack of talent or technical skills 
was a top-three barrier associated with AI 
implementation. Regional initiatives, such 
as Malaysia's National AI Roadmap and 
Singapore's National AI Strategy 2.0, provide 
reassurance to investors that their investments 
will be supported by a steady pipeline of ready 
AI professionals,amid a global talent shortage. 

Finally, governments should consider 
strengthening the readiness of their phys-
ical infrastructure to support digital infra-
structure. For example, Thailand recently 
announced a push to reduce its cost of 
power to s t rengthen its position as a hub 
for data cen t res and AI i n f r a s t ruc tu re . 
I n v e s t m e n t s in renewable energy will 
also help to meet the power demand and 
sustainability goals of major tech players 
looking to expand in the region. 

What are some of the biggest challenges 
national players in Southeast Asia face 
in the data centre and AI infrastructure 
value chain? 
A lack of a clear national roadmap on sover-
eign AI or sovereign cloud.This also includes 
adjacent topics such as data localisation 
requirements,as well as AI ethics and trust 
frameworks. Without a clear plan at the 
national level, this creates uncertainty on 
the part of investors in terms of the regu-
latory outlook, which may drive t h e m to 
invest in jurisdictions that offer more clarity. 

In other countries where the roadmap 
may be clear, the govern-
ment may not have enough 

DELOm'E available capital to meet 
i n v e s t o r s ' n e e d s . Th i s 
is a major issue for data 
centres and AI infrastruc-
ture due to the enormous 
need for capi ta l in th i s 
field — building a 100MW 
Al-ready data centre costs 
at least US$1 billion. 

Additionally, the lack 
of talent, physical infra-
s t ructure such as power 
and land, and a broader 
AI ecosystem to support 
AI infrastructure invest-
m e n t is a n o t h e r cha l -
lenge . Expor t con t ro l s 

on next-gen chipsets and other AI infra-
structure also make it difficult to embark 
on major investment decisions, especially 

during this period of uncertainty. 
As for Malaysia, the government has been 

actively developing its digital initiatives 
and AI roadmap, supported by its Digital 
Economy Blueprint, which provides guide-
lines for tax incentives and outlines its AI 
literacy initiatives. The government also 
launched the Green Lane Pathway initia-
tive in 2023 to streamline power approvals, 
reducing the lead t ime to as short as 12 
months for data centres. 

The Malaysian government, as well as 
companies, have also embarked on stra-
tegic partnerships with global AI players 
to jointly develop data centres. Malaysia 
has also pa r tne red w i t h private sector 
leaders to nurture AI talent. For example, 
the AlforMYFuture programme launched 
in December 2024 together wi th Microsoft 
aims to help 800,000 Malaysians wi th AI 
skills by the end of 2025. 

What should Malaysia focus on? 
Power availability is a recurring theme, espe-
cially in areas such as Johor and Cyberjaya. 
Some estimates suggest that power demand 
from data centres in the next decade may 
outstrip Malaysia's available power supply. 
Data centres' power needs will balloon from 
900MW to 1.400MW by 2029. 

Malaysia needs to ramp up green energy 
adoption, given tha t it is increasingly a 
requirement by hyperscalers, many of whom 
have ambitious targets for net zero carbon 
emissions and 100% renewable energy use. 

Along a similar vein, Malaysia needs to 
address its land and water availability chal-
lenges, including land acquisition bottle-
necks in data centre clusters such as Johor 
and Selangor. 

To strengthen its regional competitive-
ness, particularly with Indonesia (Batam) 
and Tha i l and pos i t i on ing themse lves 
as al ternat ive AI hubs , Malaysia should 
continue to develop its domestic AI talent 
pool in areas such as data science and 
machine learning,while increasing its adop-
tion across the public and private sectors. 

What k ind of d ig i ta l i n f r a s t r u c t u r e 
upgrades or d e v e l o p m e n t s are m o s t 
critical for supporting AI and data centre 
growth across the region? 
In general, Southeast Asia still has room to 
catch up in terms of AI readiness compared 
with the US, Western Europe or China. It 
is likely that Southeast Asia can close the 
gap in the next three to five years, provided 
that certain key milestones are achieved. 

These include sustained AI infrastructure 
investments and attracting global players, 
building energy-efficient facilities wi th 
advanced cooling systems and increasing 
power generation, especially from renewable 
sources, to meet rising energy demands. 

Agreements with international suppliers 
to secure h a r d w a r e , such as g r aph ic s 
processing units (GPUs),will also be vital. In 
parallel, governments must expand science, 
technology, engineering and mathematics 
(STEM) education and industry-academia 
par tnerships to boost local AI expertise. 
Incentives to attract global AI talent could 
further enhance capacity. 

Lastly, s t rengthening regional initia-
tives for cross-border data flows and digital 
agreements can encourage regional joint 
ventures and help Southeast Asia inte-
grate into the global AI and semiconductor 
supply chains. II 
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