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SuMi’s Coffee Break Column - Data Centres Open Up New Possibilities in Japan
Written by Katsunori Ogawa, Chief Portfolio Manager

The Remarkable Rise of Japan’s Data Centres

A number of major US cloud companies, including Oracle and Amazon Web Services (AWS), have announced
investment plans to build new data centres in Japan following hot on the heels of Google, which opened its
first Japan-based data centre in Chiba Prefecture in 2023. In April of this year, Oracle announced that it would
invest USD 8 billion (approximately JPY 1.2 trillion) into new data centres in Japan over the next decade. Close
to 4 trillion yen has been committed to investment in Japan by three leading US cloud companies, including
Microsoft, in the first half of 2024 alone.

U.S. Cloud Companies to Invest in Japan in Cloud Computing and Al

Investment Amount Period of Investment

Oracle USD 8 billion 2024-2033
(10 years)
AWS USD 15 billion 2023-2027
(5 years)
Microsoft USD 2.9 billion 2024-2025
(2 years)
Google USD 690 million 2021-2024
(4 years)

Source: Prepared by SuMi TRUST AM based on materials released by each company

Digital transformation (DX) in Japan is driving this data centre rush, with growing momentum to tackle social
challenges such as the low birth-rate and an aging society through digitalisation and new IT business models.

In particular, the rapid adoption of Artificial Intelligence (Al) in Japan has been remarkable.

Mega cloud service providers such as AWS, Google and Microsoft are rushing to build huge "hyperscale data
centres” to meet rapidly growing demand related to generative Al, as Japanese companies generally use
internet-based cloud services to access Al services. The IT research firm IDC Japan forecasts that demand for
hyperscale data centres by the end of 2045 will be approximately four times greater than domestic capacity in
2023. In response, a series of data centres are being built in Inzai City, Chiba Prefecture, to meet this huge

demand.

It is not only Al driving this wave of data centre construction, but also a government push for digitisation in
public institutions. Global media outlets have previously reported on the fact that Japan has been slow to lose
old technology such as floppy disks, but the problem of aging technology is driving demand to quickly update
IT systems and data centres developed during the so-called dotcom bubble which are now more than 20 years
old.
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The impact of data centre construction on the local economy

Data centres require an ecosystem to operate smoothly. They are not simply large buildings with a row of
servers installed, but require advanced security measures, reliable operations and must also be disaster-proof
in a country like Japan that experiences natural disasters on a regular basis. The construction of a single data
centre involves an investment of tens of billions of yen in buildings and equipment, and provides new
employment opportunities for local technicians and engineers, as personnel with specialised skills and

knowledge will be needed to run the data centre in the long term.

Therefore, data centres strengthen the infrastructure of the local economy, which means that general
infrastructure such as water and roads, as well as electricity, which are all essential for data centre operations
will be enhanced. Furthermore, data centres also promote the development of advanced communications
infrastructure, such as fibre optics, which leads to an improvement in the business environment for companies
in the surrounding area. Therefore, a data centre becomes a catalyst for revitalising the entire regional business

ecosystem through the development of related industries and stimulation of new start-ups.

More data centres, more power shortages?

Itis well known that data centres consume large amounts of power. As well as consuming electricity to run high-
performance servers, they also require large amounts of power to cool the heat generated by the equipment.
It is estimated that ChatGPT answering one question uses ten times as much electricity as one Google search,
and power consumption will swell further as services related to generative Al become more prevalent. As large-
scaled data centres operate 24/7, it has been reported that they consume 10 times more electricity than the

average office building.

Peak Electricity Demand Forecast for New Data Centres and Semiconductor Plants
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Source: Organisation for Cross-regional Coordination of Transmission Operators (OCCTO)

According to forecasts by the Organisation for Cross-regional Coordination of Transmission Operators
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(OCCTO), peak electricity demand in Japan related to data centres will increase from 0.5 GW in 2024 to 5.4
GW in 2033. In Japan, where it is difficult to build new nuclear power plants, securing the ever-increasing
electricity demand for data centres at a reasonable price is a pressing issue. In response, there is a growing
push to utilise renewable energy sources with a view to carbon neutrality in the future and mitigate the risk of

power shortages.

Data centres working together with rural cities for renewable energy development

Akita Prefecture, located on the north-western side of Japan’s island of Honshu, is keen to promote renewable
energy, and is also aiming to attract data centres that will commit to utilising the prefecture's abundant
renewable energy. The prefecture is ahead of the rest of the country in its offshore wind power project planning
and is focusing its attention on supplying renewable energy to data centres in addition to factories and research

centres, all of which require a large amount of power.

Source: Akita Offshore Wind Corporation

Like Akita Prefecture, this magnetic combination of data centres and renewable energy is something that can
only be found outside of major hubs like Tokyo and Osaka. In these rural areas, it is much easier to secure large
areas of land for renewable energy facilities and data centre construction. In addition, the advantage for those
generating the electricity is that if the power can be consumed locally, there is no need to transmit it to the
major cities via a complex power grid. For regions that are experiencing a decline in population and economic
activity, a symbiotic relationship between data centres and renewable power generation is a golden

opportunity for economic growth.

Striking the right balance
While previous data centres have been concentrated in locations close to end users in Tokyo and Osaka, as
noted above it is virtually impossible to construct new nuclear power plants to meet the required energy

demands - let alone acquire space and construct new infrastructure. Therefore, the development of new sites

3



£ SuMi TRUST

July 2024

in rural areas such as Akita Prefecture is highly necessary. In addition, Akita's push for sustainability is an exciting

glimpse of how data centres can balance local economic development and contribute to a future carbon-

neutral society through renewable energy. We have great expectations for remarkable developments in the

next decade and are keen to see which companies will successfully capitalise on the unique opportunities

waiting in Japan.
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Katsunori Ogawa, Chief Portfolio Manager of Sakigake HA

Katsunori Ogawa is the founder and Chief Portfolio Manager of
the Sakigake High Alpha strategy. He has more than 25 years of
experience in the asset management industry. Katsunori joined
the firm in 1994 and started his asset management career as a
client relationship manager for public pension funds in 1997. In
2003, he launched the original Sakigake strategy and after
accumulating ten years of exceptional returns, an investor
requested Katsunori manage the portfolio with a higher risk/return
profile in 2013. This led to the creation of Sakigake High Alpha. He
was one of the earliest managers to identify trends such as China's
growing consumption and the proliferation of e-commerce, as
well as the changes that high-performance semiconductors are
bringing to Japanese society. He has been leading the team since

the inception of the two strategies.

Katsunori has been honoured with the Japan Best Equity Manager
award at the Asia Asset Management Country Awards for five

consecutive years, from 2020 to 2024.

He holds a BA in economics from Keio University, and is both a
Certified Member Analyst of the Securities Analysts Association of
Japan (CMA) and a Certified International Investment Analyst
(CIIA).



