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Al is often discussed as a contest over semiconductors, models and software.
Increasingly, however, it is also a contest over power. The compute required to train and
run frontier models is driving a surge in data centre demand, and that is turning power
infrastructure into a strategic constraint. This matters because although the US still leads
in many of the core technologies underpinning Al, that lead will prove difficult to sustain if
the physical infrastructure required for deployment cannot keep pace.

CHINESE Al CAPABILITIES ARE NOT FAR BEHIND THE US, AND Al
USAGE IS MUCH HIGHER IN CHINA By Ben Tedder,

Senior Investment

China is using its vast domestic market to scale Al quickly across consumer and enterprise Analyst

applications, helped by low-cost, open-source models and tightly integrated platforms. At the same
time, improving domestic chip capability is helping narrow the compute gap with the West,
increasing GPU self-sufficiency and lifting large language model performance. Importantly,
competitiveness is increasingly being judged not just by peak chip performance, but by total cost
per unit of compute and the ability to deploy at scale. That shift matters because it plays to China’s
strengths in low-cost deployment and rapid commercialisation. The sharp rise in token consumption
among leading Chinese models in 2026 suggests usage is already scaling quickly, reinforcing the
view that China is not just catching up technologically, but also building momentum in real-world
adoption.
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CHINA’S PLANNED GENERATION BUILD-OUT DWARFS THE US

This is where the US-China gap becomes most tangible, given the strategic imperative for each
country to develop and control its own Al capabilities. While both countries face rising power needs
from Al, China appears structurally less constrained in its ability to supply the required power
infrastructure, aided by a more centralised system and a greater willingness to build ahead of
demand. In the US, by contrast, growth is often slowed by fragmented regulation, lengthy
interconnection queues, transmission bottlenecks and uncertain cost allocation. Indeed by sheer
scale, Chinese power generation additions are expected to be 4x that of the US by 2030, with
China’s installed generated capacity projected to grow ¢.60% over the period, vs 25% growth in the
US'. If Al is becoming a strategic industry, then resolving roadblocks to power and transmission

" Source: S&P Global forecasts
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build-out is no longer just an energy policy issue; it is part of the wider effort to ensure the US
remains competitive in the Al race.

EXPECTED GENERATION ADDITIONS TO 2030 (GW)
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CAN THE US KEEP UP?

This framing of China’s advantage as a more centralised system also explains why in the US
vertically integrated utility jurisdictions have been initial winners from the US data centre build out —
something we outlined in an earlier article, The Tortoise and the Hare. There we explained that
regulated, vertically integrated utilities (the Tortoise) had a practical advantage because they could
align generation, transmission and load planning within a single structure, while competitive
markets (the Hare) were being held back by interconnection delays, regulatory uncertainty and too
many stakeholder interests. In broad terms, that thesis has played out as we anticipated: much of
the early market enthusiasm and utility execution has centred on vertically integrated territories that
were better positioned to offer clearer timelines and firmer pathways to power.

But the next phase may look different. If the first leg of the Al power story rewarded regulated,
vertically integrated utilities, the next leg could create meaningful opportunities for competitive
markets as well. For competitive markets, including many of the states in PJM? (which includes the
key data centre state of Virginia) and ERCOT (Texas) the problem has not been the absence of
demand (see chart below) or economics; it has been the inability of the market design and
regulatory framework to enable the required projects. Data centre demand has exposed those
weaknesses sharply, with large load growth pushing up power prices in these markets and in turn
politicising and intensifying the debate over how new demand should be connected and who should
bear the cost of enabling infrastructure.

2 PJM, ERCOT, SERC, MISO etc are the electricity system operators in the USA, responsible for electric grid
coordination and helping to manage electricity reliability for the states within their service territories
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US POWER DEMAND OUTLOOK BY REGION

US electricity demand growth by driver, 2026—2035 (TWh)
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The key difference now is that these obstacles are starting to be addressed. Major player PJM has
been moving to reform its interconnection process, improve treatment of large load additions and
develop clearer rules for co-located generation and data centre arrangements®. At the same time,
local regulators have pushed for greater clarity on how large loads can contract for power without
imposing unfair costs on the broader system. Most importantly, PJM is close to finalising rules that
would allow direct power contracts between data centre customers and generation developers,
paving the way for a potential new wave of announcements regarding capacity additions. Many of
these discussions are already well advanced but remain undisclosed, reflecting the political
sensitivity around Al and data centre development in several PJM states.

PJM and ERCOT also have important structural advantages over many other jurisdictions because
of their proximity to abundant, relatively low-cost natural gas (the Marcellus and Utica basins in
PJM and the Permian and Haynesville basins in ERCOT). Combined with existing pipeline
infrastructure and land availability, this gives Pennsylvania, Ohio, West Virginia and Texas a natural
edge in developing new gas-fired generation to support data centre demand.

Against this backdrop of high data centre demand combined with cheap gas and regulatory
unlocking, PJM could become the key region where low-cost Appalachian gas underpins the next

phase of Al-related power infrastructure growth. The following chart shows the geographical
footprint of data centre demand vs gas supply.

3 Source: PJM
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US PLANNED DATA CENTRE CAPACITY AND NATURAL GAS PRODUCTION
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THE BOTTOM LINE

The US does not need a centralised model to unlock the power required to remain competitive
in Al, but it does need to remove avoidable frictions that slow investment in generation,
transmission and grid access. Addressing these issues in utility markets such as PJM will
mark an important step forward, allowing the largest US power market to resume growth and
better support the rapid expansion of data centres.

For power and utilities investors, the implication is that the investment opportunity may
broaden as the Al power build-out evolves. While vertically integrated utilities were best
placed to capture the first wave of data centre load, competitive markets may soon begin to
benefit as well. More broadly, infrastructure should benefit regardless of which Al model,
application or platform ultimately leads, because while product-side Al may remain volatile,
every credible outcome still requires more power. This makes the enabling infrastructure that
powers data centres a more durable way to invest in the Al race.
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DISCLAIMER
MARKETING COMMUNICATION

This communication is directed at professional clients.

The views and opinions are those of the author as of June 2026 and are subject to change at any
time due to market or economic conditions and may not necessarily come to pass. The views
expressed do not reflect the opinions of all portfolio managers at Morrison or the views of the firm
as a whole and may not be reflected in all the strategies and products that the firm offers. Morrison
Private Markets Pty Limited (ABN 71 136 338 906, AFSL No 340502) including its related
companies and their respective directors, employees, advisors and shareholders (“Morrison”)
reserves the right, but will be under no obligation, to review or amend the Document.

In the UK this Document is issued by Morrison Infrastructure (UK) Limited, Registered in England &
Wales under number 11292181. Registered office: 27 Old Gloucester Street, London, WC1N 3AX.
Authorised and regulated by the Financial Conduct Authority.

The information contained in this communication is not a research recommendation or ‘investment
research’ and is classified as a ‘Marketing Communication’ in accordance with the Markets in
Financial Instruments Directive (2014/65/EU). This means that this marketing communication (a)
has not been prepared in accordance with legal requirements designed to promote the
independence of investment research (b) is not subject to any prohibition on dealing ahead of the
dissemination of investment research.

The Document, and all other information made available to the recipient in connection with it (the
additional information), is strictly confidential. Neither the Document nor any additional information
may be reproduced in whole or in part. Its content may not be disclosed to any other person for any
purpose whatsoever. Upon request, any recipient will promptly return the Document and all
additional information to Morrison and confirm that it has destroyed all information derived from it.

The Document and additional information do not constitute an offer to invest or the solicitation of an
offer to invest or an offer to provide investment management services in any jurisdiction and no
such solicitation will be made or offer accepted in the future unless in accordance with appropriate
regulatory authorisations in all relevant jurisdictions. The document is not personal financial advice
and is not a recommendation by Morrison to make an investment. This Document has been
prepared without taking into account the investment objectives, financial situation or particular
needs of any particular person or entity. Before making an investment decision, you should
consider, with or without the assistance of a financial adviser, whether any investments are
appropriate in light of your particular investment needs, objectives and financial circumstances.
Nothing contained herein should be construed as legal, business or tax advice and each
prospective investor should consult its own advisers as to legal business, financial, tax and related
matters concerning the information contained in the Document.

Any person who is in possession of this document is hereby notified that no action has or will be
taken that would allow a direct or indirect offering or placement of the units to retail investors in any
jurisdiction. No person guarantees the performance of, or rate of return from, products listed in this
Document, nor the repayment of capital in relation to an investment in it.

In preparing the Document, Morrison has relied on forecasts and assumptions about future events
which, by their nature, are not able to be verified. Inevitably some assumptions may not materialise
and unanticipated events and circumstances are likely to occur. Therefore, actual results in the
future will vary from the forecasts which Morrison has relied for the purposes of the Document.
These variations may be material. Past performance is not a guide to future performance

References to specific company stocks should not be construed as recommendations or investment
advice. The statements and opinions are subject to change at any time, based on market and other
conditions. Equity securities may fluctuate in value in response to the activities of individual
companies and general market and economic conditions. Investing involves risk including the risk
of loss of principal.

In addition, the Document contains information sourced from third parties which has not been

independently verified. Morrison will not be liable to any recipient for errors or omissions from the
Document, whether arising out of negligence or otherwise.
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