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A new open-source AI model from Chinese AI research lab DeepSeek made headlines in January. The 
model claims to offer a cost-effective AI solution that requires significantly less computation power than 
other leading models. The news drove a sharp sell-off  in AI-related tech stocks. Nvidia, a stock that has 
dominated much of  the AI trade to date, took one of  the biggest hits from the news as investors began 
questioning demand for its high-computing GPU infrastructure1. As the news is still fresh, there is broad 
speculation about implications for the larger AI community.  We remain optimistic on AI overall and 
believe developments like this could help accelerate innovation in the infrastructure landscape.

How does the Emergence of DeepSeek Affect 
Data Center Investing?
We believe investing in data center developments 
in latency-sensitive Tier 1 markets (Northern 
Virginia, Silicon Valley, Frankfurt, Tokyo, etc., 
where the gap between supply and demand is the 
largest and where market rents are rising the 
fastest presents compelling opportunities, a view 
not impacted by this development.  The latency-
sensitive demand is generally characterized by 
both traditional cloud computing workloads as 
well as the inference stage of  AI. While the 
innovation of  the DeepSeek AI model is 
interesting, any impacts would be felt at the AI 
Machine Learning (ML) stage.  These ML 
workloads are NOT latency sensitive and the data 
centers for these are typically large campuses and 
located in non-traditional markets (Iowa, 
Mississippi, Finland, Malaysia). 

What Does DeepSeek Mean for Data Centers?
Following the launch of  DeepSeek in January, the 
digital infrastructure community is grappling with 
what a potential reduction in the compute capacity 
needed for the Machine Learning stage of  AI, to 
train large language models means for data center 
investments. The headline story from most 
operators is, unsurprisingly, don’t panic. Cheaper 
and more efficient ways to build generative AI will 
actually lead to increased adoption and therefore 
equal, if  not more, demand for data center 
capacity. This logic is two-fold – firstly lower 
training costs will make AI in its current form 
more affordable for enterprises to adopt, 
potentially realigning the ROI decisions that have 
contributed to reluctance so far. Secondly, 
improved efficiency gives AI developers the 
opportunity to “do more with less,” and if  
DeepSeek’s training efficiency breakthrough holds 
and sweeps from China across to the United 
States, then more powerful AI applications and 
models can be developed.
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The Shift to Inference
What is likely to change, however, is the nature of  
future capacity deployments.  Since the launch of  
ChatGPT in Q4 2022, much of  the AI-generated 
demand for data centers over the past two years 
has been for machine learning training purposes. 
As the barrier-to-entry for AI models makes the 
technology more accessible, this will speed up the 
shift over to inference workloads where the 
general public interact with the trained models. 
The inference compute workloads are generally 
housed in latency-sensitive Tier-1 markets, which 
is our focus. Training may become more efficient, 
but inference workloads will expand significantly, 
meaning overall demand for computing and 
power will continue to rise. Additionally. lower 
barriers to entry will enable smaller organizations 
and start-ups to contribute to AI advancements.

Jevons Paradox
The message is clear: AI infrastructure becoming 
more efficient does not necessarily mean a 
reduction in overall demand. Many industry 
leaders argue that Jevons Paradox, where 
efficiency gains lead to greater overall 
consumption, will apply to AI infrastructure.  
Many see DeepSeek’s efficiency gains as an 
accelerator, rather than a disruptor.  More 
affordable, accessible AI will lead to increased 
demand through faster adoption and wider 
proliferation in the market. 

The Investor Angle
General consensus is that DeepSeek’s 
breakthrough is just another step in AI’s evolution 
rather than a turning point. Experts never really 
expected that demand for compute would scale on 
a straight-line basis. Our expectation, as we’ve 
seen with other technologies, is that we will always 

see a level of  continuous improvement.  
DeepSeek’s breakthrough, combined with the 
broader trend of  AI adoption, could accelerate 
investment in data center infrastructure across 
new and emerging markets. 

Tech Giants Double Down on Their Massive AI 
Spending

Tech giants are significantly increasing their 
investments in AI data centers, projecting tens of  
billions of  dollars in spending this year, with plans 
to escalate further in 2025. The four biggest 
spenders on AI data centers—Microsoft, Google, 
Meta Platforms, and Amazon—are projecting a 
combined capital expenditure of  at least $215 
billion for their current fiscal years, a more than 
45% annual increase. Amazon alone anticipates its 
total capex to grow to over $100 billion, with most 
of  the increase allocated for AI.  Amazon's capex 
on leased equipment hit a record $26 billion in the 
last quarter of  2024, with plans to maintain this 
level in 2025. Google's parent company, Alphabet, 
is increasing its AI data center investments to 
about $75 billion this year, up from $52.5 billion 
in 2024.2 CEOs of  these companies have 
highlighted AI's transformative potential.

The increasing usage of  artificial intelligence, 
along with the more efficient accessibility of  AI 
and increasing investment in the implementation 
of  AI by the tech-giants and the real estate 
development community will help drive 
innovation and potentially accelerate the demand 
for high-performing data centers, globally.
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Important information

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital. Past 
performance and target returns are not a guarantee and may not be a reliable indicator of future results.

Links to videos and websites are intended for informational purposes only and should not be considered investment advice or 
recommendation to invest. No investment strategy or risk management technique can guarantee returns or eliminate risk in any 
market environment.

PGIM Real Estate is the real estate investment management business of PGIM, the principal asset management business of Prudential 
Financial, Inc. (“PFI”), a company incorporated and with its principal place of business in the United States. PGIM is a trading name of 
PGIM, Inc. and its global subsidiaries. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission 
(the “SEC”). Registration with the SEC does not imply a certain level of skill or training. PFI of the United States is not affiliated in any 
manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, 
incorporated in the United Kingdom. Prudential, PGIM, their respective logos and the Rock symbol are service marks of PFI and its related 
entities, registered in many jurisdictions worldwide. In the United Kingdom, information is issued by PGIM Private Alternatives (UK) 
Limited with registered office: Grand Buildings, 1-3 Strand,  Trafalgar Square, London, WC2N 5HR. PGIM Private Alternatives (UK) 
Limited is authorised and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 
181389). These materials are issued by PGIM Private Alternatives (UK) Limited to persons who are professional clients as defined under 
the rules of the FCA. In the European Economic Area (“EEA”), information is issued by PGIM Luxembourg S.A. with registered 
office: 2, boulevard de la Foire, L1528 Luxembourg. PGIM Luxembourg S.A. is authorized and regulated by the Commission 
de Surveillance du Sector Financier in Luxembourg (registration number A00001218) and operating on the basis of a European passport. 
In certain EEA countries, this information, where permitted, may be presented by either PGIM Private Alternatives (UK) Limited or PGIM 
Limited in reliance of provisions, exemptions, or licenses available to either PGIM Private Alternatives (UK) Limited or PGIM Limited under 
temporary permission arrangements following the exit of the United Kingdom from the European Union. PGIM Limited and PGIM 
Private Alternatives (UK) Limited  have their registered offices at: Grand Buildings, 1-3 Strand, Trafalgar Square, London WC2N 5HR. 
PGIM Limited is authorized and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number: 
193418). PGIM Private Alternatives (UK) Limited is authorized and regulated by the Financial Conduct Authority (“FCA”) of the United 
Kingdom (Firm Reference Number: 181389). These materials are issued by PGIM Luxembourg S.A., PGIM Limited or PGIM Private 
Alternatives (UK) Limited to persons who are professional clients as defined in the relevant local implementation of Directive 2014/65/EU 
(MiFID II) and/or to persons who are professional clients as defined under the rules of the FCA. PGIM operates in various jurisdictions 
worldwide and distributes materials and/or products to qualified professional investors through its registered affiliates including, but not 
limited to: PGIM Real Estate (Japan) Ltd. in Japan; PGIM (Hong Kong) Limited in Hong Kong; PGIM (Singapore) Pte. Ltd. in Singapore; 
PGIM (Australia) Pty Ltd in Australia; PGIM Luxembourg S.A., and PGIM Real Estate Germany AG in Germany. For more information, 
please visit pgimrealestate.com.
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Important information (continued)
GENERAL/CONFLICTS OF INTEREST

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, 
securities, issuers or financial instruments referenced herein.  Distribution of this information to any person other than the person to 
whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in 
part, or the divulgence of any of the contents hereof, without prior consent of PGIM Real Estate is prohibited.  Certain information 
contained herein has been obtained from sources that PGIM Real Estate believes to be reliable as of the date presented; however, 
PGIM Real Estate cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be 
changed.  The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is 
subject to change without notice. PGIM Real Estate has no obligation to update any or all of such information; nor do we make any 
express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors.

These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other 
financial instrument or any investment management services and should not be used as the basis for any investment 
decision.  Past performance is no guarantee or reliable indicator of future results.  No liability whatsoever is accepted for any 
loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from 
this report.  PGIM Real Estate and its affiliates may make investment decisions that are inconsistent with the recommendations 
or views expressed herein, including for proprietary accounts of PGIM Real Estate or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not 
intended as recommendations of particular securities, financial instruments or strategies to particular clients or prospects.  No 
determination has been made regarding the suitability of any securities, financial instruments or strategies for particular clients or 
prospects.  For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent 
decisions.

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product 
investment committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may 
receive incentive compensation based upon the overall performance of the organization itself and certain investment funds or products. 
At the date of issue, PGIM Real Estate and/or affiliates may be buying, selling, or holding significant positions in real estate, including 
publicly traded real estate securities.  PGIM Real Estate affiliates may develop and publish research that is independent of, and different 
than, the recommendations contained herein.  PGIM Real Estate personnel other than the author(s), such as sales, marketing and 
trading personnel, may provide oral or written market commentary or ideas to PGIM Real Estate’s clients or prospects or proprietary 
investment ideas that differ from the views expressed herein.  Additional information regarding actual and potential conflicts of interest is 
available in Part 2 of PGIM’s Form ADV.

INFORMATIONAL PURPOSES

These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not acting as your fiduciary and 
is not giving advice in a fiduciary capacity and (ii) is not undertaking to provide impartial investment advice as PGIM will receive 
compensation for its investment management services.

These materials do not take into account the investment objectives or financial situation of any client or prospective clients. Clients 
seeking information regarding their particular investment needs should contact their financial  professional.

The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set out in this notice 
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real  Estate’s efforts to monitor and manage 
risk but does not imply low risk.

These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for distribution to or use 
by any person in any jurisdiction where such distribution would be contrary to local law or  regulation.
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