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Commercial real estate is entering a new phase. Artificial 
intelligence and geopolitical volatility are reshaping how physical 
space is used and valued.
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Key takeaways 

Introduction and key themes

As the role of physical spaces evolves, 
flexibility across asset use, occupier mix, 
business plans, hold periods, capital 
structure, and geography is critical in 
this uncertain environment.

With quality income as an anchor, active 
managers can leverage selectivity in 
irreplaceable locations and mission-
critical assets to drive performance.

We see compelling opportunities 
where real estate execution edge – site 
selection, development, and asset 
management – can deliver alpha across 
digital, social, and defense-related 
infrastructure assets.

01 02 03Flexibility is paramount. Quality income is 
foundational to returns.

Execution matters more in 
overlapping sectors.

The key question for real estate is no longer whether values have bottomed, but what will drive returns in a world where 
cap rates are likely to stay higher for longer.

Investors should consider where in the capital structure they are best compensated for risk. Equity may offer income 
with upside potential from active asset management, whereas debt may offer income with downside mitigation.

These takeaways represent the views of PIMCO and PIMCO Prime Real Estate as a combined real estate platform. As of 31 December 2025, PIMCO managed one of the world’s largest CRE platforms, 
with over 280 investment professionals overseeing approximately $169 billion in assets across a broad spectrum of public and private real estate debt and equity strategies. Assets include $91.9 billion 
in assets managed by PIMCO Prime Real Estate. PIMCO Prime is a PIMCO company and includes PIMCO Prime Real Estate GmbH, PIMCO Prime Real Estate LLC, and their subsidiaries and affiliates. 
PIMCO Prime Real Estate GmbH operates separately from PIMCO.  Mr. Trausch is chief executive officer and chief investment officer of PIMCO Prime Real Estate and a managing director at PIMCO.
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The age of relevance
Commercial real estate is finding an equilibrium. Operating 
fundamentals have broadly stabilized, and capitalization 
rates have settled into a higher-for-longer range. New 
supply is constrained in most segments.

Yet, we see this equilibrium giving way to a new phase for 
real estate. Artificial intelligence (AI) and geopolitics could 
reshape how physical space is used and valued. AI is the 
most consequential. Its effects on productivity, tenant 
behavior, and space use may take years to crystallize. The 
geopolitical forces are less novel, but no less important. 
(PIMCO colleagues analyze how the capex boom, led by 
AI infrastructure spending, and geopolitical developments 
are likely to affect the global economy in the Secular 
Outlook, “Rupture and Resilience.”)

The market has spent much of the past two years 
debating whether values have bottomed. We think that is 
the wrong question. Investors should instead ask what will 
drive returns when cap-rate compression no longer does 
most of the work. Managers will need to judge whether 
the assets they own, lend against or buy will remain 

relevant as occupiers, capital providers, and governments 
rethink the role of physical space. 

Uncertainty is no longer a passing condition. It is 
becoming a structural feature of the market. We expect 
bifurcation to deepen within traditional sectors, especially 
as capital directed toward data centers and other AI-
related assets is pulled away from traditional sectors.

But uncertainty need not mean inaction. We believe 
flexibility will be the defining advantage of this phase: 
flexibility in use, occupier mix, business plan, hold period, 
capital structure and geography. In many sectors, that 
flexibility is best anchored in irreplaceable locations or 
mission-critical use cases, although “mission critical” will 
mean different things in different markets. 

The reset in values and slowdown in new development have 
also improved the entry point for investors seeking durable 
and resilient income, and asset-level alpha. This is not a call 
to buy the market. It is a call for active management, flexible 
capital, and disciplined underwriting.

https://www.pimco.com/gbl/en/insights/rupture-and-resilience
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AI’s impact on real estate
Artificial intelligence is changing demand and  
adding uncertainty. 

AI should widen dispersion within sectors if capital directed 
to AI infrastructure build-out (including data centers) is 
diverted from other assets. The buildout of AI-capable data 
centers alone is projected to require $5.2 trillion in capital 
expenditures by 2030.1 That diversion of capital may put 
upward pressure on cap rates over time. 

In addition, AI may increase operational bifurcation 
within traditional sectors, with well-managed assets 
in irreplaceable locations or with mission-critical use 
cases outperforming. That said, in our experience, when 
operating performance diverges within a sector, cap rates 

often widen across the sector before capital markets 
can fully distinguish the winners from the laggards. 
Outperformance takes time to prove.

AI could also lift productivity enough to change space 
needs across industries. That effect is hard to predict. 
AI could automate 25% of all current work tasks in the 
U.S., according to one study, which also states it could 
take a decade for AI to be widely adopted by firms in the 
U.S., and 6% to 7% of workers could be displaced over 
that period.2

These are educated estimates, not certainties. But the 
direction of travel is clear. AI is unlikely to remove the need 
for physical space; it is likely to change how space is used. 

For real estate investors, relevance – not mere occupancy 
– becomes the key test.

Asset managers should apply AI to improve their own 
processes, but the larger task is to keep assets relevant in 
an AI-shaped economy. They should also avoid treating 
every asset in a sector alike. Traditional real estate 
fundamentals, especially irreplaceable location, should 
matter more, not less. 

In this phase, assets with alternative-use potential may 
prove more resilient than single-use properties tied to long 
and brittle business plans. Flexibility is becoming a key 
driver of value: in business plan, asset use, hold period, 
capital structure and geography.
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Real estate and infrastructure convergence
The boundary between infrastructure and real estate 
is becoming especially porous. Infrastructure has long 
appealed to investors seeking long-term, resilient, and 
often inflation-linked returns. Certain real estate assets 
can offer similar income characteristics as well as 
diversification within investor portfolios.

Data centers are the clearest example. They can be 
underwritten as real estate when value is created through 
land, entitlements, development and leasing. They behave 
more like infrastructure when value depends on power, 
cooling, uptime, grid access, and operating reliability.

The same blurring is visible in social and public 
infrastructure. Healthcare facilities, student housing, 
affordable housing, senior living and necessity-based 
retail remain real estate: they depend on location and 
asset management. But their income profiles can 

resemble infrastructure because demand is tied to 
essential services, demographics, public-sector needs, 
and recurring consumption. The real estate skillset is 
ultimately what allows many infrastructure-adjacent 
assets to be delivered. 

Civic assets such as police stations, courthouses, public-
safety facilities, and government offices are real estate 
in form and infrastructure in function. They support 
essential public services, require long-term maintenance 
and modernization, and often rely on public-sector credit. 
Aging public facilities and deferred-maintenance backlogs 
could create openings for private capital through public-
private partnerships, leasebacks, ground leases, and other 
long-term structures.

Defense adds a public-private dimension, especially 
in Europe. At the 2025 NATO Summit in The Hague, 
European member countries committed to invest 5% of 
GDP annually in core defense requirements and defense- 
and security-related spending by 2035. Approximately 
1.5% of GDP is expected to be directed toward defense-
related infrastructure, which would include areas of 
logistics, training and recruitment centers, military 
housing, data centers, manufacturing and production, 
research and development, and social infrastructure. 

Investors should look for adjacent themes where real 
estate has an edge. Compared with core infrastructure, 
real estate can often offer faster deployment and lower 
execution complexity, particularly across digital, social 
and public infrastructure, and defense, but does require 
specialized expertise.
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Investment implications: the real estate toolbox

Be selective and flexible.

With no clear single winner, investors should avoid broad 
sector calls and underwrite assets through multiple 
scenarios. Flexibility across use, occupier mix, business 
plan, hold period, geography, and capital structure may 
be essential to preserving value and capturing upside.

Prioritize durable income and downside resilience.

Income quality should matter more than headline yield. 
Investors should focus on tenant quality, lease structure, 
rent affordability, renewal probability, capital expenditure 
needs, and predictable demand/supply drivers. The goal 
is to distinguish durable cash flow from income that 
may be vulnerable to weaker demand, higher costs, or 
accelerated obsolescence.

Focus on irreplaceable locations and  
operational relevance.

Location quality remains central, but “mission-criticality” 
will vary by sector: power access, networking and 
latency for data centers, proximity and labor availability 
for logistics, affordability and demographics for 
residential, daily-needs traffic for retail, or location and 
functionality for office. Assets that cannot adapt to 
changing occupier needs may face greater illiquidity and 
faster obsolescence.

Underwrite demand risk explicitly.

AI and geopolitics are reshaping the use and value of 
physical space. They can create new demand, but they 
can also expose assets to tenant, cost, technology, 
regulatory, and liquidity risks. Investors should stress 
test each asset’s demand drivers rather than assume 
that sector tailwinds will apply evenly.

Use the full capital structure.

Equity may offer steady income as well as upside 
potential where repricing, operational improvement, or 
redevelopment potential can drive value creation. Debt 
may offer durable income and collateral protection 
without taking the last-dollar risk. The key is to choose 
the part of the capital structure that offers the best 
compensation for the specific real estate risk.

Plan for liquidity and clear exits.

Bifurcation is likely to manifest not only in performance, 
but also in liquidity. Assets with weak demand, high capital 
needs, limited buyer depth, or unclear exit paths may 
become harder to finance or sell. However, when operating 
performance diverges within a sector, capital markets 
may not fully distinguish the winners from the laggards for 
extended periods of time. Underwriting should therefore 
include realistic assumptions around refinancing, buyer 
universe, timing, and downside exit scenarios.

Seek the intersection of resilient sectors and 
powerful themes.

Attractive opportunities may sit where resilient sectors 
– such as social infrastructure, logistics, and data 
centers – intersect with strong themes – such as 
geopolitics and sovereignty requirements. The most 
relevant question is not simply the sector label, but the 
role an asset plays in supporting essential services, 
productivity, security, connectivity, or reliability.

Real estate is entering a phase in which operating fundamentals have broadly stabilized, but return drivers are evolving. We favor a toolbox built upon the following priorities.

The bottom line: In this next phase, real 
estate investors should seek durable income, 
predictable demand/supply drivers, downside 
resilience, and execution-driven alpha. We 
believe the strongest opportunities will come 
from actively combining resilient sectors with 
structural themes, while using flexible capital 
and disciplined underwriting to keep assets 
relevant across a range of outcomes.

1	 McKinsey as of April 2025
2	 Goldman Sachs Research as of March 2026
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Past performance is not a guarantee or a reliable indicator of future results. 
All investments contain risk and may lose value. Investments in residential/commercial mortgage loans and 
commercial real estate debt are subject to risks that include prepayment, delinquency, foreclosure, risks of loss, 
servicing risks and adverse regulatory developments, which risks may be heightened in the case of nonperforming 
loans. The value of real estate and portfolios that invest in real estate may fluctuate due to: losses from casualty or 
condemnation, changes in local and general economic conditions, supply and demand, interest rates, property tax 
rates, regulatory limitations on rents, zoning laws, and operating expenses. Investments in mortgage and asset-
backed securities are highly complex instruments that may be sensitive to changes in interest rates and subject 
to early repayment risk. Equity investments may decline in value due to both real and perceived general market, 
economic and industry conditions, while debt investments are subject to credit, interest rate and other risks. 
Investing in foreign-denominated and/or -domiciled securities may involve heightened risk due to currency 
fluctuations, and economic and political risks, which may be enhanced in emerging markets. Real asset investments 
including Data Centers are subject to a variety of inherent risks including, but not limited to, economic and market 
risk, rental rates, attractiveness, location, and physical condition of the properties, financial condition of tenants, 
buyers and sellers of properties, operating costs, interest rate levels, energy prices, the availability of financing, 
environmental laws and other regulatory liabilities, natural catastrophes, civil unrest and illiquidity. 
There can be no assurance that the trends mentioned will continue. Statements concerning financial market trends 
or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these 
investment strategies will work under all market conditions or are appropriate for all investors and each investor 
should evaluate their ability to invest for the long term, especially during periods of downturn in the market. Investors 
should consult their investment professional prior to making an investment decision. Outlook and strategies are 
subject to change without notice. 
Forecasts, estimates and certain information contained herein are based upon proprietary research and should not 
be interpreted as investment advice, as an offer or solicitation, nor as the purchase or sale of any financial instrument 
in any jurisdiction. Forecasts and estimates have certain inherent limitations, and unlike an actual performance 
record, do not reflect actual trading, liquidity constraints, fees, and/or other costs. In addition, references to future 
results should not be construed as an estimate or promise of results that a client portfolio may achieve. 
PIMCO Prime Real Estate is an affiliate and wholly-owned subsidiary of PIMCO and PIMCO Europe GmbH, that 
includes PIMCO Prime Real Estate GmbH, PIMCO Prime Real Estate LLC and their subsidiaries and affiliates. 
PIMCO Prime Real Estate LLC investment professionals provide investment management and other services as 
dual personnel through Pacific Investment Management Company LLC. PIMCO Prime Real Estate GmbH operates 
separately from PIMCO. 

This material contains the current opinions of the authors and such opinions are subject to change without notice. 
This material is distributed for informational purposes only and should not be considered as investment advice or a 
recommendation of any particular security, strategy or investment product. Information contained herein has been 
obtained from sources believed to be reliable, but not guaranteed.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional 
investors. Individual investors should contact their own financial professional to determine the most appropriate 
investment options for their financial situation. This is not an offer to any person in any jurisdiction where unlawful or 
unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 
92660 is regulated by the United States Securities and Exchange Commission| PIMCO Europe Ltd (Company No. 
2604517, 11 Baker Street, London W1U 3AH, United Kingdom) is authorised and regulated by the Financial 
Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN) in the UK. The services provided by PIMCO Europe 
Ltd are not available to retail investors, who should not rely on this communication but contact their financial adviser. 
Since PIMCO Europe Ltd services and products are provided exclusively to professional clients, the appropriateness 
of such is always affirmed. | PIMCO Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, 
Germany) is authorized and regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-
Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 15 of the German Securities 
Institutions Act (WpIG). | PIMCO Europe GmbH Italian Branch (Company No. 10005170963, Via Turati nn. 25/27 
(angolo via Cavalieri n. 4) 20121 Milano, Italy), PIMCO Europe GmbH Irish Branch (Company No. 909462, 57B 
Harcourt Street Dublin D02 F721, Ireland), PIMCO Europe GmbH UK Branch (Company No. FC037712, 11 Baker 
Street, London W1U 3AH, UK), PIMCO Europe GmbH Spanish Branch (N.I.F. W2765338E, Paseo de la Castellana 
43, Oficina 05-111, 28046 Madrid, Spain), PIMCO Europe GmbH French Branch (Company No. 918745621 R.C.S. 
Paris, 50–52 Boulevard Haussmann, 75009 Paris, France) and PIMCO Europe GmbH (DIFC Branch) (Company 
No. 9613, Index Tower Floor 10, unit 1001 Dubai International Financial Centre, Dubai, United Arab Emirates) are 
additionally supervised by: (1) Italian Branch: the Commissione Nazionale per le Società e la Borsa (CONSOB) 
(Giovanni Battista Martini, 3 - 00198 Rome) in accordance with Article 27 of the Italian Consolidated Financial Act; (2) 
Irish Branch: the Central Bank of Ireland (New Wapping Street, North Wall Quay, Dublin 1 D01 F7X3) in accordance 
with Regulation 43 of the European Union (Markets in Financial Instruments) Regulations 2017, as amended; (3) UK 
Branch: the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN); (4) Spanish Branch: the 
Comisión Nacional del Mercado de Valores (CNMV) (Edison, 4, 28006 Madrid) in accordance with obligations 
stipulated in articles 168 and 203 to 224, as well as obligations contained in Title V, Section I of the Law on the 
Securities Market (LSM) and in articles 111, 114 and 117 of Royal Decree 217/2008, respectively, (5) French Branch: 
ACPR/Banque de France (4 Place de Budapest, CS 92459, 75436 Paris Cedex 09) in accordance with Art. 35 of 
Directive 2014/65/EU on markets in financial instruments and under the surveillance of ACPR and AMF and (6) DIFC 
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Branch: Regulated by the Dubai Financial Services Authority (“DFSA”) (Level 13, West Wing, The Gate, DIFC) in 
accordance with Art. 48 of the Regulatory Law 2004. The services provided by PIMCO Europe GmbH are available 
only to professional clients as defined in Section 67 para. 2 German Securities Trading Act (WpHG). They are not 
available to individual investors, who should not rely on this communication. According to Art. 56 of Regulation (EU) 
565/2017, an investment company is entitled to assume that professional clients possess the necessary knowledge 
and experience to understand the risks associated with the relevant investment services or transactions. Since 
PIMCO Europe GMBH services and products are provided exclusively to professional clients, the appropriateness of 
such is always affirmed. | PIMCO (Schweiz) GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2, 
Brandschenkestrasse 41 Zurich 8002, Switzerland). According to the Swiss Collective Investment Schemes Act of 
23 June 2006 (“CISA”), an investment company is entitled to assume that professional clients possess the necessary 
knowledge and experience to understand the risks associated with the relevant investment services or transactions. 
Since PIMCO (Schweiz) GmbH services and products are provided exclusively to professional clients, the 
appropriateness of such is always affirmed. The services provided by PIMCO (Schweiz) GmbH are not available to 
retail investors, who should not rely on this communication but contact their financial adviser. | PIMCO Asia Pte Ltd 
(8 Marina View, #30-01, Asia Square Tower 1, Singapore 018960, Registration No. 199804652K) is regulated by the 
Monetary Authority of Singapore as a holder of a capital markets services licence and an exempt financial adviser. 
The asset management services and investment products are not available to persons where provision of such 
services and products is unauthorised. | PIMCO Asia Limited (Suite 2201, 22nd Floor, Two International Finance 
Centre, No. 8 Finance Street, Central, Hong Kong) is licensed by the Securities and Futures Commission for Types 1, 
4 and 9 regulated activities under the Securities and Futures Ordinance. PIMCO Asia Limited is registered as a 
cross-border discretionary investment manager with the Financial Supervisory Commission of Korea (Registration 
No. 08-02-307). The asset management services and investment products are not available to persons where 
provision of such services and products is unauthorised. | PIMCO Investment Management (Shanghai) Limited. 
Office address: Suite 7204, Shanghai Tower, 479 Lujiazui Ring Road, Pudong, Shanghai 200120, China (Unified social 
credit code: 91310115MA1K41MU72) is registered with Asset Management Association of China as Private Fund 
Manager (Registration No. P1071502, Type: Other). | PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL 246862. 
This publication has been prepared without taking into account the objectives, financial situation or needs of 
investors. Before making an investment decision, investors should obtain professional advice and consider whether 

the information contained herein is appropriate having regard to their objectives, financial situation and needs. To the 
extent it involves Pacific Investment Management Co LLC (PIMCO LLC) providing financial services to wholesale 
clients, PIMCO LLC is exempt from the requirement to hold an Australian financial services licence in respect of 
financial services provided to wholesale clients in Australia. PIMCO LLC is regulated by the Securities and Exchange 
Commission under US laws, which differ from Australian laws. | PIMCO Japan Ltd, Financial Instruments Business 
Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. member of 
Investment Management Association of Japan and Type II Financial Instruments Firms Association. All investments 
contain risk. There is no guarantee that the principal amount of the investment will be preserved, or that a certain 
return will be realized; the investment could suffer a loss. All profits and losses incur to the investor. The amounts, 
maximum amounts and calculation methodologies of each type of fee and expense and their total amounts will vary 
depending on the investment strategy, the status of investment performance, period of management and 
outstanding balance of assets and thus such fees and expenses cannot be set forth herein. | PIMCO Taiwan Limited 
is an independently operated and managed company. The reference number of business license of the company 
approved by the competent authority is (115) Jin Guan Tou Gu Xin Zi No. 006. The registered address of the company 
is 40F., No.68, Sec. 5, Zhongxiao East Rd., Xinyi District, Taipei City 110, Taiwan (R.O.C.), and the telephone number is 
+886 2 8729-5500. | PIMCO Canada Corp. (199 Bay Street, Suite 2050, Commerce Court Station, P.O. Box 363, 
Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or territories of Canada and 
only through dealers authorized for that purpose. | Note to Readers in Colombia: This document is provided through 
the representative office of Pacific Investment Management Company LLC located at Carrera 7 No. 71-52 TB Piso 9, 
Bogota D.C. (Promoción y oferta de los negocios y servicios del mercado de valores por parte de Pacific Investment 
Management Company LLC, representada en Colombia.). | Note to Readers in Brazil: PIMCO Latin America 
Administradora de Carteiras Ltda.Av. Brg. Faria Lima, 3477 Itaim Bibi, São Paulo - SP 04538-132 Brazil. | Note to 
Readers in Argentina: This document may be provided through the representative office of PIMCO Global Advisors 
LLC AVENIDA CORRIENTES, 299, Buenos Aires, Argentina. | No part of this publication may be reproduced in any 
form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz 
Asset Management of America LLC in the United States and throughout the world. ©2026, PIMCO.


