
FIXED INCOME

ABSOLUTE RETURN

A Strategy 
for Navigating 
Uncertainty
 

Although markets have shown a positive trend in recent months, data indicates 
that 2025 is likely to end with a global economic slowdown. Uncertainty 
remains high, as trade and geopolitical tensions are still unresolved, and the 
world’s largest economy is already showing signs of weakness. In this 
environment, we anticipate a strong likelihood of increased volatility across 
asset classes.

To navigate these challenges, one potential solution for investors is to consider 
absolute return strategies, known for their agility and flexibility. At Lazard Frères 
Gestion, we bring extensive expertise in this area, leveraging it across various 
segments of the bond market. Our goal is to deliver positive performance each 
year, regardless of market conditions, while maintaining a disciplined approach 
to risk management.

This is a marketing communication. Forecasted or estimated results do not represent a promise 
or guarantee of future results and are subject to change.
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Part I: Volatility Ahead
A. United States: the impact of tariffs is yet to come
Since the start of the year, equity and bond markets have been highly sensitive to developments surrounding U.S. tariffs. Following the 
initial concerns triggered by “Liberation Day,” markets regained a sense of optimism as fears of a tariff escalation between the United 
States and its key trading partners started to ease.

Market optimism remains fragile. As negotiations continue, the average tariffs on goods imported into the US are expected to climb to 
nearly 20%, up from just 2.5% previously (see chart 1).

This exceptionally high level — the highest since the 1930s — is likely to impact inflation figures and significantly weigh on US 
consumption. This suggests that the full economic consequences of these tariffs, which could further strain economic activity, are still 
ahead, especially as the job market shows signs of weakness.

Household consumption has already begun to decline, mainly due to the slowdown in household income. Consumer confidence indices 
are following the same trend.

Other signals suggest that we should remain vigilant about the US economy. In the real estate sector, sales volumes have reached a nine-
month low due to high mortgage rates (7% for 30-year mortgages), leading to a decline in building permits (see chart 2).

Exhibit 1

United States | Average effective tariff rate 
Percentage of import value

Source: Yale Budget Lab

Exhibit 2

United States | NAHB homebuilders confidence and building permits

Source: Bloomberg
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The Fed is in a delicate position. Inflation appears to be showing upward signals in both goods and services, while domestic demand 
and the job market are slowing without pushing the economy into a recession. In this context, the Fed is likely to act cautiously in the 
months ahead, making any potential cuts to key interest rates contingent on progress in controlling inflation. Moreover, the persistently 
high U.S. public deficit continues to drive upward pressure on long-term rates, further tightening financial conditions for households 
and businesses.

B. Europe: a brighter outlook, but still fragile foundations
The economic situation in Europe differs significantly from that of the United States. While Europe experienced solid growth in the first 
quarter due to exceptional exports linked to the anticipation of tariffs, its momentum has slowed.

Looking ahead, reduced exports to the U.S. are expected to continue weighing on Europe’s economy, though not severely. Exports to 
the U.S. made up just 2% of European GDP in 2024 — a relatively small share. More importantly, Germany’s upcoming investment plan 
is set to boost eurozone growth starting later this year. This may explain the recent improvement in key economic indicators, such as 
Germany’s IFO index and the eurozone’s composite PMI.

Another noteworthy difference from the U.S. is Europe’s inflation trajectory, which is trending in a favorable direction. This gives the 
European Central Bank (ECB) some flexibility to respond if the economy slows more than anticipated. However, it’s worth noting that the 
ECB has already advanced further than the Federal Reserve in its rate-cutting cycle (see chart 3). This limits the room for additional cuts, 
but European companies have been benefiting for several quarters from a much more favorable interest rate environment compared to 
their U.S. counterparts, providing an extra layer of support to the economy.

C. Persistent geopolitical tensions
Finally, the global economy continues to be heavily influenced by geopolitical tensions. The conflicts between Russia and Ukraine, as well 
as Israel and Palestine, remain at the forefront of the news, and resolving them remains particularly complex. These wars not only have a 
heavy humanitarian and economic impact, but also significant political repercussions, polarizing public opinion beyond the conflict zones. 
This environment heightens the risk of unexpected political events, which in turn generate market uncertainty. While the electoral calendar 
appears relatively calm for 2026, several notable events are expected in 2027.

That said, European markets remain sensitive to potential downturns in the U.S. economy. On the European bond markets, as in the 
US, attention remains focused on the issue of public deficits in certain countries, particularly France, which is struggling to return to a 
healthier trajectory.

Exhibit 3

US vs. Eurozone Short-Term Rate Expectations

Source: Bloomberg
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Part II: The appeal of the “Absolute Return” approach
A. Generating positive performance in all market cycles
The current environment makes it essential to explore strategies that can deliver positive returns independently of market trends. Absolute 
return strategies are a prime example. Unlike traditional strategies tied to a benchmark, these approaches focus on building a highly 
flexible portfolio to perform in all market cycles without being constrained by predefined sector/asset class allocations. This flexibility 
allows absolute return strategies to capitalize on a wide range of market opportunities. 

This is a resolutely active approach, where convictions and management choices are the real drivers of fund performance. For this reason, 
it’s crucial to provide managers with ample flexibility to execute their strategy effectively and make swift adjustments to the portfolio in 
response to market shifts.

B. The Advantages of Absolute Return in the Fixed Income Markets
In bond markets, the absolute return approach provides unique advantages that traditional long-only strategies cannot offer.

On the credit side, this strategy can adapt to shifting economic conditions by diversifying across various market segments. The concept 
is straightforward: prioritize high-yield sectors (such as high yield bonds or emerging markets) during favorable conditions, while focusing 
on more defensive areas (like investment-grade bonds, sovereign debt, or money markets) during periods of uncertainty. The approach 
also enables customized exposure to different levels of subordination depending on economic conditions — senior debt is typically 
favored in challenging conditions, while subordinated debt (such as AT1 or Tier 2 instruments from bank issuers) becomes more attractive 
when the outlook improves.

For instance, 2018 highlighted the importance of reducing risk by focusing on government bonds, whereas 2013, 2017, 2019, and 2024 
proved to be exceptional years for high-yield credit and subordinated financial debt (see chart 4).

One of the standout features of Absolute Return funds is also their ability to take negative duration positions, enabling them to benefit 
from rising interest rates rather than being adversely affected by them. This capability proved particularly valuable in 2022 and 2023, as 
rates climbed sharply (see chart 5).

Exhibit 4

Performances by fixed income asset class from 2013 to 2024

Source: Bloomberg. Total Return performance hedged in euro. 
Index: W0G1, EG00, ER00, EBSU, HEAE, HEB0, C0A0, H0A0, GNEC, HNEC, Bloomberg Global Contingent Capital.

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 Min Max

Global Govies -1% 8% 1% 2% 0% 0% 4% 4% -3% -14% 4% 0% -14% 8%

Euro Govies 2% 13% 2% 3% 0% 1% 7% 5% -3% -18% 7% 2% -18% 13%

Euro - Investment Grade 2% 8% 0% 5% 2% -1% 6% 3% -1% -14% 8% 5% -14% 8%

Financial Subordinated - Investment Grade 7% 9% 2% 5% 8% -3% 10% 3% 0% -13% 9% 7% -13% 10%

Euro - Corporate High Yield 9% 5% 1% 10% 6% -4% 10% 3% 3% -11% 12% 8% -11% 12%

US - Investment Grade -2% 7% -1% 4% 4% -5% 11% 8% -2% -18% 6% 1% -18% 11%

US - High Yield 7% 2% -5% 16% 5% -5% 11% 4% 4% -13% 11% 6% -13% 16%

Hybrid Corporate - Investment Grade 6% 8% -2% 8% 10% -4% 12% 3% 2% -13% 10% 9% -13% 12%

Hybrid Corporate - High Yield 13% 8% 1% 11% 10% -5% 13% 3% 2% -16% 10% 14% -16% 14%

AT1 14% 9% 5% 7% 13% -6% 16% 6% 4% -13% 5% 11% -13% 16%

Past performance is not indicative of future performance. The below performance data is for information purposes only and should be assessed over the recommended 
investment period.
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Exhibit 5

Yield-to-Maturity for selected segments of the bond markets

Source: Bloomberg as of August 31, 2025

Exhibit 6

Credit spreads for selected segments of the bond markets

Source: Bloomberg as of August 31, 2025

Additionally, these funds can capitalize on differences between short-term and long-term rates from the same issuer, offering further 
opportunities for returns. Such strategies often leverage derivatives to actively manage exposures in response to market dynamics.

C. Turning market uncertainty into opportunity
In short, absolute return strategies enable investors to capitalize on market volatility by taking advantage of rising or falling 
interest rates, as well as widening or narrowing credit spreads.

Currently, diverging monetary policies are creating interesting opportunities that align well with an absolute return strategy. The Federal 
Reserve has resumed cutting rates, while the European Central Bank is nearing the end of its easing cycle. Meanwhile, the Bank of Japan 
is taking a different path and is expected to continue tightening its policy in the coming quarters. These contrasting approaches create a 
dynamic environment full of opportunities.

More broadly, credit fundamentals remain solid, but spreads have tightened to historically low levels (see chart 6), leaving little room for 
further decline. There is now a significant risk of spread widening, especially given the economic uncertainties.
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Holding high-yield securities remains attractive, and their positive outlook is still worth leveraging in the current environment. However, 
the flexibility and leverage provided by the Absolute Return approach will be particularly valuable in the coming months to navigate 
anticipated volatility. The goal will be to build tactical positions to benefit from any spread widening and then quickly revert to a more 
traditional stance during periods of stability.

Flexibility will be key in navigating U.S. markets in the coming months. While short-term rates are likely to benefit from the Federal 
Reserve’s easing, the broader U.S. yield curve could see significant fluctuations if inflation were to spike sharply.

Conclusion

Our Absolute Return strategies

We believe that absolute return strategies are among the most compelling investment approaches in today’s environment. These 
strategies are especially well-suited to periods of uncertainty, as they are designed to take advantage of market volatility rather than be 
negatively impacted by it. Their flexibility makes them an excellent choice for investors looking for returns that are uncorrelated with their 
other investments.

At Lazard Frères Gestion, our Absolute Return approach is implemented through a range of strategies:

•	 A global solution invested across all bond segments. This 
strategy is primarily invested in subordinated financial debt 
and high-yield securities, aiming to deliver the performance 
of a high-yield fund during favorable market conditions. In 
times of market turbulence, it has the flexibility to mitigate the 
negative impact of interest rate and credit momentum that 
often affects long-only strategies.

•	 Three specialized approaches targeting specific 
investment universes. These include strategies focused 
on green bonds, sovereign issuers, and short-term high-
yield credit. Each portfolio is diversified within its respective 
market segment to gain exposure across various sectors, 
geographies, and rating levels.

Strategy Segment Duration Risk

Absolute Return Credit All segments of the bond market -5 to +10 3/7

Absolute Return Global Bonds Sovereign and quasi-sovereign - 5 to +10 2/7

Absolute Return Global Green Bonds Green Bonds - 3 to +12 2/7

Short Duration High Yield Short-dated High Yield bonds -1 to +3 2/7
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Important  
Information
Published on 13 October 2025.
This content represents the views of the author(s), and its 
conclusions may vary from those held elsewhere within 
Lazard Asset Management. Lazard is committed to giving 
our investment professionals the autonomy to develop 
their own investment views, which are informed by a robust 
exchange of ideas throughout the firm.

Information and opinions presented have been obtained 
or derived from sources believed by Lazard to be reliable. 
Lazard makes no representation as to their accuracy or 
completeness. All opinions expressed herein are as of 
the published date and are subject to change.
The performance quoted represents past performance. 
Past performance is not a reliable indicator of 
future results.
Certain information contained herein constitutes 
“forward-looking statements” which can be identified by 
the use of forward-looking terminology such as “may”, 
“will”, “should”, “expect”, “anticipate”, “target”, “intent”, 
“continue”, or “believe”, or the negatives thereof or other 
variations thereon or comparable terminology. Due to 
various risks and uncertainties, actual events may differ 
materially from those reflected or contemplated in such 
forward-looking statements.
Allocations and security selection are subject to change.
The investment strategies mentioned in this paper have 
not committed to net zero or decarbonization targets at 
the strategy level. 
Equity securities will fluctuate in price; the value of 
your investment will thus fluctuate, and this may result 
in a loss. Securities in certain non-domestic countries 
may be less liquid, more volatile, and less subject to 
governmental supervision than in one’s home market. 
The values of these securities may be affected by 
changes in currency rates, application of a country’s 
specific tax laws, changes in government administration, 
and economic and monetary policy. Emerging markets 
securities carry special risks, such as less developed 
or less efficient trading markets, a lack of company 
information, and differing auditing and legal standards. 
The securities markets of emerging markets countries 
can be extremely volatile; performance can also be 
influenced by political, social, and economic factors 
affecting companies in these countries.
The securities mentioned are not necessarily held by 
Lazard for all client portfolios, and their mention should 
not be considered a recommendation or solicitation 
to purchase or sell these securities. It should not be 
assumed that any investment in these securities was, 
or will prove to be, profitable, or that the investment 
decisions we make in the future will be profitable or equal 
to the investment performance of securities referenced 
herein. There is no assurance that any securities 
referenced herein are currently held in the portfolio or 
that securities sold have not been repurchased. The 
securities mentioned may not represent the entire 
portfolio. 
Lazard Asset Management (“Lazard” or the “firm”) 
actively manages client portfolios with the objective 
of delivering positive investment performance and 
maximizing long-term shareholder value. Portfolio 
managers at Lazard have discretion to incorporate ESG 
considerations into their investment processes, and 
to what degree. Information concerning a particular 
investment strategy’s utilization of ESG considerations 
(including its status as ESG Integrated or Sustainability 
Focused under our procedures) are set forth in 
Lazard’s description of that strategy, or are available 
upon request. Other disclosures herein may describe 
sustainable investment views and resources that 
Lazard’s ESG professionals have developed to assist 
our clients and portfolio management teams. However, 
unless expressly disclosed, readers should not assume 
that these views and resources are incorporated in a 
portfolio management team’s investment process.
This document is provided by Lazard Asset Management 
LLC or its affiliates (“Lazard”) for informational 
purposes only. Nothing herein constitutes investment 
advice or a recommendation relating to any security, 
commodity, derivative, investment management service, 
or investment product. Investments in securities, 
derivatives, and commodities involve risk, will fluctuate 
in price, and may result in losses. Certain assets held in 
Lazard’s investment portfolios, in particular alternative 
investment portfolios, can involve high degrees of risk 
and volatility when compared to other assets. Similarly, 
certain assets held in Lazard’s investment portfolios may 
trade in less liquid or efficient markets, which can affect 
investment performance. Past performance does not 
guarantee future results. 
This document is intended only for persons residing 
in jurisdictions where its distribution or availability is 
consistent with local laws and Lazard’s local regulatory 
authorizations. The Lazard entities that have issued 
this document are listed below, along with important 
limitations on their authorized activities. 

United Kingdom, Finland, Ireland, Denmark, Norway 
and Sweden: The information is approved, on behalf 
of Lazard Fund Managers (Ireland) Limited, by Lazard 
Asset Management Limited, 50 Stratton Street, London 
W1J 8LL. Incorporated in England and Wales, registered 
number 525667. Lazard Asset Management Limited 
is authorised and regulated by the Financial Conduct 
Authority. 
Germany and Austria: Lazard Asset Management 
(Deutschland) GmbH, Neue Mainzer Strasse 75, 60311 
Frankfurt am Main is authorized and regulated in 
Germany by the BaFin. 
Belgium and Luxembourg: This information is provided 
by the Belgian Branch of Lazard Fund Managers Ireland 
Limited, at Blue Tower Louise, Avenue Louise 326, 
Brussels, 1050 Belgium. 
France: This information is provided by Lazard Frères 
Gestion SAS, 25, rue de Courcelles 75 008 Paris. 
Italy: This information is provided by the Italian branch of 
Lazard Asset Management (Deutschland) GmbH. Lazard 
Asset Management (Deutschland) GmbH Milano Office, 
Via Dell’Orso 2 - 20121 Milan is authorized and regulated 
in Germany by the BaFin. 
Netherlands: This information is provided by the Dutch 
Branch of Lazard Fund Managers (Ireland) Limited, which 
is registered in the Dutch register held with the Dutch 
Authority for the Financial Markets (Autoriteit Financiële 
Markten). 
Spain and Portugal: This information is provided by 
the Spanish Branch of Lazard Fund Managers Ireland 
Limited, at Paseo de la Castellana 140, Piso 100, Letra E, 
28046 Madrid and registered with the National Securities 
Market Commission (Comisión Nacional del Mercado de 
Valores or CNMV) under registration number 18. 
Andorra: For Andorran licensed financial entities only. 
This information is provided by the Spanish Branch 
of Lazard Fund Managers Ireland Limited, at Paseo 
de la Castellana 140, Piso 100, Letra E, 28046 Madrid 
and registered with the National Securities Market 
Commission (Comisión Nacional del Mercado de 
Valores or CNMV) under registration number 18. This 
information is approved by Lazard Asset Management 
Limited (LAML). LAML is not regulated or authorised 
by or registered in the official registers of the Andorran 
regulator (AFA). 
Switzerland and Liechtenstein: Lazard Asset 
Management Schweiz AG, Uraniastrasse 12, 
CH-8001 Zurich.


