What a Legal

Recession

[.ooks Like

Today’s big-firm associates and junior partners weren’t
even in law school during the last deep, sustained legal
recession.

You have to go back to the early 1990s to find the
last time major law firms suffered through year after
year of negative growth. That recession hit hardest in
Manhattan, where the health of big firms is tied most
closely to the vicissitudes of Wall Street.

It’s too soon to know how long the current downturn
will last—either for the economy as a whole or for major

law firms in particular. But looking back to the last re-
cession reminds us of the sequence every downturn fol-
lows: starting with denial that it’s happening, then the
struggle over what needs to be done to survive it and,
finally, surprise—it’s over.

I spent the first half of the 1990s reporting about the
recession for the New York Law Journal, watching firms
make—or, in some cases, not make—that journey. Join
me on a scary trip down memory lane and, quite possi-
bly, into our future. —FEdward A. Adams
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Revenue per Legal headhunters and ~ Several large
lawyer rose at the law firm consultants firms shift
city’s largest firms report big firms are health care
in 1989 by 8 per- overstaffed and quietly  costs to
cent, but operating asking more associ- associates,
expenses—driven ates than usual to increasing
by higher rents, leave during annual the amount
increased asso- performance reviews. the lawyers
ciate compensa- “There can't be any pay by as
tion and a jump question that business ~ much as

1000 in health care is down, but it isnt like — $1,000
costs—rose by Wall Street,” says a year.

12 percent,

according to a

Cravath, Swaine &
Moore presiding

SEPTEMBER

Several major firms
say they wi‘! rely on
summer associate
programs to safisfy all
their permanent hiring
needs, creating a
nasty fall recruiting
season for students
who either did not
get an offer or were
unhappy with their
summer experience.

@ After increasing

NOVEMBER

The 504-awyer Milbank, Tweed, Hadley
& McCloy dismisses 39 associates and

is the first firm to publicly admit asso-
ciate departures are a result of the
recession.

DECEMEBER
The 250-attorney Shea & Gould asks five
partners to leave in an effort to boost its
revenue-perlawyer figure.

@ The 300-lawyer Mudge Rose Guthrie
Alexander & Ferdon, which saw 10 parfners
take $17 million in business to other firms in

MAY

The 73-lawyer
Webster &
Sheffield closes.
Summer associ-
ates get $1,000
checks rather than
the jobs they were
promised.

JUNE

Summer associate
classes at the 25
largest firms shrink
by an average of
21 percent com-

pared to 1990.

AUGUST

The Association of the
Bar of the City of New
York issues guidelines
on how to ethically fire
associates after press
reports that some firms

have attributed dismissals

that were caused by the
recession to the associ-
ates’ alleged poor
performance.

® Columbia University
reports 7 percent fewer
firms conduct on-campus
interviews for summer
and fi rst—{ecr associates.

SEPTEMBER

The size of firstyear associate
classes drops 13 percent on
average af the city’s 25 largest
firms, as compared to 1990,

® Cadwalader, Wickersham &
Taft; Kelley Drye & Warren; and
Simpson Thacher & Bartlett
create waiting lists for permanent
jobs, telling some summer asso-
ciates they can return as first-
ears in 1992 only if some
efter-performing summer
associates decline job offers.

@ Skadden, Arps, Slate,
Meagher & Flom dismisses 45

& 3000

OCTOBER

For the first time in decades, some
of the city’s largest firms cut
associate pay. At the Manhattan
office of Cleveland’s Jones Day,
second-year associates now earn
$77,000—less than the $83,000
earned by firskyears.

2000

@ Skadden Arps axes 8 percent
of its 400-member New York
secretarial staff. Shearman &
Sterling lays off 6 percent of its
77 4-person New York
administrative staff.

1000

DECEMBER
Lateral associate hiring drops another

Price Waterhouse partner Samuel Butler. first-year associate pay 1990, asks five partners to leave. New York University associates because it doesn't 50 percent at the city's 25 largest
study. “It isn't that kind of a by 9 percent in 1989, posts a 3 percent have enough work to keep them firms in 1991 compared to 1990, to
disaster area yet.” to $83,000, the city's ® Lateral associate hiring drops 38 percent decline. busy and freezes pay for all an average of just five associates.
major firms hold pa at the city's 25 largest firms in 1990 com- those who remain.
steady in 1990. pared to 1989 —to an average of 10 @® New York law firm profits drop 6
associates. gercenf from 1989 to 1991, to $2.8
illion, according to city tax records.
i ! : : ! : : : : i
General Manuel South Africa The U.S. recession Iraqi troops East and West ~ Margaret Thatcher The U.S. and allies The U.S. A cease-fire Boris Yeltsin is inaugurated as The U.S. Senate, by a vofe The Soviet Union breaks
Noriega surrenders  frees Nelson officially begins. invade Germany are resigns as Brifish begin the Persian recession ends the Persian  the first freely elected president ¥ of 52.48, confirms Clarence up after President Mikhail
in Panama. Mandela. » Kuwait. reunifed. prime minister. Gulf War with Iraq.  officially ends, ~ Gulf War. of the Russian Republic. « Thomas for the Supreme Courl.  Gorbachev's resignation.
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Milbank Tweed’s 109- During Columbia’s After a three-year Security offerings by real
member partner ranks are early interview week, slide, firstyear estate investment trusts almost
thinned by 15 percent in the 10 most popular associate hiring at double in the first 11 months
MARCH JUNE JuLy SEPTEMBER DECEMBER 1993. Among the departed law firms account the 25 lurgesi?frms of 1993, to 101 nationwide,
Nationwide, 5 Summer In a poll of The drop in the size ~ Just 10 percent of associates are five partners who were for 18 percent of all increases 3 percent. making real estate—which
percent fewer associate managing partners of firstyear associate  considered for partnership at asked to leave and six who inferview requests— They hire an aver- had been in the doldrums
students take the classes at the at NYC's 25 largest classes at the city’s the city’s 30 largest firms are retired —some reportedly at evidence students are age of 31 new since the late 1980s—the
LSAT this year than 25 largest firms firms, 38 percent 25 largest firms promoted, down from 18 the suggestion of the firm. looking to join firms aftorneys, still 23 year's surprise success sfory.
last. Applications average 34 predict the reces- accelerates, declining  percent in 1988. likely to survive the percent fewer than
drop for the fall students, down sion will be over 15 percent as com- ® The 25 largest firms are recession. the 40 hired in DECEMBER :
2000 1992 entering class 8 percent from for their firms by pared to 1991, ® From 1989 through 1992, taking longer to pay their 1989. Corporate practices show signs 2000
at elite schools, a year before. the end of 1992. law firms earn $770 million bills, paying an average ® Merger talks between of IiE-.\, thanks to the more than
including a @ from business bankruptcies filed of 17 days after the bﬁl is 200-lawyer Lord, OCTOBER 6,000 mergers and acquisitions
percent decline at in Manhattan, uccorcﬁng to due, up ﬁ‘lom 11 days late & Lord, Barrett Smith The biggest law firm announced in 1993, up more
Harvard, 10 percent court records. Just 26 firms in mid-1990, according to and 300lawyer Mudge merger in New York than 10 percent over 1992.
at Stanford and 13 earned half that amount, with Dun & Bradstreet. Rose collapse. A union history, between IPOs are also on the rise,
percent at UC Weil, Gotshal & Manges alone would have created the 215-attorney jumping 36 percent over
Berkeley. earning $59 million. ® Bankruptcy practices city’s fourth-largest firm. Whitman & Ransom 1992 levels.
appear to be cooling, and 100{awyer
® Kaye Scholer ® The number of law firms and with the number of business Breed Abbott ® The cify’s 25 largest firms hire
agrees to pay $41 solo practitioners doing business bankruptcies filed in & Morgan, is an average of 12 lateral asso-
million to federal in New York City drops 19 Manhattan down 9.5 consummated. ciates, up 50 percent from the
1000 regulators to settle percent since 1989, to 6,700 percent for the year ending To thin its ranks, number Eired in 1992, 1000

charges stemming
from its representa-
tion of Lincoln
Savings and Loan.
The firm's insurance
funds the deal, and
malpractice rates for
big firms jump 10 to
20 percent in 1992.

in 1992, according o city tax
records. But those ﬁrms that
have survived are earning more,
with profits of $3.3 billion—
about the same as 8,300 firms
and solos earned in 1989.

March 31, compared to
a year before. Some firms
consider refraining
bankruptcy associates

for other departments.

et

T

the combined firm
dismisses 50
lawyers, including
20 partners and
of counsel.

® Most of the city's biggest
firms report profits per partner
increased 5 percent or less in
1993, with many saying the
year's bottom line was "befter
than expected.”

Bill Clinton PrinceCliatios arel Albomb detonales inithe Uridar Aleria neariwemonih standoff, the FBI Eun-ape’s Maastricht Treaty

Four pc;h'ce officers are acquitted in the Ruth Bader iGr’rrsf:u.rrg
beating of Rodney King. Rioting erupts is elected Princess Diana agree ground garage of New York's storms David Koresh’s Branch Davidian is nominated for the takes effect, creating the
< in South Central Los Angeles. < president. to marital separation. World Trade Center, killing six. , 4 compound near Waco, Texas. A fire kills 72.  Supreme Court. » European Union.
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Shea & Gould associate
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York firm ever to go largest firms
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rofits, an expensive 12 percent

Eeose and partner over 1993
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the end.

2000

1000

JULy

The 191-lawyer
Bower & Gardner
—the city’s largest
medical-malprac-
tice defense firm—
disbands and is
forced into bank-
ruptey by its
creditors.

AUGUST

Lord Day, down
to 125 lawyers
from 200 a year
ago, calls it
quits. Declining
profits and the
departures of key
partners are the
culprits.

SEPTEMBER
Legal headhunt-
ers report lateral
associate hiring
is booming, with
corporate and
reoi)es.tme
departments
leading the
charge. One
recruiter reports
133 corporate
vacancies
citywide, up
from just 40

a year earlier.

® As the legal
recession winds
down, 11 of the
city’s 25 largest
firms have at
least 10 percent
fewer attorneys
than they did

at the height

of the boom in
the late 1980s.

Y

NOVEMBER
Merger talks
between 130-lawyer
Donovan, Leisure,
Newton & Irvine
and Chicago'’s
465-lawyer Winston
& Strawn end when
Winston & Strawn
refuses to take all
the firm’s lawyers.
Donovan Leisure will
close its doors in

1998.

® The 315-attor-
ney Cadwalader,
Wickersham & Taoft,
which has no
termination clause
in its partnership
agreement, slashes
pay for 17 partners
in a bid to oust
them. It works.
Thanks to lower
overhead, profits
jump 20 percent af
the firm in 1995.

The GOP led by New!
Gingrich, wins control of

The Senate confirms
Stephen G. Breyer for
the Supreme Court,

O.J. Simpson is arrested in the murder of
his ex-wife, Nicole Brown Simpson, and
4 her friend, Ronald Goldman.

OJym;:;fc figure skater
Nancy Kerrigan is
attacked.

 the U.5. House and Senate.

DECEMBER
IPOs—which had
provifded one bright
spot for man
ﬂ?ﬁws—cooi gf‘f.
Thanks to interest-rate
hikes by the Federal
Reserve, there are just
245 in the second
half of 1994, down
from 427 during the
second half of 1993.

@ Cravath boosts its
upper-class associate
pay scale by as much
as 10 percent per
class. Seventh-year
associates get o
$15,000 raise, to
$200,000. Other
firms follow suit.

@ Most of the city's
biggest firms report
protits per partner
rose 4 to 8 percent in
1994, and the
recovery finally
appears to be
broad-based.

=

The U.S. rescues
Mexico’s economy with a
$20billion aid program.

APRIL

Firstyear pay of
$85,000 emerges

as the new going rate
at the biggest firms.

It is the first increase

since 1990.

OCTOBER
The 190Jawyer Mudge
Rose, one of Wall Street’s
gre-eminenf municipc|

ond firms that once
counted Richard M. Nixon
as a pariner, dissolves.

® During the recession,
the number of associates
and nonlegal staff em-
|:)|oyed in New York City
aw firms shrank 10 per-
cent, to 69,000, accord-
ing to the New York State
Department of Labor.

DECEMBER

Shea & Gould files for bankruptey
protection days before Christmas,
after creditors who are still owed
$37 million threaten to force the firm

into court.

® The Manhattan branches of U.S.
firms used the recession to bulk up,
largely with the lawyers from New
York firms that went out of business.
By the end of 1995, seven branches
have more than 100 lawyers, up
from just two in 1990. In the second
half of the decade, they'll provide
new competition for the indigenous
Manhattan firms that survived the

recession.

A nerve gas aftack in the
Tokyo subway kills eight
and injures thousands.

A bomb pk:nh:?d by Timothy
McVeigh destroys the Oklahoma
City federal building, killing 168.»

A los Angeles jur-y finds
O.J. Simpson not guilty
of murder charges.
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Israeli Prime Minister Yitzhak
Rabin is slain by a Jewish

extremist at a peace rally.
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