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firms every year and this attracts 
very little media attention. What 
is now clear is that law firms are 
re-examining their partner re-
quirements for the future and 
raising the bar for acceptable lev-
els of partner performance. Part-
ner performance is not just based 
on billable hours or billings but 
includes attracting and managing 
clients, training and developing 
younger lawyers, developing the 
firm’s profile and reputation and 
management responsibility for 
practice groups and teams. Tradi-
tionally, firms would choose ‘soft’ 
targets to be asked to leave such 
as partners nearing retirement 
age. However, the introduction 
of age discrimination legislation 
means that firms have to be able 
to show that partners have been 
selected for removal or de-equiti-

The current economic 
downturn has hit law 
firms harder and faster 

than previous recessions. This 
has been caused by several fac-
tors. Firstly, this recession started 
in the financial sector and many 
law firms’ largest clients are in-
vestment and commercial banks. 
Secondly, the freezing of the 
credit markets has frozen any lev-
erage out of M&A and property 
investment activity and the rapid 
globalisation of the recession has 
meant that even (or especially) 
the larger global law firms have 
been seriously affected.
	 Faced with the downturn law 
firms envisage a poor 2009, and 
at best, a difficult 2010. As law is 
usually a lagging indicator, even 
if the technical recession ends in 
late 2009 (which is an optimistic 
view) it is likely that financial and 
corporate activity will not sig-
nificantly increase until at least 
12 months after the start of the 
economic recovery.
	 Given the prospect of a sus-

tained period of reduced activity 
many British and US based firms 
have been actively examining all 
aspects of their cost base. People 
are the highest proportion of a 
firm’s costs so we have already 
seen some significant redundancy 
programmes of lawyers and sup-
port staff as recruitment freezes. 
Performance reviews and natural 
staff turnover have proved to be 
inadequate tools to cope with the 
rapid reduction in demand for 
legal services. More and deeper 
redundancy programmes can 
be expected over the next few 
months.
	 But firms are also looking at 
partner performance and partner 
headcount as a means of adjust-
ing the size of their business and 
mitigating the reduction in earn-
ings of the remaining partners. 
The larger law firms already have 
well-established partner review 
processes and clear financial 
packages for retiring partners. In-
deed, many partners, as a matter 
of course, ‘retire’ from the largest 

Partnerships in the downturn 

PLANNING FOR 
THE WORST
Recession has forced many firms to remove partners. 
If European practices believe this is a problem only 
for large global firms, they should think again. The 
market may not bounce back until 2011… 

by Tony Williams*
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sation based on objective criteria 
not based on age. The relative 
lack of immediate career options 
for departing partners makes the 
possibility of claims against a 
firm a real possibility.
	 It is also important that firms 
do not make knee-jerk decisions 
and remove partners of long-
term value to the firm or cause 
a level of fear and resentment 
that further undermines the trust 
and confidence of the remaining 
partners. Accordingly, firms need 
to approach any partner reduc-
tion programme with sensitivity. 
If there are clear performance 
criteria these should be fairly and 
objectively applied. A manage-
ment or senior partner that pro-
tects his non-performing friends 
whilst removing other partners 
will soon lose the trust and sup-
port of the partners. Departing 
partners should be treated fairly 

financially and be able 

to leave with 
as much dignity as 

possible. Many will have been 
with their firm over 20 years and 
a too brutal approach can seri-

ously damage the already strained 
culture in the firm.
	 In addition to equity partners, 
one group that will be in the 
spotlight in this process will be 
the non-equity partners. This 
group grew significantly in the 
boom times. They were able to 

lead matters unsupervised and 
they helped to increase leverage 
and equity partner profits. How-
ever, in the downturn they are 
a very high relatively fixed cost. 
They probably do not have suf-
ficient client management or cli-
ent development skills, or they 
would already be equity partners. 
With firms facing more pricing 
pressure there is a business im-
perative to push work down to 
more junior and cheaper lawyers. 
This is also necessary to ensure 
that such junior lawyers have the 
necessary experience when the 
economy eventually turns for the 
better.
	 The US and UK firms have 
enjoyed a very profitable time in 
recent years and now face at least 

a couple of difficult and challeng-
ing years. Some firms will not 
survive, some will merge, the cul-
ture and leadership of firms will 
be tested like never before. Many 
partners will face departure from 
their firms, de-equitisation or a 
move to consultant status. It will 

be a difficult and humbling expe-
rience for all concerned.
	 It would be tempting for many 
lawyers not in such law firms to 
deride the business model of the 
larger firms and the challenges 
that they are now facing. But this 
may be premature.
	 Many UK and US firms have 
grown rapidly and profitably 
over the last 15 years. Many have 
achieved a significant interna-
tional footprint and are among 
the leading law firms in many 
European business and financial 
centres. But many of the major 
law firms in Continental Europe 
have also grown significantly in 
size and have developed either 
their own offices or alliance struc-
tures outside their home market. 

“To cope with the rapid 
reduction in demand 
for legal services, more 
and deeper redundancy 
programmes can be 
expected”	

Tony Williams
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How will these firms respond to 
the changing marketplace?
	 Such firms have a number of 
advantages over their more ex-
pansive US and UK based com-
petitors. First, they have a very 
strong reputation, client list and 
contact base in their home coun-
try so even if activity is down they 
would hope to obtain a signifi-
cant market share of the available 
work. Second, in many countries 
they are less dependent on the 
financial sector for their work. 
All work will be under pressure 
but the financial sector is most 
badly hit. Third, they tend to 
have a lower cost base than the 

larger firms, salaries for lawyers 
tend to be lower than in London 
or the US, they do not have large 
international operations that 
need management and extensive 
IT and information systems and 
therefore their cost base is un-
likely to be as large, as a propor-
tion of revenues, as in the major 
UK and US firms. Quite simply, 
the higher a law firms cost base 
as a percentage of revenues the 
sooner it has to reduce its costs as 
revenues fall.
	 These factors will help the 
firms in Continental Europe 
but depending on the depth and 
length of the recession they may 

be insufficient to prevent firms 
considering other cost cutting 
measures including the removal 
of partners. The pressure or oth-
erwise for such action will depend 
on the size of the firm, its client 
base, its culture and its profit 
sharing mechanism. Smaller, 
more collegiate firms may decide 
to share the pain together rather 
than to eject a partner. However, 
many larger firms may find this 
more difficult. A challenging 
market starkly demonstrates a 
partner’s drive, ambition, ability 
to adapt and client getting and 
keeping skills. In a boom time 
these skills are often assumed but 

in a recession they are clearly vis-
ible.
	 It is likely that European firms 
will try to defer taking decisions 
to remove equity partners or de-
equitising them until late 2009 
and 2010. Many firms will try to 
address these issues quietly and 
incrementally, easing out one or 
two partners at any one time rath-
er than the larger programmes 
announced by the larger US and 
UK firms. Even this approach is 
not without risks. A prolonged 
period for partnership depar-
tures can destabilise the partner-
ship and damage morale and the 
culture of the firm. Partners may 

dread meetings with the manag-
ing partner in case they are next 
for the chop. In a smaller more 
intimate firm, any partner de-
partures are especially emotional 
and difficult. Indeed, many firms 
may not have the power in the 
partnership agreement to remove 
a partner without cause and even 
if they do it may require a super-
majority of partners, something 
very difficult to achieve if all 
partners are insecure about their 
future.
	 It is clear that the larger US and 
particularly UK firms have been 
the first to address the issue of 
retrenchment and the removal of 
partners. Other more dramatic 
moves in their markets, and in 
these firms’ offices across Conti-
nental Europe, can be expected. 
Given the size and client base 
of these firms, it was inevitable 
that they would need to address 
these issues relatively early. Many 
of the independent Continental 
firms may claim that no such 
drastic action will be necessary in 
their firms or that the collegiate 
nature of their firms makes such 
action unnecessary or unaccepta-
ble. The more far-sighted leaders 
of these firms will be considering 
their options and identifying ac-
tion points if the recession deep-
ens or continues longer than they 
expect. It is right to hope for the 
best but always prudent to plan 
for the worst. TLi

* The author is a principal of Jomati 
Consultants, a UK-based legal consult-
ing business.

“Major Continental law firms have grown 
significantly in size; how will they respond 
to a changing market place?”	


