
 

 

The THOMSON REUTERS PEER MONITOR ECONOMIC INDEX 
(PMI) 1 fell 3 points to 52 in the fourth quarter.  Demand 2 for legal 
services was down 0.6%, reversing gains seen in the third quarter.  
For the year, demand was down 0.7% – as the law firm market 
suffered its first down year since 2010.  Law firms are struggling to 
maintain market share as clients bring more work in-house, and 
as non-law firm service providers, such as legal process 
outsourcing, alternative dispute resolution, and consulting & 
accounting firms continue to make inroads in the legal market. 

Worked rates rose 3.1% – inline with performance for the 
entire year.  Expense growth continues to flatten, with 
both direct and overhead expenses up around two percent 
for the quarter.  Productivity resumed its downward slide 
following a brief positive uptick in the previous quarter. 

The fourth quarter was, in many ways, a reflection of the 
entire year: most measures – demand, rates, productivity, 
expenses, headcount growth – finished nearly the same as 
the averages for the entire year. While there were a few 
bright spots among some of the practices, the market 
struggled for much of the year, and ended with most key 
indicators in the red. 

As a result, firms struggled with profitability – profits per 
equity partner were flat in 2013 compared with 3.2% 
growth in 2012.   

Litigation dipped 0.3% in the quarter. Although it was the sixth 
consecutive quarterly drop, it was the smallest decline in over 
a year.  It finished the year down 1.7%.  IP litigation was down 
0.6% for the quarter and down 2.6% for the year.  Weakness 
in litigation created a major drag on overall demand this year 
that was only partly offset by IP, real estate and some 
transactional practices. 

Patent work was strong all year, rising 4.1% for the quarter 
and 4.4% for the year. It was one of the few practice areas 
that was up every quarter of 2013.  Real estate rose for a 
third consecutive quarter, up 1.5%.  The rebounding 
housing & construction markets provided a boost all year, 
raising the practice 1.6%. Labor and employment was flat 
in the fourth quarter but finished up 1.2% for the year.  

Corporate work fell 1.8% following two consecutive 
quarterly gains.  For the year it was down 0.9%. 

As it was through most of the year, Am Law Second 
Hundred was the strongest market segment.  It was the 
only market segment to show demand growth in the 
fourth quarter – up 1.1%, and up 0.4% for the year.     

1 The PMI is a composite index score, representing the quarter-over-quarter change in 
drivers of law firm profitability, including rates, demand, productivity and expenses. 
Positive factors driving firm profitability will produce a higher score. A score exceeding 
65 generally indicates a healthy operating environment. 
 

2 Demand is defined as the growth in billable hours. 

  
                    The PMI represents the relative rate of change among the major factors influencing law firm  
                                      performance. These factors are tracked individually in the graph below. 
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Am Law 100 was down 0.6% in the fourth quarter and 
down 0.8% for the year, although it had the highest rate 
growth among the market segments. Midsize firms 
trailed all year – down 2.8% in the fourth quarter, and 
down 2.2% for the year.  Midsize was the only market 
segment to experience demand drops in all four quarters. 

Worked rates rose 3.1% in the fourth quarter, and were up 
the same amount for the year.   

Collected realization fell to 83.9%, setting another all-time 
low.  This is somewhat unusual, as realization is often 
stronger in the fourth quarter as firms try to close out their 
books on a positive note. 

Collected rates are growing but the relationship between 
discounts, bills, and collections is changing and greater 
pressure exists at all stages, with gaps widening at the billing 
and collection points.  

Cash growth was a mere 2.3% in 2013, down from 4.0% in 
the previous year.  However, cash growth showed some 
signs of strengthening as the year wore on.  

3

Expense growth continued to flatten with a slight downward 
bias in Q4.  For the past three quarters, both direct and 
overhead expense growth have been hovering around two 
percent.  While the slowdown in cost growth is encouraging, 
expenses continue to run ahead of revenues. 

Direct expense growth declined slightly in the fourth quarter 
to 1.8%. Headcount growth has slowed dramatically – from 
2.8% in 2011 to 1.7% in 2012 to a mere 0.8% in 2013. The 
attorney replenishment ratio 4 held steady at 1.2; despite the 
slowing in headcount growth, firms continue to add new 
attorneys at a faster rate than attrition.  

Overhead expenses grew only 2.0% for the quarter, the 
slowest growth rate in almost three years. 

5

Productivity fell 1.5% in the fourth quarter.  Even though 
lawyer headcount growth has been steadily declining for the 
last several quarters, demand has dropped faster than firms 
can restrict supply.  Productivity has dropped in nine of the 
last 10 quarters. 

For the year, productivity was also down 1.5%.  Without an 
upturn in demand in 2014, firms may be facing the prospect 
of either trimming their ranks or else suffering further 
declines in profitability. 

Early on, we believed that 2013 would be a challenging year 
for firms and that was largely borne out.  Profitability was 
flat with minimal cash growth.  The market never recovered 
from a poor start; a flat second quarter and a modestly 
improved third quarter were bracketed by a weak start and 
finish to the year. 

Importantly, however, 2013 may not necessarily be an 
indication of how 2014 will shape up. Despite the weak 
fourth quarter, there are pockets of optimism.  Cash 
positions improved slightly as the year wore on.  IP, real 
estate and some other transactional practices have been 

showing some resilience. Further improvement in the 
economy could mean additional lift for those practices.  

Some economists are forecasting that 2014 could show the 
strongest growth since the recession, boosted by low energy 
prices, global stability and lower risk of fiscal fireworks and 
government shutdown threats from Congress.  The current 
economic forecasts provide reason for cautious optimism in 
2014 that a stronger overall economy could potentially 
mean more demand for law firm services. 

However, it is important to note that similar forecasts of bluer 
skies have risen in the past few years only to see brief gains stall 
out. And even with any economic pickup, it’s important to bear 
in mind that the legal market is starting from behind, and many 
of the same headwinds that have frustrated firms in recent 
years remain in place. 

Down the road we may look back at 2013 as a warning shot 
across the bow that firms need to pursue new strategies and 
approaches if they hope to return to meaningful growth. 

Given the many cross currents in play, law firm leaders are 
no doubt anxiously waiting to see what 2014 holds for them. 

For more information on the PMI, and how Peer Monitor can 
help your firm successfully manage through today’s economy, 
please contact Mark Medice at 412-203-2155 
(mark.medice@thomsonreuters.com) or visit 
peermonitor.thomsonreuters.com. 
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2013 was clearly a struggle to achieve top-line 
growth. The law firm market saw its first decline in 
demand growth in more than three years, as firms 
were battered by a “perfect storm” of client pressure 
to reduce legal expenses, some down-market 
movement in procurement of legal services and the 
growing emergence of non-firm providers such as 
legal process outsourcing. 

Firms are doing an admirable job of holding the line 
on costs – headcount growth in particular has slowed 
significantly over the past two years – and are also 
keeping a tight rein on overhead expenses.  Firms 
have largely reached their limits on cost controls, 
and they are unlikely to improve their profitability 
strictly through cost reductions, as they have in the 
past. 

That said, there is still room for firms to achieve 
efficiency gains – improving quality of service and 
increasing work output with the same level of 
resources. Structural changes to improve efficiency 
in all phases of the firm could help achieve top-line 
growth while holding the line – or even reducing – 
expenses.  

For further discussion on law firm efficiency trends 
and strategies, contact your Peer Monitor 
consultant. 
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