
 

The THOMSON REUTERS PEER MONITOR ECONOMIC INDEX 
(PMI) 1  rose 4 points to 56 in the first quarter, highlighted by 
growth in transactional practice areas.  Demand2 for large 
law firm services was up 0.9%, reversing a drop in the 
fourth quarter.  It also marks a reversal from last year’s 
decline in the first quarter, which was a particularly weak 
period because of government sequestration issues. 

Worked rates rose 3.4%, slightly better than the average for 
all of last year.  The recent downward trend in productivity 
moderated in the first quarter. Expenses rose, however, 
growing at a faster rate than the past few quarters. 

Overall, 2014 has gotten off to a fair start, with steady, if 
unspectacular growth, improving rates and productivity, and 
a more optimistic outlook for the overall economy.  Rising 
expenses, however, could be a drag on profitability unless 
demand continues to rise or cost controls are enforced. 

The major looming question, however, is to what degree 
demand for law firm services is shifting because of current 
cyclical patterns as well as the increasing presence of new 
competitors.   

Transactional practices continue to strengthen, and drove 
much of the improvement seen in the first quarter.  Corporate 
work was up a strong 5.0%.  Real estate rose 3.7% – its fourth 
consecutive up quarter. 

Litigation remains a drag on performance, falling 1.0%.  
While an improvement over the 1.7% drop seen in all of 
2013, it was still the seventh consecutive quarterly drop.   
Patent litigation was down 1.1%.  

Tax work was up 6.7%. 

Patent work, which was one of the strongest practices last year, 
cooled off slightly but was still up 0.9% in the first quarter.  Labor 
and employment fell 1.4%.  Bankruptcy was down 5.9%. 

2014 started much the way 2013 went, with Am Law 
Second Hundred showing the greatest strength.  In fact, it 
was the only market segment to show increases in demand 
(up 3.2%) and productivity (up 1.2%) in the first quarter.  
Am Law 100 growth was flat while Midsize demand fell 
0.7%. Both Am Law 100 and Midsize have shown flat or 
declining demand growth for five consecutive quarters.     

Am Law 100 showed markedly higher rate growth (4.3%) 
than Am Law Second Hundred (3.0%) and Midsize (2.6%) 
in the first quarter. 

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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Worked rates rose 3.4% in the first quarter, a slight 
improvement from the 3.1% average growth last year. 
Meanwhile, standard rates were up 3.3%, indicating that 
firms are perhaps feeling enough confidence to increase 
their billing rates.  

Meanwhile, collected realization fell to 83.5%.  Realization 
continues the slow, steady decline seen over the past 
several years, reaching another all-time low in the first 
quarter.  However, improving demand and rate growth 
helped boost cash collections by a strong 3.2%.  It is 
important to note, though, that Q1 2013 may have 
provided a somewhat low bar for comparison, as 
collections were slightly muted at that time by 
government sequestration issues.  

3

Expense growth crept upwards in the first quarter, which may 
reflect firms’ willingness to invest in light of possible market 
improvement.  Direct expenses rose 2.2% – the highest growth 
since Q4 2012.  Headcount growth was 1.1% – slightly ahead of 
last year’s levels. The attorney replenishment ratio4 was 
slightly below 1.2.  While firms continue to add new attorneys 
at a faster rate than attrition, the ratio has been inching 
downwards for the past two-and-a-half years.  

After steadily declining throughout 2013, overhead expense 
growth rose to 2.5%, jumping back to the highest level in 
the last four quarters.   

Which expense growth dampened profitability slightly, it 
may reflect new investment in attorneys, technology and 
business development in anticipation of a more robust 
2014.  We will continue to monitor closely to see if 
expenses grow inline with demand. 

5

Productivity declined 0.2%.  While a smaller decline than in 
the fourth quarter, productivity has still fallen in 10 of the 
last 11 quarters. Even though lawyer headcount growth has 
been steadily declining, supply is still running ahead of 
demand.  Firms continue to add billable talent in hopes of 
gaining share if demand picks up. 

Overall, law market performance improved in the first 
quarter, which reflects a cautious sense of optimism that 
seems to be pervading the market. The rise in demand in 
the first quarter – albeit modest – was welcomed, 
particularly following a weak 2013 that saw the first year-
over-year drop in demand since 2010. 

Economists are fairly sanguine about the outlook for the 
overall economy.  Economic activity is expected to pick up 
slightly, despite rising interest rates and the announced 
tapering of the Federal Reserve’s quantitative easing program.  
A stabilizing global economy, especially in Europe, and the 
absence of fiscal fireworks in Washington during an election 
year is raising hopes for a slightly stronger domestic economy.  

Firms may be slightly ramping up their investment in talent, 
infrastructure and marketing in anticipation of further 
improvement in market conditions, particularly in 
transactional practices. 

At the beginning of 2013, we said that it might be one of the 
most challenging years for firms in recent memory, and that 
was largely borne out for many if not all large law firms.   

2014 has the potential to be a year of modest acceleration. 
The law firm market could see improvement if things 
continue to fall into place, especially if the economy manages 
to hit a slightly higher gear after several years of sluggishness. 
In addition, the entire industry has undergone significant 
change since the recession, and appears to be moving rapidly 
towards new business and service delivery models, with new 
competitors and more outside investment driving much of 
the change.  Finding one’s sweet spot in any upcoming 
economic turn will be central to achieving success. 

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. 

3 Includes both direct expenses (salaries, fringe benefits and professional fees associated with 
billable timekeepers) and overhead expenses (all other nondirect expenses, including staff 
compensation, marketing, technology, occupancy, office expenses and research). 

4 Attorney replenishment is the ratio of new attorneys to the firm divided by those 
departing.  A result greater than 1 indicates growing capacity, while a result less than 1 
signals a contraction. 

5 Productivity is defined as hours per attorney and represents the ratio of capacity to 
market demand.  

 
 

© 2014 Thomson Reuters 

 

  

 

Without question, one of the more noteworthy recent 
developments has been the gradual re-emergence of 
transactional practices.  Corporate work has risen in three of 
the last four quarters.  Real estate work has been steadily 
improving along with the housing and commercial 
construction markets.  Growth in transactional practices 
played a sizeable role in lifting overall law firm demand in 
the first quarter. 

In particular, strength in transactional practices is helping 
to offset weakness in litigation-related practices, which 
continue to lag and comprise roughly 40% of total law firm 
billings. In addition, some practices that had been leaders 
last year, such as IP and labor & employment, had more 
tempered results in the first quarter. 

The recent strength in transactional practices may also be 
promoting more uniform performance across the law firm 
market.  Over the past few years, we have been seeing a 
sizeable disparity in law firm performance.  While the overall 
demand for law firm services has largely been flat, a large 
percentage of firms were showing either marked 
overperformance or underperformance relative to the mean 
law firm performance. 

However, in the first quarter, 70% of Peer Monitor firms 
saw growth in transactional practices.  The precise cause 
of this may be difficult to pin down.  One possibility is that 
unlike, for example, high-stakes litigation, clients may 
perceive less differentiation between firms in the quality 
of services offered for handling transactional matters. 
Regardless of the cause, if the trend continues towards 
stronger transactional practices, this may drive the 
thinking and strategy for firms in 2014, especially if the 
year pays off on its early promising signs.  

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