
 

The THOMSON REUTERS PEER MONITOR ECONOMIC 
INDEX (PMI) 1 slipped 1 point to 55 in the second quarter 
– while transactional practices continue to show 
strength, overall demand growth was not as strong as 
Q1.  Demand2 for large law firm services was up 0.5% – 
the second consecutive quarterly gain.  Year-to-date 
demand is up 0.7%. 

Worked rates rose 3.1%, down slightly from the first 
quarter.  Productivity fell as headcount rose faster than 
demand.  Expense growth has flattened, but is still running 
ahead of demand. 

As we pass the midpoint of the year, 2014 continues to be 
marginally better than 2013.  Gains are modest but 
somewhat tenuous, as productivity and headcount still 
struggle to find an appropriate balance with demand levels.   

Strength in transactional practices continues to fuel the 
market.  Corporate work was up 3.6% in the quarter, and is 
up 4.3% for the year.  Although real estate was up only 
0.8%, it marked the fifth consecutive quarterly gain.  Tax 
work was up 4.2%. 

Litigation continues to be the negative counterbalance to 
strength in transactional practices.  Litigation fell 1.3% – its 
eighth consecutive quarterly drop.  Patent litigation fell 1.5%.  

Patent prosecution work continues to be one of the strongest 
practices, rising another 5.7% in the second quarter.  Labor and 
employment was flat.  Bankruptcy was down 8.8%. 

Am Law Second Hundred continues to drive much of the 
gain in the overall legal market.  Demand was up 2.2% in the 
second quarter – the only market segment to show demand 
growth for both the quarter and year-to-date.  However, 
rate growth lags significantly below Am Law 100.  
Productivity was flat for Am Law Second Hundred despite 
having the highest headcount growth.     

Am Law 100 growth continues to be flat while Midsize 
demand fell 0.9%. Both Am Law 100 and Midsize have 
shown flat or declining demand growth for six 
consecutive quarters. 

 

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 3.1% in the second quarter. While a 
small dip from the first quarter, year-to-date rate growth 
is still marginally higher than last year. Standard rates also 
pulled back slightly in the second quarter.  

Collected realization held steady at 83.6%, temporarily 
bucking the downward trend seen in recent years.  
However, levels remain near historic lows. 

Cash collections rose a strong 3.8% compared with the 
same period a year ago, and up 0.6% from Q1.  However, 
comparisons with Q2 2013 are complicated because of 
government sequestration issues last year. Cash 
collections in Q3 and Q4 may provide a clearer picture.  

3

Both direct and overhead expense growth has largely flattened 
out over the last several quarters.  Direct expenses were up 
2.2%, however, headcount growth rose to 1.5% – the highest 
level since 2012. The attorney replenishment ratio4 was 1.2, 
about where it has been for the past few quarters.  

Overhead expenses were up 2.4%.  

Both direct and overhead expense growth have been fairly 
steady – in the 2-3% range – for the last six quarters.  While 
expenses are still rising faster than both demand and 
inflation, firms seem to be getting a handle on managing 
their expense growth and keeping that growth locked 
within a fairly narrow range.  

5

Productivity fell 0.8% following a nearly flat reading in Q1.  
Headcount growth has been slowly rising for the past few 
quarters as firms add positions in anticipation of growth. 

The law firm market sputtered a touch in the second 
quarter.  Demand growth was weaker than the first 
quarter while productivity dropped.  But the market is 
still in position for a stable year so long as the prevailing 
slight upward trend doesn’t suddenly reverse itself in a 
significant way. 

Strength in transactional practices continues to be one 
of the dominant themes, and may support continued 
steadiness in the overall market.  However, weakness in 
litigation, and lagging productivity brought on by hiring 
activity continue to be drags on the market.  Strength in 
transactionals has been sufficient to offset the 
weaknesses during the first half of the year but there is 
growing concern over permanent pressure in litigation 
practices for large firms.  

So while the market this year continues to have its bumps 
and struggles, for the most part things continue to run 
ahead of last year’s pace, although greater challenges may 
lie ahead in the slower summer months and end of year. 

 

 

 
While it is still unclear whether the market is more likely to 
inch along for the remainder of the year or is poised for a 
breakout, questions persist about the nature and direction of 
industry change. The tug-of-war continues among industry 
leaders along the continuum from radical to conservative 
models, all seeking validation for success during the current 
economic cycle.   

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.  
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While 2014 is so far running either at or slightly ahead of last 
year’s pace in terms of demand and rate growth, one 
sticking point remains: productivity levels continue to lag, 
compared against pre-recession levels, and even over the 
past three years. 

While the productivity drop is only 0.5% through the first 
six months of the year, its drag on profitability has been 
annoyingly persistent.  Productivity has fallen in 11 of the 
last 12 quarters, regardless of whether demand has risen 
or fallen. 

One contributing factor: firms have been consistently increasing 
supply faster than demand, responding to the desire to pursue 
growth against the prevailing industry lethargy. Headcount 
growth steadily declined throughout much of 2011 and 2012.  
But since reaching a near-term low of only 0.4% in mid-2013, 
headcount growth has now steadily increased for the last three 
quarters – the 1.5% growth in the second quarter marked its 
highest level in two years.  Firms have been adding capacity in 
anticipation of growth that so far has not materialized to the 
degree that they had hoped. 

For professional service firms, matching capacity with 
demand is always a tricky proposition – market conditions 
can change quickly, and hiring decisions, on the other 
hand, must be made with long-term planning in mind.  
While adding capacity in areas such as transactional and IP 
practices that are showing strong growth can make sense, 
the timing of hiring decisions is becoming more difficult to 
manage given current market conditions, which is driving 
greater growth in alternative legal career paths.  
 
But the fact that productivity has been consistently lagging 
may indicate that firms could benefit from adjusting their 
approach to staffing levels, taking a more strategic view.  
Better matching long-term capacity with demand trends – 
not only at the firm level, but by practice, timekeeper level 
and office location, can help bolster profitability but 
perhaps even more importantly, create greater stability.  

For further discussion on strategies for optimizing hiring 
plans, contact your Peer Monitor consultant. 
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