
 

 

 

The THOMSON REUTERS PEER MONITOR ECONOMIC INDEX 
(PMI) 1 fell 3 points to 54 in the fourth quarter.  Demand 
inched higher while weak productivity and rate growth, 
coupled with rising expenses, clearly dampened 
profitability.  Demand2 for large law firm services rose 0.1% 
– the fourth consecutive quarterly gain.  Full year demand 
rose 0.7% – the best annual demand growth since 2011 – 
and a turnaround from the decline seen in 2013. 

Worked rate growth slowed to 2.9%, a value not 
experienced since early 2011.  Amidst rising headcount, 
productivity slumped 1.2% and expense growth accelerated 
slightly. 

While the fourth quarter capped a positive year in terms of 
demand, it also highlighted several challenges that still 
confront the market.   

Transactional practices continue to power much of the 
market’s overall gains, while litigation demand has now 
been in the red for ten consecutive quarters. 

General corporate work was up 1.8% for the quarter, rising 
3.3% for the year.  Real estate work gained 1.1% in Q4, up 
2.1% for 2014.  Tax work managed to advance 0.9% for the 
quarter and 3.1% for the year. Mergers & acquisitions were 
positive 2.5% and 4.3% for the quarter and year, respectively. 
All four transactional practices rose each quarter in 2014.  

Litigation dropped 1.3% in Q4 and was down 0.9% for 
the year.  Similarly, patent litigation has also failed to 
grow the past 10 quarters – dating back to 2011 since 
its last positive year – dropping 2.0% for the quarter 
and 1.2% for the year.   

Patent prosecution work, which had been one of the 
stronger practices of 2014, rose 1.7% for the quarter 
and 2.8% for the year.  Labor and employment 
managed improvement in two of the quarters this year; 
however Q4 was not one of them, demand declined 
0.3% and was down 0.1% for the year.  Bankruptcy 
remains very soft, falling 14.1% in Q4 and 9.7% in 2014. 

As we saw throughout 2014, Am Law Second Hundred was 
the clear winner while Midsize firms trailed and Am Law 100 
split the difference.  In fact, Am Law Second Hundred firms 
have experienced seven consecutive quarters of growth; 
this segment has also outperformed the other two 
segments each of these 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 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 Second Hundred had by far the strongest demand 
growth, up 2.3% for 2014. Am Law 100 finished the year 
with two consecutive quarters of demand growth, and 
positive demand growth for the year, along with the 
highest rate growth of any market segment.  Midsize was 
the only segment to not see demand growth during 2014, 
and has not seen a positive quarter since 2012.  

Worked rates rose only 2.9% in the fourth quarter – the 
lowest rate growth in more than four years.  While rate 
growth of 3.1% for the entire year matched rate growth of 
2013, the deceleration at the end of the year creates weak 
rate momentum heading into 2015.  

Standard rates, meanwhile, were up just over 3.0%.   

Collected realization continues to bump along historic lows 
at 83.8%. Cash collections rose 3.8% compared with the 
same period a year ago – and an increase from Q3 2014.  

3

Unable to muster much top line growth, firms have been 
reliant on expense management to maintain profit levels.   

Direct costs increased 3.3% in Q4 due to continued headcount 
growth (1.4%) and a nominal increase in compensation for 
existing attorneys.  Overhead growth was 2.7% for the quarter, 
up from 2.3% in Q3.  The attorney replenishment ratio4 was 
1.1, about where it has been for the past few quarters.  

5

Given current hiring patterns compared with demand for 
legal services, supply continues to outstrip demand, 
yielding five consecutive quarters of contracting 
productivity growth.  Q4 productivity turned lower, falling 
1.2%, and for the year, productivity fell 0.6%. 

2014 was a year of limited progress following a difficult 
2013. While gains were modest at best, they were 
positive nonetheless, and remarkably consistent.  The 
market scored four consecutive quarterly gains in 
demand for the first year since 2007. 

Expenses are rising faster than demand.  2015 profitability 
largely hinges on the ability of firms to bring headcount and 
overhead expenses in line with what likely be a slow growth 
environment at best.  

However, transactional practices are providing a good 
underpinning for the market, and there are signs that even 
litigation may be improving. 

 

For more information on the PMI, and how Peer Monitor 
can help your firm successfully manage through today’s 
economy, please contact Mike Abbott at 651-848-4114  
or michael.abbott@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 was a positive year in most respects, the gains 
were not evenly distributed. 

The shape of the market continues to evolve – both by 
practice area and market segment.  We are continuing to see 
long-term shifts in the fundamental makeup of the market.  
Two of those trends were particularly evident in 2014. 

Practice growth has largely shifted to transactional 
services.  Corporate, M&A, real estate and tax work 
showed consistent growth in 2014.  Litigation, on the 
other hand, has not had a positive quarter since Q2 2012.  
Alternative service providers such as LPOs, tighter 
corporate litigation budgets and priorities, and growth of 
alternative fee arrangements, continue to slowly erode 
what was once a mainstay of law firms.   

Since transactional and litigation practices now each make 
up about one-third of total firm billings, the tug-of-war 
between the two will largely determine whether the 
overall law firm market continues to grow or not. 

At the same time, another dynamic is shifting some work 
just slightly down-market between segments.  Clients are 
increasingly seeking firms that are “just big enough” – with 
enough scale to effectively handle the work, but without 
requiring the highest tier of infrastructure and cost.  
 
The legal market is unmistakably transforming and 
shifting.  Firms that are best able to anticipate and react to 
these changes will be more favorably positioned to 
perform in the new market dynamic.   

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