
“Failure is not fatal, but failure to change might be.” 
Coach John Wooden

While 2013 saw more of the same negative trends experienced in the legal industry during the post-recession years, positive 
demand momentum was evident in the second half of the year, which we believe will continue into 2014. However, we do not 
project a return to pre-2008 levels of performance. We believe that we have witnessed a fundamental shift in the market for 
legal services, resulting in a changed and more muted demand environment for law firms. While some elements of demand 
are cyclical, the fundamental changes described in our Client Advisory will require law firms to embrace and respond to a new 
reality. This Client Advisory describes the current and anticipated demand environment, and how law firms are responding to 
the prospects of a more modest market, by examining their best growth opportunities and seeking ways to deliver legal services 
more efficiently. 
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This past year has not brought any seismic shocks to the legal 
industry. Accustomed to tepid demand, intense competition, 
and significant pricing pressure, law firms have adjusted both 
physically and mentally to this post-recessionary environment. 
Since 2008, despite law firms making headcount adjustments 
and other cost management decisions, they have continued to 
battle excess capacity, offer weighty client discounts, and see 
their profit margins under pressure.

But the demand environment appears to be improving. 
Though demand growth was down 0.6% at the end of the 
third quarter of 2013, this was better than the results seen at 
the end of the first quarter and first half of 2013, according 
to Citi Private Bank’s Law Watch Quarterly Flash Statistics 
Report. Looking at the most current information available 
to us at the time of writing — Thomson Reuters Peer Monitor 
(“Peer Monitor”)1 data through November 2013, as illustrated 
in Chart 1 below — we note that demand grew in November. 
However Peer Monitor data also validates our concern that 
demand in the fourth quarter will look unfavorable compared 
to the fourth quarter of 2012,  when we saw an unusual spike 
in demand, driven by an uptick in transactional work.

Chart 1: All Segments: Average Daily Demand — 
January 2007 to November 2013
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Source: Thomson Reuters Peer Monitor data

Overall, revenue grew for all segments, rising 2.7 percent 
for the first three quarters of 2013, with the revenue growth 
trend improving with each quarter. Revenue growth was 
driven by modest rate increases and a shortening of the 
collection cycle.  As the year progressed, we also saw an 
easing of pressure on profit margins, as revenue growth 
outpaced expense growth. It’s worth noting that Am  
Law 1-50 firms outperformed other Am Law 200 segments  
in demand growth.2 

Despite the positive demand trend, excess capacity worsened 
slightly. There remains a significant level of excess capacity in 
the industry, a key factor in the pricing pressure the industry 
has experienced in recent years. 

Though total headcount growth was relatively flat, we saw 
equity partner headcount decline slightly, continuing a key 
trend we’ve observed of firms carefully managing the size of 
their equity partner ranks.

Our view at the time of writing is that PPEP growth will 
be relatively flat to 2012, with Am Law 50 firms likely to 
outperform the industry.

1 Thomson Reuters Peer Monitor (“Peer Monitor”) data are based on reported results from 129 law firms, including 53 Am Law 100 firms, 37 Am Law 2nd 100 firms and 39 additional firms. 
2 These results are based on a sample of 173 law firms who participated in Citi Flash Survey: 9mo’13.

2013: More of the Same, But Positive 
Momentum
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The Good News About Demand
While 2013 saw a continuation of the negative trends of the 
previous three years, we are cautiously optimistic about 2014. 
There are two reasons for our optimism. It is hard to imagine 
we won’t see a better first quarter in 2014, given that the 
first quarter of 2013 was so challenging. Moreover, with the 
prospects of the global economy continuing to strengthen in 
2014, we think this is good news for transactional and other 
practice areas as the year progresses. Further supporting our 
cautious optimism are the findings of Citi’s 4Q‘2013 Managing 
Partner Confidence Index, in which 71 managing partners 
reported a significant increase in confidence that demand will 
improve in 2014.3

According to Citi’s Global Investment Committee, persistent 
growth, easy money and no more “close calls” with macro-
level shocks have left U.S. equities in 2013 with the strongest 
annualized returns of the post-crisis recovery. While 
merger activity remained relatively flat in 2013, continued 
improvement in economic growth in 2014 is expected, albeit 
modest, suggesting that merger activity should improve as 
the year progresses.4 

Meanwhile, a “regime change” in monetary policy in Japan 
this year generated the strongest local currency returns 
in four decades. European growth, especially in the UK, is 
expected to increase in the coming year. In addition, growth 
prospects seem to be improving in Asia, particularly in South 
Korea. We continue to see an uneven pace of economic 
recovery in Latin America, with Brazil growing slowly and 
Mexico growth accelerating.

We believe that 2014 will see a further uptick in transactions, 
as corporations see an economic recovery on the horizon. 
This should translate into improved demand prospects, 
particularly for firms with a global client base. This would be 
a continuation of the trend in the increased global nature of 
demand for legal services over the past few years.  The more 
global nature of legal work has particularly aided Am Law 50 
firms, even if they haven’t extensively added physical offices 
outside of the US. Others have chosen to expand by opening 
offices offshore and relocating US-based partners and hiring 
laterals from the local market. Some have preferred mergers. 
Smaller firms in our survey have chosen alliances, networks 
and referrals in order to address the increasingly global 
nature of the legal services market. 

Aside from the expected continued uptick in global 
transactional work, we also expect to see continued US 
domestic growth in energy, regulatory and real estate work.

The Bad News About Demand
While the uptick in demand has been, and will be influenced 
by the cyclical upswing in the economy, we have also 
observed some market changes that are more systemic and 
fundamental. We believe that demand growth will be much 
more modest than during the decade before 2008.

Chart 2: Demand 2002-12 
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As chart 2 above demonstrates, demand, which grew at a 
healthy 4.4% annual rate during 2002-07, experienced a steep, 
two year decline in 2008 and 2009, and was essentially flat in 
2010-12. It appears that 2013 will have been much the same.

Some of the systemic changes constraining demand growth 
for law firms are the fundamental changes in the composition 
and purchasing behavior of in-house departments (particularly 
acute for law firms whose client base is comprised largely 
of in-house law departments)6; the increasing emergence of 
alternative lower cost legal service providers (“alternative 
providers”), including the growing presence of accounting firms 
in areas of work traditionally handled by law firms; and the 
impact of technology on reducing the amount of time required 
to perform legal work. 

3 Citi’s Managing Partner Confidence Index: 4Q’13 is based on survey submissions from the Managing Partners of 71 law firms.  
4 Citi Private Bank World Investment Navigator 
5 Results based on 139 common firms from the Citi Annual Survey Database (“Citi Common Firms Database”), including 72 Am Law 100 firms, 34 Am Law 2nd 100 firms and 33 additional firms. 
6 We note that firms with a larger mid-market client base, where the client is not an in-house law department, may not be experiencing the same pressures.

2014 and Beyond: Embracing The  
New Reality
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Most significantly, for firms with a client base comprised largely 
of in-house law department clients, we have seen a permanent 
transformation in the purchasing behavior of those law 
departments. Over time, in-house law departments have been 
under increasing pressure to control the legal spend of their 
organizations. Procurement teams have become a common 
addition to the law firm fee discussion. In-house teams have 
amassed detailed information about the cost of legal services 
at the most granular level across an array of legal service 
providers. Aware of the level of excess capacity in the industry, 
and aided by the market information captured in their matter 
management systems, and the negotiating skills of their 
corporate procurement teams, clients have become much more 
sophisticated purchasers of legal services. 

Many tasks that are deemed as lower value and more price 
sensitive are increasingly likely to be disaggregated from 
higher value tasks, and are being handled in-house; given to 
a law firm with a lower rate structure; or sent to alternative 
providers. As a result, we have observed growth in the size of 
in-house law departments, who can perform the work internally 
at a lower cost. We have also seen double digit revenue growth 
for some alternative providers, who have carved out a niche in 
delivering faster, cheaper and better solutions than traditional 
law firms. 

It’s worth noting that there is a range in the business models 
and service offerings of alternative providers, including 
legal process outsourcing companies with lower cost staff 
performing commodity work, and companies offering well 
trained, highly regarded lawyers available on demand to meet 
the temporary needs of corporate clients. 

Another example of alternative providers are accounting firms 
who offer compliance and regulatory advisory services.  In 
an increasingly regulated economy, this will impact demand 
growth opportunities that would have ordinarily benefitted 
traditional law firms. 

Finally, while technology has allowed firms to control costs by 
reducing support staff headcount, it has also fundamentally 
changed the demand environment for traditional law firms. 
In making the delivery of legal services more efficient, it has 
also reduced the number of hours involved in performing 
specific legal tasks. This means that an uptick in legal work 
has translated into fewer hours of work than before, which has 
meant more modest revenue. An example are firms who have 
made basic documents available online and free of charge 
to clients, knowing that they will be able to obtain similar 
documents elsewhere. While this has meant the elimination 
of the first round of drafting (thus eliminating that revenue 
stream), the firms offering free documents believe that it 
is more important to stay in front of their clients, and that 
offering free documents will pay off in more higher value work. 

Although some aspects of demand are cyclical, the 
fundamental changes described above will continue to be a 
drag on demand for law firms, and are likely to keep profit 
margins under pressure for those law firms who do not adapt 
to this changed environment.

How Are Law Firms Responding?
Law firms are responding to the prospects of a more modest 
market for their services by examining their best growth strategies 
and seeking ways to deliver legal services more efficiently. 

Growth
As law firm leaders come to accept the likelihood of only 
modest demand growth, they have sharpened their focus on 
one or more of the three ways firms increase their revenue — 
organic growth, lateral partner acquisition and mergers.

Organic Growth 
Over the past few years, managing partners have carefully 
managed equity partner headcount, as Chart 3 below 
demonstrates. It is not that firms have stopped promoting 
talented senior associates into their partnerships. Rather, 
we have noted a greater focus on the performance level 
expectations of equity partners, with efforts in place to 
address underperformance among the existing equity partner 
ranks, and create opportunities for high potential associates. 
By focusing on performance level expectations, firms are 
demonstrating a more considered approach to their organic 
growth strategies.

Chart 3: Equity Partner Growth Trend 2002-12 
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*Due to statistical outliers, equity partner FTE results reflect 119 firms from the Citi Common 
Firms Database

This more considered approach to organic growth is further 
reflected in the focus firms have brought to the review of 
their practice mix, and in some instances, the decision to 
move away from practice areas that no longer fit with the 
firm’s business model.
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Another enabler of organic growth is the extent to which 
firms are focusing on growing the volume of work from 
their existing client base. In Citi’s 2013 Law Firm Leaders 
Survey7 (“Law Firm Leaders Survey”), 57 managing partners 
of predominantly Am Law 100 firms described how critical 
cross-selling efforts have become. As noted in chart 4 below, 
the survey also found that while a substantial number of 
firms have formal client feedback programs, the majority 
of firms do not. For those who do have programs in place, 
two thirds discuss cross selling opportunities in these client 
feedback sessions. For those who do not, though law firms 
will often talk of the emphasis on price, we often hear law 
firm clients talk about the importance of relationships with 
their firms. Implementing a formal client feedback program 
is a key means by which firms can further cement their client 
relationships and capture greater market share.

Chart 4: Client Feedback Programs

Does Your Firm Have a Formal 
Client Feedback Program?

No
53%

Yes
47%

# of respondents = 57 
Source: Citi 2013 Law Firm Leaders Survey

Laterals 
Over the past few years, lateral hiring has become a major 
growth strategy, both internationally and domestically, for 
many law firms. This trend, we predict, will continue into 2014. 
It is however, not without its challenges, as demonstrated 
in chart 5. Survey respondents reported that, on their own 
measure of success, of the laterals they have brought on 
during 2008-12, 57% have been above “break even.”

Chart 5: Lateral Recruiting
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According to the Law Firm Leaders Survey, selecting the right 
lateral and then integrating that lateral into the culture of 
the firm is critical to their future success. Law firm leaders 
cautioned that doing sufficient due diligence when selecting 
a lateral is essential. They noted the level of rigor required 
in reviewing the candidate’s numbers and warned that a 
candidate’s book of business is unlikely to be as portable as 
anticipated. Law firm leaders suggested speaking to people 
who know the candidate well, ideally including clients. In 
conversations with law firm leaders, we have heard that the 
best laterals are often lawyers who have worked on the other 
side of prior matters with existing partners. To ensure a 
greater chance of success, managing partners also talk about 
the need to gain widespread, cross-practice endorsement to 
hire the lateral. 

It is our view that the selection process has proven to be the 
biggest challenge and is the most important factor in the 
ultimate success of the lateral hire. However, we also note 
that firms need to focus on their efforts to integrate even the 
best lateral candidate.

Integrating lateral partners into the firm culture remains a 
challenge as well as a marker of success. Managing partners 
talk of the value in communicating performance expectations 
to the lateral, and developing a business plan, prior to the 
lateral’s arrival. Other best practices include assigning a 
mentor to the lateral and making that mentor accountable 
for the lateral’s success. “A quick integration is a good 
integration”, according to managing partners, and the most 
concrete example of this is their advice that the existing 
partners and the lateral start sharing clients immediately. 

7 Citi’s 2013 Law Firm Leaders Survey results are based on submissions from 57 law firms.
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Mergers 
This past year will have been a record year for law firm 
mergers, and we expect to see continued activity in 2014, as 
firms seek to grow domestically in the US and internationally.

We are seeing consolidation on various levels. There have 
been several global mergers in recent years, some instigated 
from regions outside of the traditional US and UK markets.  
We have also seen an uptick in domestic mergers, for 
different reasons. Our experience has been that the  
mergers that stand the greatest chance of success have 
been mergers of two strong firms, regardless of their size. 
A common factor in those successful mergers has been the 
presence of a compelling business case and a well thought 
through and disciplined implementation plan. We also see 
that this market has presented opportunities for stronger 
firms to increase their depth by merging with firms who have 
encountered more challenges in the post-recession years,  
and who are more receptive to consolidating with larger,  
more profitable firms. 

Even with the recent spate of merger activity, not all 
announcements have resulted in a completed merger. We 
also note that the larger the potential combination, the more 
challenging it becomes to complete the merger. Two key 
examples of heightened challenges are the risk of conflicts 
and cultural differences.

The growth process might be different but what remains 
true is that any expansion should be done carefully and 
strategically and be focused on what the clients’ needs are 
likely to be in the future, as much as what the clients’ needs 
are today.

No matter which growth strategy a firm pursues, what the 
client is always looking for is consistent and integrated 
services from its law firms. Embracing the changed market 
and making strategic growth decisions that play to your 
market strengths is a recipe for success in the future.

Efficiency
In past years, we have talked about the increasing presence 
of alternative fee arrangements, and the pressure these 
arrangements place on firms to deliver services more 
efficiently. Beyond standard alternative fee arrangements, 
such as fixed and capped fees, or blended rates, the Law Firm 
Leaders Survey respondents reported that more than half of 
their 2012 revenue was subject to pre-negotiated discounting. 
Together with alternative fee arrangements, respondents 
reported that almost two thirds of their 2012 revenue was 
derived through either some form of alternative billing or a 
pre-negotiated discount.

As the market for legal services has morphed into the 
market for more efficient legal services, law firms are 
increasingly focused on how to manage the cost of delivering 
legal services, to remain competitive in their pricing, while 
maintaining their margins.

Our sense is that firms are increasingly moving away from 
reacting to client demands for deeper discounts by simply 
agreeing to do the work at a lower cost, then trying to 
retain their margins - to actively understanding the likely 
profitability of a given matter before competing for it. Apart 
from influencing the price a firm will offer to do the matter, 
an understanding of margins is also influencing how firms 
staff and manage matters. This work is typically managed by 
the finance team, though a small number of firms have hired 
pricing directors to develop pricing models addressing the 
client’s needs, while ensuring the work remains profitable.

Once firms have agreed to a price, the challenge becomes 
how to perform the work within the budgeted scope. In an 
effort to make the delivery of legal work more efficient, and 
to improve margins, we saw an increased number of firms 
offer project management training to partners and associates 
in the Law Firm Leaders Survey. We continue to observe that 
some firms have full time project managers. 

In order to lower the cost of doing the work, we have seen 
the composition of leverage at law firms shift to a greater 
proportion of lower cost lawyers. Many law firms have 
mimicked the model of the alternative providers to some 
degree and are themselves hiring lower cost lawyers to 
handle their lesser quality work at reduced rates. Others are 
partnering with those alternative providers to outsource their 
low-end work, thus maintaining the overarching relationship 
with the client. 

We have observed a range of approaches to the use of 
lower cost lawyers at firms. In the Law Firm Leaders Survey, 
82 percent of respondents answered that they are using 
temporary or contract lawyers. Additionally, 70% responded 
that they are using permanent, lower cost, non-partner track 
lawyers. We view this as a permanent shift in the legal  
staffing model.

Part of what enables firms to adopt non-traditional leverage 
models is the increased focus on knowledge management 
and better use of technology. Not only can better knowledge 
management systems and processes enable associates and 
partners to do their work faster, they can also enable firms 
to more effectively train temporary and contract lawyers, 
facilitating the use of a non-traditional leverage mix.

Further on the technology front, we are watching with  
interest how predictive coding technology will ultimately 
impact law firms.
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We also expect to see continued focus on lowering expenses 
on other fronts. While the headcount adjustments of 
recent years focused on younger associates, we note that a 
significant opportunity for firms is among the less productive, 
less profitable senior lawyers in a firm’s leverage model. 
It’s true that while we have seen an increased proportion of 
lower cost lawyers enter the leverage mix, the composition 
of leverage has actually become more senior and more 
expensive, with the biggest growth among income partners, 
counsel and of counsel, as shown in chart 6 below. 

As these more senior categories lag associates in productivity, 
and in some cases, profitability, we would expect to see a 
deeper examination of the performance levels of income 
partners, counsel and of counsel, and some decisions around 
reducing numbers where the contribution they make to the 
firm’s profitability is low or negative.

Chart 6: A Shifting Leverage Composition
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We would also expect to see a further reduction in the ratio 
of non-legal staff to lawyers, a trend we have seen over the 
past several years, as illustrated in chart 7, and projected to 
decline further, according to the Law Firm Leaders Survey.

For firms who are contemplating a move, or are renovating 
their current space, we expect to see continued focus on the 
more efficient use of space, as an opportunity to achieve cost 
efficiencies. 

Chart 7: Non-Legal Staff Per Lawyer Trend
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The Leadership Challenge
The impact of the challenges we have laid out in this advisory 
is being felt by every partner of every firm. The primary 
responsibility to devise the right strategies and tactics resides 
within firm leadership, primarily the chair or managing partner.

The leaders who will succeed are those who are able to make 
the business case for change to their partners. However, good 
leadership is only half of the equation: for a firm to succeed in 
these more challenging times, partners must be willing to follow. 

We believe most leaders of today’s law firms are well equipped 
to lead their firms forward. Many are building their business 
skills by attending programs, such as Harvard’s Leadership 
in Law Firms program. Successful leaders have also been 
surrounding themselves with strong, independent and highly 
skilled professional managers in the finance, technology, human 
resources and marketing roles. 

Unlike the commentary of many observers of the legal profession 
suggesting that today’s senior management do not “get it”, we 
believe the large law firms today have every capability to adjust 
to the changing market and the idea that the modern law firm is 
destined to failure is ill placed and far from reality.

One development which gives us concern is that some of the 
newer breed of leaders continue to maintain busy, full time 
practices. In this scenario, their clients’ needs are likely to take 
priority, to the detriment of the management of the firm. If we 
could see any change, it would be that firms recognize that to be 
effective, the firm leader is best performed as a full time role.
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Although this past year’s legal market has been mostly consistent 
with the post-recessionary years, our projection for 2014 holds 
better news for the legal industry. The underpinnings of the 
economy seem to have stabilized and the economic outlook in 
2014 has improved from the past few years. Economists are 
becoming more optimistic regarding recovery not only in the US, 
but also in the U.K., Asia and parts of Latin America. 

We predict law firm profits will grow around 5 percent in 2014. 
Driving this is our expectation that on the strength of improved 
demand and carefully managed headcount growth, we may see 
less excess capacity and a stabilizing of realization. Together 
with modest rate increases, we would expect stronger revenue 
growth than seen in 2013. We also expect to see a laser focus on 
efficiencies, resulting in expenses growing at a slower pace than 
revenue, easing pressure on margins. It’s also likely that the trend 
of careful equity partner headcount management will continue. 

Looking beyond 2014, despite the projected uptick in demand, 
we believe that we have witnessed a systemic change in the 
demand for law firm services, and that excess capacity and 
pricing pressure will likely continue in the near future, continuing 
to put significant pressure on the bottom line in 2014 and 
beyond. However, after years of cutting overhead expenses and 
headcount, investing heavily in technology, and increasingly 
concentrating on project and cost management, many law firms 
have become more able to respond to the demands of their 
clients. In addition, firms who have effectively implemented 
strategic expansion into international and domestic markets, 
either through organic growth, lateral hiring, mergers or alliances, 
are better positioned to serve the needs of their increasingly 
international clients in the post-recessionary environment. 

2014 Projection 

Conclusion
We and others have been talking about the fact that 
demand for legal services has been flat or down, but the 
metrics by which we make those assumptions may have 
to be revisited. Given the growth of alternative providers, 
one might argue that overall demand for legal services has 
been growing and that law firms will have to decide how to 
restructure to take advantage of that growth. We believe 
that the global demand for legal services will grow, based 
on the emergence of middle class societies in emerging 
markets and the complex nature of business, as it becomes 
increasingly global. That growth will not just benefit large 
corporations, but also middle market businesses, who are 
indeed the bread and butter of a large majority of law firms 
around the world.

Further, we think more jurisdictions around the world will 
continue to open up to foreign law firms. We have seen 
that occur recently in South Korea and Singapore. The US 
remains the largest legal market, and not every law firm 
will practice in global markets, but business is increasingly 
global and the most successful law firms follow businesses 
around the world.

Many of the most successful firms have taken Coach 
Wooden’s remarks to heart. “Failure is not fatal, but 
failure to change might be.” These firms have spent the 
past few post-recessionary years assessing the economic 
environment around them, evaluating the needs of their 
clients, and adjusting their own business models to more 
strategically and efficiently serve their clients.

In conclusion, we believe the legal profession may be at an 
inflection point, where the supply and demand imbalance 
may begin to rebalance. If this is true, it would seem to us 
that the economics of the profession will improve. This 
includes improvements in realization, revenue growth, 
and profit growth. We acknowledge that law firms have 
had to adjust to a new demand environment, but those 
adjustments are no different to adjustments other 
professional services businesses have had to make.  
Past recessions, where the doomsayers wanted to  
declare the end of the legal profession as we know it,  
were proven wrong. We think those doomsayers will be 
proven wrong again. 
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