
Change is no longer coming — it’s here
With the demand for legal services remaining weak for most 

large law firms, we remain convinced that the soft economy is 

only partly to blame. Ongoing changes within the legal industry 

itself continue to amplify the impacts of the recession, exposing 

weaknesses that some firms may find difficult to overcome. 

Most of the changes have been recognized and discussed for 

years: the rise of outsourcing, the emergence of lower-cost pro-

viders, the effect of alternative fee arrangements on cash flow, 

the reluctance of clients to continue paying for first-to-third-year 

associates, and the rise of a large tier of highly paid partners 

with little business of their own. But for firms that have neither 

anticipated nor adequately addressed these trends — what once 

were long-term issues are rapidly becoming short-term threats. 

The question is: what can be done in the short term? Recogniz-

ing that there are no easy, pain-free remedies, how can a firm 

confront deep structural changes that defy quick fixes?  

What follows are a few practical, short-term steps that might 

help firms make some necessary adjustments.

Scrutinizing lost hours

The first half of 2012 saw what we have since called a “Silent 

Spring,” in which a number of firms — without fanfare or press 

coverage — underwent significant downsizing in their equity and 

non-equity partner ranks.   

While the typical analysis of whom to cut tends to focus on bill-

able hours, key client relationships, realization, and the impor-

tance of the practice area, we suggest firms move to yet another 

level of analysis in their examination of how best to address 

declining demand.

A number of metrics can be applied to reveal whether the firm 

is executing successfully on a strategy, and whether or not that 

strategy is strengthening the firm, improving its position, and 

enhancing its brand. Ultimately, these metrics can help answer 

key questions as to whether it’s enough to make across-the-

board reductions based on productivity, or if, in fact, a firm’s 

entire strategy needs rethinking in view of a changing competi-

tive environment.

The issues that we believe need attention are as follows:

Matters  

Are the lost hours concentrated in areas of competitive strength 
— reflecting high rates and high demand — or are they being 
spread among matters of dubious strategic value? In other 
words, is the firm losing position and market share in desirable 
or undesirable practice areas? If the latter, would the firm not be 
better off deliberately leaving practice areas that are strategically 
unsound, even when demand is adequate?

Client mix  

If the firm is losing clients, as opposed to just matters, are those 
clients truly in the firm’s sweet spots — in sectors or industries 
important to its brand — or are they marginal? Most important, 
how does each remaining client fit in with the firm’s long-term 
strategic plans? Increasingly, those firms whose client bases are 
aligned with their strategy will enjoy a competitive advantage in 
creating expertise and “known-for” status.

Timekeeper codes

What type of work is the firm losing, and at what rates? Could it 
be that clients are turning to other providers — outsourcers, per-
haps — for work that low-level associates are performing? Are 
there higher-rate associates staffing that work inappropriately? Is 
it high-end partner work that’s migrating from the firm, indicat-
ing that clients may be able to get the same value at lower-rate 
firms? Might there be a need to adjust leverage — or find alter-
native forms of leverage — in order to improve margins while, 
not incidentally, better pleasing one’s clients?

Realization and margin

Is the firm collecting what it bills? Is it getting its full rates, or 
are clients successfully demanding write-downs and write-offs? 
Conventional market wisdom holds that firms are finding it 
increasingly difficult to raise rates and collect, so realization is 
dropping. Yet, earlier this year, a significant TyMetrix study found 
that over the last five years rates have risen three times as fast 
for high-rate partners as for low-rate partners — and five times 
faster for high-rate associates than for low-rate associates. Con-
necting the dots, firms focused on high-rate practices are better 
positioned to capture rate increases and improve margins than 
firms that are not.

a  c o m m u n i c a t i o n  f r o m

December 2012

1



Lost work

Are losses the result of clients walking out the door, or of re-

duced work from otherwise contented clients due to cases hav-

ing settled or deal work receding? Does the inability to maintain 

a smooth demand curve indicate a need to better manage the 

business-development pipeline?

Although answering these questions may require parsing the 

data differently than in the past, none require lengthy study to 

answer. Every firm experiencing weak demand should consider 

them in determining whether its headcount is aligned with its 

strategic vision. 

By analyzing reduced demand at this level of detail, a firm can 

see what adjustments it might make to its business-develop-

ment and marketing efforts, as well as to long-term strategy. 

Getting smarter about hiring

The 2012 headcount reductions mentioned above have left 

an unusually large number of laterals on the street. There are 

bound to be more as we enter the height of the lateral season 

after the first of the year. Many of them are tempting hires. An 

attorney whose rate was too high — or whose practice was an 

awkward fit — on one platform might well become a star pro-

ducer on another.

But the current environment calls for more than customary cau-

tion in hiring laterals. As we head into the thick of the lateral 

hiring season, thorough vetting will be more important this year 

than ever, especially in new markets, where a firm’s existing 

partners may not know the reputations of those now available. 

Extensive gathering and analysis of practice data and reference 

checking will be crucial. The less-than-rigorous lateral hiring 

practices of the past won’t work in an era of over-capacity.

Other industries long have used predictive decision-making 

tools as part of an approach to evaluating high-value prospects. 

These could, and should, be adapted to law firm use, allowing 

firms to develop profiles of the attributes they deem most likely 

to succeed in the context of their cultures, client bases, practice 

areas, and markets. Two separate Harvard Business School case 

studies attest to the value of existing predictive tests in identify-

ing the traits that correlate to success as a law firm partner. In 

other words, the tools are there, but the legal industry has been 

slow to adopt them.

Coping mechanisms

With demand sluggish, revenues down, and expenses already 

cut to the bone, profitability has become, more and more, a 
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matter of improving margins. Accomplishing this is no small 
task, but it helps to think of the challenge as an accumulation of 
many steps, large and small — starting with high-level strategy 
and ending with day-to-day execution.

As indicated by the TyMetrix study mentioned above, at the 
strategic level, the key will be to maintain an unrelenting focus 
on building high-rate practices, while exercising extreme caution 
in expanding areas that are not. This practice has long been a 
hallmark of the industry’s most successful firms, and it more 
likely than ever will separate the winners from the losers. Firms 
that rely on lower-rate work as an essential component of their 
services will need to turn to alternative staffing measures to 
maintain their margins by lowering overhead.  

As for the day-to-day basics, most are known, but all bear reit-
erating:

Insist on full rates

As mentioned above, realization is a serious weakness in the 
current environment. But even firms with solid strategies and 
strong client relationships must strive like never before to main-
tain their full rates — and to collect on them.

Reduce overhead

Real estate is the biggest cost item a law firm incurs, after its 
people. Shedding excess real estate capacity is an imperative in 
a prolonged down market, and firms that have flexibility in their 
real estate portfolios should think about locking down current 
low rents for the long term. They also should consider moving 
some support functions into lower-cost space — whether close-
by or more remote.

Stress the fundamentals

Firms that get the “blocking and tackling” right have a better 
shot at larger margins than those that don’t. Attorneys need to 
do their timesheets every day. Partners need to get their bills 
out on time — and collect on them promptly. Simple stuff, but 
it pays off.

Staffing and leverage  

By making sure the “right level” person is on each matter, firms 
can ensure that they will make the highest margin on each hour 
worked. Beyond staffing decisions, there are many outsourc-
ing, insourcing, on-shoring, and off-shoring opportunities for 
staff and associate work available to the industry. These options 
quickly are moving from bleeding edge to best practice. It is 
incumbent on every large firm to be looking at them as ways to 
maintain and enhance margins.
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Living the brand

Finally, we turn to the lawyers themselves for the kinds of be-

havioral shifts that might well prove valuable, not just in the 

current environment, but also over the long term.

Drawing on the experience of other industries, it is worth not-

ing that many of the world’s best client-service companies 

have succeeded in inculcating their brand values and attitudes 

throughout their entire organizations, down to the last employ-

ee. Any customer of Apple, Disney, Southwest Airlines, or Four 

Seasons Hotels — to name a few stellar examples — cannot 

help but come away with the feeling that the people working 

for these companies have bought into their companies’ values 

completely, that they are indeed “living the brand.”

Law firms must work on achieving a similar buy-in from their 

lawyers and staff. There is no reason why a “brand mindset” 

cannot be instilled in people whose livelihoods ultimately may 

depend on it. In a falling demand environment, there is a clear 

need for firms to go beyond the traditional tools of brand mar-

keting to encompass the behavior and work product of the at-

torneys themselves.

Achieving this new mindset need not trigger a cultural upheaval. 

Major change can be achieved incrementally through a number 

of small but significant steps. For example, while in most firms 

client communications already have become consistent in both 

style and voice, there is still much room for improvement in the 

appearance of attorney work product — the way it looks must be 

considered as important as its quality. 

In addition, we believe firms can train their attorneys to pre-
sent a united face to the world, to bring a standardized set of 
personal and professional skills to clients and prospects, and to 
describe their firms and colleagues using a common vocabulary. 
All behaviors, in short, must be aligned with a robust, firmwide 
branding strategy that emanates from a focus, not just on meet-
ing client expectations, but on exceeding them.

Finally, there is the voice of the clients themselves. While third-
party client interviews to assess engagements are yet another 
staple of many industries, again the legal industry has been slow 
to adopt them. Ideally, clients should be interviewed just after 
the firm is hired (“What did we do right?”), at regular intervals for 
the duration of the relationship (“What could we do better?”), 
and when the relationship ends (“What did we do wrong?”). Of 
these, the second is rare, while the first and third are unheard 
of. With demand falling, exit interviews in particular can prove 
extremely useful, yet virtually no firm does them.

Silver lining ahead

Firms that manage well and make the tough decisions in a seri-
ous economic downturn are apt to gain market share in the 
recovery as weaker firms fall by the wayside. So, despite the 
current pain, there is cause for optimism. 

Yes, it has been a challenging year, and we expect that next 
year will not be much better. But the signs of macroeconomic 
recovery are now unmistakable, and as the economy at large 
emerges from its torpor, we believe most firms that make the 
necessary adjustments will thrive as the inevitable opportunities 
present themselves. 


