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The impact of disruptive 
digital technologies

Far from signalling the end 
of lawyers, today’s emerging 
disruptive technologies 
offer an enabler that will 
ultimately end the people-
leveraged model that has 
characterised the profession 
for the past century and 
replace it with a digitally-
leveraged model. This shift 
requires that firms need 
to think differently about 
profitability. Timeframes 
for change will be defined 
not only by the speed with 
which disruptive digital 
technologies are adopted 

and embraced by law firms 
themselves, but also by 
how quickly clients and 
their markets are disrupted 
by these self-same trends. 
It is apparent that while 
the former is in very early 
stages, the latter is far more 
advanced, profound and 
progressing more rapidly.

Since the global financial 
crisis a decade ago, 
relatively flat trading 

conditions have persisted 
in legal services in many 
developed markets.  
Specific consequences 
of this include intensified 
competitive pressure 
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In the current climate of uncertainty, two of the chief responsibilities for any law firm leader 
are as follows:

• to envisage scenarios in which only a portion of the work that is done by the firm today 
will exist in the foreseeable future; and,

• to build business models and enabling structures that will drive profitability and sustain 
the firm’s competitiveness in that world.

A managing partner’s efficacy and the ongoing success of the firm will be determined by the 
degree to which these responsibilities are discharged.

Whilst one might argue that this has always been the case, the challenge is made more difficult 
today by a reliance on a model that is no longer fit-for-purpose and a lack of strategic clarity 
around what will continue to be the core work for a firm. Organisational inertia and general 
aversion to change amongst law firm partnerships compound the challenge yet further.

In this article, we explore the need for principle-based adaptive thinking to address changes 
to law firms’ business models as a means to drive profitability and, hence, competitiveness.

Rob Ashing is a partner at Cambridge Strategy 
Group. He can be contacted at robert.ashing@

camstrategy.com or on +44 (0) 7984 761162, 
or visit us at camstrategy.com.
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Large law firms – economic performance in 2017/18

In 2017/18, the average revenue from the Global 100 law firms exceeded one billion 
dollars for the first time.  Average revenue increased by 16% over the last five years.  
During the same period, average profit per equity partner (PEP) increased by 18% as 
profit per lawyer (PPL) and leverage increased (14% and 4% respectively).

Table 1: Global 100 – Average Firm Financial Performance (2014 – 2018)

Table 2: Global 100 –  Key Metrics (2014 – 2018)

Overall, average firm size increased modestly (lawyer headcount +6.5%) in response 
to slow relative market growth and, in some regions, static growth.  Big Law merger 
activity was more muted during the period following five to ten years of more  
intensive activity.

Source: Legal Business Global 100.  Analysis: Cambridge Strategy Group

Despite this, nearly 40 firms generated PEP in excess of two million dollars compared 
with 25 firms five years earlier.  The number of firms generating RPL in excess of 
one million dollars has increased by approximately the same quantum.  Based on 
these metrics, it would appear that Big Law is in rude health and, indeed, many firms 
continue to perform strongly.  Slower growth in the number of firms with PPL in 
excess of four hundred thousand dollars highlights the pressure on margins among 
many of the largest firms in the world and potentially the lag in accruing the financial 
benefits of investment in a new business model or indeed failure to invest at all.  
Increased leverage has undoubtedly had a positive impact on PEP.  For many firms 
this has included widescale de-equitisation. Non-Equity Partner numbers increased 
by 17% during the period, compared to overall lawyer headcount and equity partner 
headcount increases of 6.5% and 3.1% respectively.  However, this is not a new 
phenomenon and, in our view, is not sustainable even if one considers non-equity 
partnership a necessity.  

Source: Legal Business Global 100.  Analysis: Cambridge Strategy Group

Year No. Firms > $1 
billion revenue

No. Firms > $2 
million PEP

No. Firms > $ 1 
million RPL

No. Firms > 
$400k PPL

2018 39 38 40 38

2017 38 36 38 38

2016 35 30 38 39

2015 34 28 31 37

2014 30 25 27 32

Change 9 13 13 6

Year Total 
revenue 
($m)

Net 
in-come 
($m)

Margin RPL 
($k)

CPL 
($k)

PPL 
($k)

Leverage PEP 
($k)

RPEP 
($k)

EPs Lawyers

2018 1,032 411 40% 841 506 335 4.3 1,763 4,424 233 1,228

2017 976 387 40% 821 496 325 4.2 1,678 4,236 230 1,189

2016 960 378 39% 779 472 307 4.2 1,595 4,046 237 1,233

2015 929 364 39% 798 485 313 4.1 1,602 4,083 227 1,164

2014 886 339 38% 769 475 295 4.1 1,500 3,918 226 1,152

% Change 16.4% 21.1% 4.0% 9.3% 6.5% 13.7% 4.1% 17.5% 12.9% 3.1% 6.5%
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between law firms, and 
reduced market share of 
legal services consumed by 
clients. New competitors 
that are taking up the 
lost market share include 
growing clients’ in-house 
teams and alternative legal 
service providers (ALSPs) 
among them the ‘Big Four’ 
global advisory firms (aka 
‘accounting firms’) and 
their direct investments 
in enabling digital 
technologies.

The profession has begun 
to realise the benefits 
of artificial intelligence 
(AI). The automation of 
traditionally lawyer intensive 
tasks via increasingly 
advanced machine learning 
algorithms is now so 
widely acknowledged 
as to have become a 
truism.  However, law firms 
continue to lag the broader 
market in which they are 
increasingly competing.  
In addition to individual 
firm inertia, profitability is 
also threatened by failure 
to tackle profession-wide 
challenges in a more 
collaborative fashion. 

Far from closing, the gap 
appears to be widening 
between law firms and 
their clients. Stellar financial 
results achieved by some 
firms in 2017/18 are negated 
by far less impressive 
performance by others 
and, even for the successful 
firms, an economic 
downturn might well expose 
dangerous vulnerabilities 
that effectively could be 
mitigated with more future-
focused strategic thinking 
and action before such a 
downturn strikes.

Individual partner 
accountability

Greater competition 
means increased need for 
financial accountability 
for individual partners.  It 
is astounding how, even 
today, many law firm 
partners remain relatively 
financially illiterate when it 
comes to the management 
of their own practices 
and client relationships.  
Understanding the true 
‘cost of production’ of their 
legal services is crucial, 
as is keen awareness of 
sources of inefficiency 
and opportunities for 
improvement. Disruptive 
technologies provide 
opportunities for firms to 
re-think and re-model their 
businesses to address such 
inefficiency. At the same 
time, though, doing this 
creates further distress 
for those partners most 
challenged by the need to 
change the way in which 
they operate. Taken to an 
extreme, the compound 
effect could be the opposite 
of that intended - namely 
even greater pressure on 
profitability. This does not 
imply that the problem 
can be ignored. Instead, it 
suggests that a structured 
approach to addressing the 
process of assessing the 
situation and developing the 
best solutions is frequently 
more productive than 
simply expecting those 
partners to come up with 
the solutions, themselves.

Key metrics

Three metrics remain 
paramount in managing 
profitability, albeit in 
different ways so one must 

apply a more adaptive 
approach in using them.

The cost multiple. (The 
ratio between the revenue 
generated and the direct 
costs of the fee earners 
who produced it).  In 
traditionally leveraged high-
value professional services 
models, a cost multiple of 
three times is generally 
considered competitive in 
most markets and for most 
types of higher value work.  
In a digitally transformed 
profession, this figure will 
increase depending on 
the extent to which tasks 
previously carried out by 
fee earners are subject 
to automation over time 
(including the replacement 
costs of technology).

Leverage. Even among more 
sophisticated law firms, 
serious rigidity persists in 
how people are leveraged in 
their business model.  The 
ability of firms to enhance 
leverage has always 
been limited by aversion 
to reducing headcount, 
especially in the practice. 
The adoption of new 
and different resourcing 
models (linked to but not 
limited by the adoption of 
disruptive technologies) has 
accelerated the pace with 
which leverage needs to be 
flexed. What was once a 
longer-term strategic lever 
for managing profitability 
generally has become a 
means for more agile firms 
to adapt leverage more 
quickly and surgically, 
aligning to the specific 
needs of different areas 
of work. The effects of 
disruptive technologies are 
not uniform across practice 
areas. More nuanced 
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approaches are required to 
optimise performance while 
meeting client expectations.  

Profit per fee earner 
(PPFE.) In conjunction with 
leverage, drives profit per 
equity partner (PEP).  We 
deliberately focus here 
on PPFE rather than PPL 
given the shifting mix of fee 
generation from lawyers 
to other professionals 
including project managers.  
One might take the view 
that PPFE becomes less 
critical if the leverage is 
correct.  However, given 
greater efficiency and 
changes in the leverage 
model (albeit digital and 
not people based), one 
would expect PPFE to 
increase exponentially.  
Furthermore, PPFE is a 
direct consequence of 
the right business model 
being in place, both to 
maximise the revenue 
per fee earner (RPFE) 
including through the use 
of enabling technology, 
and to minimise operating 
costs.  At a firmwide level, 
resourcing and leasing 
decisions (type of people 
and nature of premises 

as much as scale) require 
serious reconsideration 
to support the need for 
different skills and styles 
of working.  Equally at a 
practice and client level 
more will need to be done 
by individual partners to 
manage profitability closer 
to the point of production 
to ensure longer-term 
competitiveness.

Much is made (correctly) of 
the lack of speed with which 
law firms have adopted 
and will adopt enabling 
technology. However, 
underpinning that is one 
of the biggest challenges 
for managing partners, 
namely determining what 
core work that is currently 
done by the firm will be 
commercially viable in the 
foreseeable future, and 
the role that technology 
might play in sustaining 
profit. Also, what new core 
work will emerge over the 
same timeframe, including 
as a result of enabling 
technology.  This is less 
about ‘crystal-ball gazing’ 
(or wishful thinking) and 
more about knowing a firm’s 
core clients, understanding 

their commercial pressures 
and the impact of disruptive 
technologies on their 
markets and, consequently, 
shareholder value.  If 
this is clear and one can 
build consensus around 
it, the issue of what will 
happen to the non-core 
work (outsource, retain 
but automate, relinquish 
to other more efficient 
providers) becomes less 
contentious.  Only then is 
it possible to establish a 
profitability model that is fit-
for-purpose, adaptive and 
sustainable.

If these are questions that 
you are already considering 
but not fully able to answer 
or questions that you are 
prompted to ask, please 
contact us. Rob can be 
contacted at robert.ashing@
camstrategy.com.

Cambridge Strategy Group 
St John’s Innovation Centre 
Cowley Road 
Cambridge, CB4 0WS 
United Kingdom

www.camstrategy.com

+44 (0)1223 655-352

Increasingly a law firm leader will need to be able to answer the following:

1. What core work will the firm be doing in, say, five years’ time?
2. How much of this is currently core to the business and what proportion is that of income?
3. What specific new core work will emerge over the next, say, three years?
4. What margins do these core work areas command and how will we price them?
5. Of the non-core work that we currently do, in five years’ time what will be:
 
 a. Outsourced;
 b. Retained but automated; or
 c. Done by other providers?

6. What changes to the business model need to happen over the next three years and in what 
enablers and resources (including new skills as well as systems) do we need to invest?

7. How will we manage profitability across a diverse platform of services including core and 
non-core work?
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