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quarter Analysis

69  4

The overall confidence index continued its downward trend from last 
quarter, dropping four points to settle at 69. Across the board, the 
views of managing partners about the economy at large, the legal 
market and the financial health of their own firms are mired deep in 
negative territory. 

Although MPs felt marginally better about the global economy, that 
sentiment did not carry over into the legal market.

Although the majority of MPs consider business conditions to be worse 
than six months ago, there’s a sense that the worst may be behind them. 
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Economy at Large

49  11

An 11-point climb did little to bring the macroeconomic index out of 
the doldrums. More than half of MPs (54%) describe the economy 
as considerably worse than it was six months ago. Moreover, 62% 
predict conditions will get worse, while just one in ten expects an 
improvement over the next six months.

Business 
Conditions — Legal 

Profession

53
0

MPs continue to express pessimism regarding the state of the legal 
industry. Nine out of ten describe the legal market as worse than six 
months ago, and 64% think business will slump even more over the 
next six months.

All firm-specific indices hit new record lows this quarter, signaling 
increasing pessimism among MPs about their individual firms’ financial 
health.

Although demand expectations are finally improving, MPs don’t expect 
profits to rise much, given their prediction for modest revenue growth 
and flat expense growth. 
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Profits

52  18
Profit forecasts fell for the eighth consecutive quarter. The current value 
of 52 is almost 100 points lower than two years ago. Profit growth, if any, 
is expected to be no greater than 5% over the next 12 months.

Revenues

65  18
After a 26-point hit in the fourth quarter, the revenue index lost 
another 18 points. Close to two-thirds of respondents (63%) expect 
revenue to stay flat or decline.

Expenses

55  19
A 19-point drop, on top of a 29-point tumble in the prior quarter, 
dragged this value deep into negative territory. As expected, lawyer 
compensation is cited as the biggest driver of expenses, although non-
lawyer compensation and occupancy costs are frequently named as well.

Demand

83  14
Demand expectation continued its decline this quarter. At 83, the 
index suggests a neutral-to-slightly-negative view of demand over the 
coming year.

In the ninth survey of the Managing Partner 
Confidence Index, confidence among managing 
partners continued its downward trajectory from 
last quarter to reach new lows virtually across 
the board. With the deepening recession, MPs 
no longer appear to hold out any hope that the 
legal market — or their firm — is exempt from 
its impact. Although confidence in the global 
economy actually saw a moderate increase, that 
sentiment did not carry over to the legal market. 
Moreover, firm-specific indices fell to all-time 
lows in the first quarter of 2009, suggesting 
increasing pessimism among MPs about 
their firms’ financial well-being. With demand 
shrinking, and expenses continuing to climb, any 
profit growth in the upcoming year is expected 
to be in the low single digits.

Although business certainly slowed throughout 
2008, for much of the year, many MPs seemed 
to believe things could still turn around. When 
law firms found themselves facing a global 
recession in the wake of the market decline 
in September, hopes for a rapid recovery 
faded. Nonetheless, well-diversified law firms 
historically have survived — and sometimes even 
thrived — during a downturn, on the strength of 
countercyclical practices such as bankruptcy and 
litigation. As a result, even in the last quarter of 
2008, MPs felt relatively more confident about 
the legal market and the financial health of 
individual firms than they did about the global 
economy.

In the last few months, bankruptcy, and 
the related practices of insolvency and 
restructuring, have started to build steam. 
However, the expected uptick in litigation and 
bankruptcy has been very slow in coming. 
In-house counsel are trimming outside litigation 
budgets and shelving litigation that is not 
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These are sentiments expressed in the first quarter 2009 
Citi Private Bank Law Watch Managing Partner Confidence 
Index (MPCI) for participating firms. An index value above 
100 indicates optimism by managing partners. The top 
score is 200.



deemed absolutely necessary. The big wave of class action 
lawsuits that typically follow in the wake of corporate 
scandals has also yet to materialize, with plaintiffs’ attorneys 
perhaps unwilling or unable to invest the substantial sums 
of money needed to fund these endeavors up front. On top 
of declining demand, collections have slowed and clients 
continue to seek discounts. 

As a result, in the first quarter of 2009, things have shifted 
somewhat. Unlike prior quarters, MPs are reporting virtually 
the same level of confidence (or lack of it) in the macro 
economy, legal market and the financial health of their own 
firms. The story was largely the same in each of the segments 
we surveyed. The only exception was the Niche firms, who 
appear to be benefiting somewhat from more value-minded 
clients in the recessionary economy. But for the most part, 
managing partners anticipate little to no growth over the next 
12 months. MPs largely expect to keep timekeeper numbers 
where they are, with about one in three planning cuts. Most 
have also shelved any ambitious expansion plans, either at 
home or abroad.
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After bottoming out at 38 in the prior quarter, the global 
economic index regained 11 points, to settle at 49. Still, the 
value sits well below the neutral baseline, and more than 
half of MPs (54%) describe the economy as considerably 
worse than six months ago. With the index unchanged at 
53, respondents feel only marginally better about the legal 
industry. MPs continue to describe a suffering market, with 
nine out of ten reporting that business is worse, and the rest 
saying it’s the same. Over the next six months, more than 
half of respondents (54%) predict business will get somewhat 
worse, and another 11% see business getting considerably 
worse. 

Unlike the indices for the global economy and legal industry, 
firm-specific indices — profits, revenue and expenses — 
continued their decline, each dropping between 16 and 19 
points. The profit index shed 18 points to settle at 52, another 
record low. Firms expect little to no profit growth, over the 
next year. Driving down profits: total firm hours, discounting 
pressure and expenses, cited by 86%, 47% and 25% of MPs, 
respectively.

Profit margins are getting squeezed on both sides. Revenue 
expectations slid to 65, down 18 points from the prior quarter, 
signaling revenue growth, if any, in the low single digits. 
About a third of respondents (34%) expect no change, 37% 
predict some growth and 29% anticipate a drop in revenue 
over the upcoming 12 months. The revenue index, in turn, 
is suffering from a fall-off in demand, with this index now 
sitting at 83, after a 16-point loss. On average, MPs predict 
that demand, or total billable hours, will decline slightly 
over the next year-long period. Currently, more than half of 
respondents (51%) expect demand to weaken, about one in 
five (19%) thinks it will remain where it is and another 29% 
expect it to improve a bit.
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Increasing expenses are also putting pressure on margins. 
Like the other firm-specific indices, expense expectations 
took a hit this quarter, dropping 19 points to 55. On average, 
MPs forecast expense growth of 5 – 10% over the coming 
year. As usual, the primary factor driving expense growth is 
lawyer compensation, cited by 72% of respondents. But in a 
surprise, 45% of MPs now point to non-lawyer compensation 
as a major factor. Another 22% cite occupancy costs and 13% 
point to technology expenses. Many firms have been actively 
trimming fat from their budgets for some time now, and these 
findings suggest a sense that there is not much left to cut. 

BELT-TIGHTENING MEASURES
Over the next year, it appears that leverage will be flat or 
slightly down for most firms, with the pool of equity partners 
staying unchanged while the ranks of non-equity lawyers 
decline slightly. After dropping 24 points in the prior quarter, 
the equity partner index lost another six points, and now sits 
squarely on the neutral baseline of 100. A plurality of MPs 
(44%) expect their equity partner ranks to stay the same 
in the coming year. The rest are about evenly split between 
predicting an increase (24%) or a decline (27%) in the 
numbers.

As for non-equity lawyers, both indices fell below the 
neutral baseline for the first time in more than two years. 
The associate index dropped to 98 — a loss of 13 from the 
prior quarter — and the non-equity, non-associate lawyer 
index fell 16 points to 85. MPs are about evenly divided on 
whether associate numbers will stay the same size (32%), 
shrink (33%) or grow (34%). As for non-equity, non-associate 
lawyers, 44% of MPs expect these numbers to remain flat, 
another 38% plan cuts and just 18% expect to add to these 
ranks. The no-growth scenario of further reductions among 
timekeepers, it probably won’t be enough to make up for the 
falloff in anticipated demand, and productivity — or billable 
hours per lawyer — will likely drop or stay flat for the next 12 
months. 
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Assoc FTE

For the most part, expansion plans are on hold. Just 8% of 
respondents expect to open a new domestic or foreign office, 
and 13% have plans to add to an existing office. Respondents 
continue to prefer organic growth over merger or acquisition, 
cited by 47% and 22% of MPs, respectively.
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