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Firms in an unstable environment

Fifty million years ago, the Indian subcontinent began its inexorable collision with the Eurasian plate;
and in that grinding of tectonic forces, the earth did something extraordinary — it began to build
upward. Limestone that once rested on an ancient seabed was thrust skyward, folding and fracturing
along fault lines that would reshape the face of the planet. This wasn’t a gentle rising; rather, it was

a violent reorganization of matter, in which some sections of crust were pushed to unprecedented
heights while others remained relatively unchanged, creating the greatest peaks and deepest valleys
on Earth.

The Himalayas emerged from this chaos, and at their apex stood what the world would come to call
Mount Everest, standing at 29,032 feet not despite the fault lines, but because of them.

Today, the US legal market is experiencing its own tectonic

moment, one in which fundamental forces — such as What makes this moment
shifting client power, economic instability, and technological .
disruption — are creating fault lines that are pushing some to particularly treacherous
extraordinary heights while others find themselves on more is that the very forces
unstable ground. The difference between the peaks and valleys creating today’s peaks
this time is no longer determined by traditional metrics of .
size and prestige alone, but by a complex interplay of factors: are S|multaneously
technological sophistication, practice mix, cost structure undermining the ground
discipline, and perhaps most critically, the ability to deliver beneath them.

value to an increasingly pressured customer.

The numbers underscore the tectonic nature of the moment. While the average law firm celebrated
13.0% profit growth in 2025, firms of different shapes and sizes found ways to capitalize on the
opportunities of the moment. The profits per lawyer of the Am Law 100 firms have soared as they’ve
increasingly concentrated on delivering on the highest-priced work. The Second Hundred is also
growing profits rapidly while expanding headcount and capturing increasingly substantial client work.
Midsize firms, after years trapped in a vicious cycle of aggressive hiring and constrained pricing power,
have finally broken free to capture historic demand growth. However, the threat of once again falling
back is growing rather than receding.

What makes this moment particularly treacherous is that the very forces creating today’s peaks are
simultaneously undermining the ground beneath them. The surge in demand that’s lifting profits to
record heights stems not from economic health but fromm chaos — trade wars, regulatory upheaval,
and geopolitical tensions — all of which require constant legal navigation. At the same time, many GCs
are finding themselves squeezed, with stagnant budgets having to somehow withstand the increased
weight of the moment. This results in an accelerating migration of demand as clients move in search of
greater value and lower prices.

While the cause of this uplift is out of the average firm’s control, its reaction to it is not. Firms are racing
to capitalize on the instability by loading up on talent and tech, with technology spending up nearly
10% and talent costs rising 8.2% compared to 2024 levels. Using the gains of a prosperous year to
reinforce one’s competitive edge is by no means a poor play; however, firms are spending like the
current revenue conditions represent a permanent shift rather than a temporary spike.

History suggests otherwise. The legal industry has surged like this before — in 2007 before the Global
Financial Crisis (GFC), and in 2021 before an inflation crunch — and each time, firms that mistook
altitude for stability found themselves falling furthest when conditions shifted.
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Leaders of today’s high growth firms, standing atop their own Mount Everests of profitability, would

do well to remember that the same forces which build mountains are capable of breaking down with
sudden ferocity. How firms prepare for that moment, the decisions they make, and the foundations they
reinforce or abandon will determine where they stand once the ground inevitably shifts again.

Key findings:
Unprecedented demand surge amid market redistribution — The US legal market
experienced some of the strongest demand growth in more than a decade, driven in
part by regulatory shifts and geoeconomic instability. Critically, smaller firms took the

lion’s share of the growth as clients moved demand from the most expensive firms to
lower-cost firms.

Intense expense growth — Technology spending and talent costs are rising rapidly,
with firms aggressively investing in Al capabilities while simultaneously expanding
their headcount. This dual arms race is sustainable, but only so long as demand and
rate growth can be maintained.

Structural business model conflict — The industry remains trapped between
transformative technology and outdated billing structures. Despite heavy Al
investments that fundamentally will alter how work is performed, firms and clients
remain locked in hourly billing arrangements that may no longer reflect value delivered.

signaling significant spending pullbacks ahead, with key practice areas turning
negative and spending anticipation approaching pandemic-era lows. Financial
forecasts point to contraction by mid-2026, suggesting that current demand levels
may not continue.

Historical warning patterns — Today’s legal market dynamics — characterized by
booming demand amid instability, runaway expenses, and universal optimism —
closely mirror the conditions that preceded previous industry downturns. The
legal market appears to be repeating its pattern of surging just before a
significant correction.

] Deteriorating buyer sentiment — Many corporate general counsels (GCs) are

© 2026 Thomson Reuters
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Law firm performance in 2025

Any honest assessment of law firm performance in 2025 must begin with the extraordinary pressures
that have reshaped the entire landscape. The second Trump administration’s arrival created a
regulatory and geoeconomic shock that fundamentally altered global markets, with the United States
as the epicenter. As tariffs escalated, trade wars intensified, and the federal government underwent
radical restructuring. These mounting pressures saw clients swarm their law firms’ for legal advice, and
as a result, legal demand surged over the course of the year, averaging 2.5% but hitting as high as 4.4%
growth in July.2

FIGURE 1:
. Weekday-adjusted (WDA) demand is a new metric
Weekday-adjusted demand growth that accounts for:
* The working day difference between months.
Year-over-year change « The differences in the number of specific days —
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What began as a cooling market in early 2025 — one that was still descending from 2024’s
stratospheric heights — rapidly reversed course. The demand surge built steadily throughout the year,
culminating in a third quarter that marked one of the most rapid expansions in total hours worked by
law firms: a 3.9% year-over-year demand increase for the average firm. This powerful second half of the
year lifted 2025 up to be the third best year for demand growth since the GFC, with the average firm
achieving 19% demand growth for the year.

To understand the magnitude of this reversal, consider that the industry has averaged just 0.6%
quarterly year-over-year growth since the beginning of the 2010s. Moreover, previous quarters that
approached this level of growth typically represented rebounds from dramatic falls, such as the
pandemic-induced collapse or other economically driven contractions.

1 Financial data for this report is provided by Thomson Reuters Financial Insights. Data is based on reported results from 184 US-based law firms,
including 50 Am Law 100 firms, 58 Am Law Second Hundred firms, and 76 Midsize firms (US-based firms ranked outside of the Am Law Second
Hundred). Legal buyer sentiment data is from Thomson Reuters Market Insights, which provides legal buyer information from around the globe
based on annual interviews with around 2,500 legal buyers with revenues of more than $50 million (US).

2 For the purposes of this report, demand is defined as total billable hours worked. Demand growth metrics illustrate the year-over-year change in
total billable hours for the average law firm during the period examined.
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The 2025 surge defied this pattern entirely. These results came despite being measured against
2024’s record-breaking performance, a comparison that created significant headwinds throughout the
year and particularly dragged second quarter results. The fact that firms achieved such growth while
climbing an already elevated mountain, makes this performance even more remarkable.

FIGURE 2:
Segment demand growth separation

Year-over-year change
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This is not to say that all segments performed equally well. As we’ve mentioned before in past

reports, mobile demand?® has been reshaping the market for the last couple of years, and 2025 saw

the divergence between segments reach its clearest example on record. Midsize firms surged ahead
with nearly 5% demand growth in the latter half of the year while the Am Law 100 couldn’t crack 2%,
resulting in the largest percentage point-spread gap in demand between the top and bottom segments
since the GFC. For much of the year, the Am Law 100 actually contracted while smaller firms captured
all the growth. Indeed, top firms needed the third quarter’s explosive surge just to crawl into positive
territory for the year.

This dramatic shift reflects how GCs were caught in an impossible squeeze, managing the legal chaos
of the Trump administration and a slowing economy while keeping budgets under control. With the
average Am Law 100 lawyer’s standard rates cracking the $1,000 barrier in 2025 — while everyone else
averaged around S600 — the math became irrefutable. GCs needed to do far more legal work with
the same amount of money, and they saw mobile demand as a solution. Shifting routine matters, and
increasingly even moderately complex work, to those law firms charging in many cases 40% less gave
GCs the breathing room their legal departments desperately needed.

The result is that firms outside the Am Law 100 grew their fees worked* at a pace equal to or faster
than their larger counterparts despite a significant advantage towards the largest firms in terms of rate
increases, suggesting the traditional hierarchy (in which the biggest firms traditionally captured the best
revenue growth) may be fundamentally shifting. It’s certainly working for clients, who spent less per

3 Mobile demand refers to the phenomena, prominent in 2022 and 2023, in which considerable volumes of work flowed from top-level Am Law firms
to smalller, less expensive Midsize firms, greatly boosting those firms demand level and fees-worked performance.

4 Fees worked growth is a firm’s total billable hours for a given period multiplied by the average worked rate.
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hour on the average legal service in 2025 than they did in 20245, And this was despite the average
law firm’s worked rates increasing 7.3% over the year.

In fact, it may have been this fundamental shift to less costly firms downstream in the market that
made the overall surge in legal demand possible for most clients to afford.

Parallel peaks in transactional and counter-cyclical work

Another feature that made 2025’s surge in legal demand particularly interesting was the breadth of
practices in which it was seen. Transactional practices® such as mergers & acquisitions (M&A), real
estate, and corporate general work, were among those that drove demand the strongest; but counter-
cyclical practices’ like litigation and labor & employment, also saw greatly elevated levels of growth.

FIGURE 3:
Practice demand growth

Year-over-year change
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This simultaneous surge across these two practice areas is highly atypical, again except for in periods
of severe market disruption. Large law firms typically operate as amplifiers of the broader economic
cycle. When businesses expand and capital flows freely, transactional work flourishes while counter-
cyclical practices like litigation and bankruptcy recede. This inverse relationship exists because clients’
legal needs fundamentally shift with changing economic conditions.

5 Thomson Reuters Institute. Law Firm Rates in 2026. Thomson Reuters, October 2025; available at
https://www.thomsonreuters.com/en-us/posts/legal/law-firm-rates-report-2026/.

6 Transactional practices are those that tend to thrive during periods of economic expansion. For the purposes of this report, the transactional
practice group is composed of corporate general, M&A, banking & finance, real estate, and tax.

7  Counter-cyclical practices are those that typically rise as other portions of the economy slow and include litigation, bankruptcy, and
labor & employment.

© 2026 Thomson Reuters
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FIGURE 4:
Transactional vs. Counter-cyclical fees worked growth

Year-over-year rolling 12-month change
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All timekeepers. Billable time type; non-contingent matters. Source: Thomson Reuters 2026

Both practice areas have grown simultaneously during only two previous periods: in the recovery
following the GFC (from 2011 to 2013), and in the early pandemic era (late-2019 to 2020). In both
instances, extraordinary government intervention and regulatory upheaval created parallel demand
streams. Companies needed transactional counsel to navigate new stimulus programs and restructure
operations while simultaneously requiring litigation support for the ongoing economic struggle.

Today, the 2025 surge follows this rare pattern. Regulatory whiplash and policy uncertainty has
generated both offensive and defensive legal work in equal measures.

Value and arbitrage help push rates to new heights

Where 2025 diverges from even this historical paradigm is in billing rates. While law firms in the past
have experienced relatively normal worked-rate growth even during such moments of economic
positivity, 2025 was anything but normal in this regard. Indeed, it shattered records. The average large
law firm grew its worked rates beyond the 7% mark, the fastest growth pace since at least the GFC and
likely well before that.

© 2026 Thomson Reuters
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FIGURE 5:
Worked rates growth vs. inflation

Year-over-year change
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For years, law firms maintained a comfortable cushion above inflation — nothing dramatic, but a steady,
sustained pricing advantage of about one percentage point that reflected the specialized nature of
legal work. Then in 2022, inflation briefly outpaced rate growth and firms found themselves in the
unusual position of falling behind. The response was swift and decisive. Firms didn’t just catch up,
rather they accelerated their rate growth past inflation and kept going. By 2025, with inflation settling
around the more normal (yet still elevated) 3% range, many law firms were still pushing rates of more
than double that. The gap between what firms charged, and basic economic pressures had become

a chasm.

While firms celebrated rate growth, it came against a backdrop of extreme client budget pressure,
meaning every rate increase faced scrutiny that didn’t exist in previous boom periods. The continuation
of this trend thus put further tension on client spending and expectations of legal service. Much like
tectonic plates coming into collision, that kind of pressure can build for years before it reaches its
breaking point. There are multiple justifications for sustained premium pricing, although their viability
remains largely untested. One theory holds that if firms deliver more value per hour through Al and
efficiency tools, they could justifiably charge more per hour. It seems logical that when a brief that once
required 10 hours to create but now might take five hours or less with Al assistance, the math might
need to change. Law firms might view those saved five hours as being worth more as they contain
additional strategic analysis and less document drafting. However, clients may not agree, and firms
aren’t yet making this case confidently.

Rather than citing Al efficiency as justification for rate increases, firm leaders express concern about
needing to prove they’re still worth their current rates in an Al world. Their focus is defensive, not
offensive, making them appear paralyzed by fears of value erosion rather than confident explanations of
value enhancement. Our research shows that what clients value extends far beyond faster turnarounds
or more work per hour. Legal departments need outside firms that alleviate their current constraints,
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History’s warning signs for 2026

Unfortunately, in addition to these dour economic forecasts, history doesn’t seem to be on law firms’
side eit

© 2026 Thomson Reuters
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What 2026 may bring

The same tectonic pressures that once thrust the Himalayas skyward offer a fitting parallel for today’s
legal market. Indeed, that very geology reminds us that height is temporary and a single great shock
can even bring down mountains. The legal industry’s current elevation is no different. Peaks endure only
when the forces that built them remain aligned; today, those forces are already shifting.

It’s also a key reminder that much of this is simply out
of firms’ control. The forces that resulted in this surge Yet one should not allow these
of demand — political and economic instability — were forces being outside of firms’

not the results of firms’ actions any more than a city trol to b
is responsible for the motion of the tectonic plates controt {o become an excuse

beneath it. Yet one should not allow these forces being for firms to act powerless.
outside of firms’ control to become an excuse for

firms to act powerless. Other factors, from firms’ rate strategies to how they capitalize on or mitigate
mobile demand, are very much in firms’ power, as are their strategies around technology, talent, and
communicating value.

Those firms best positioned for what comes next will use the current boom to reinforce their footing
rather than admire the view. That means modernizing pricing models that no longer match how
legal work is done, strengthening client trust in an environment in which legal buyers are increasingly
selective, and deploying technology in ways that deliver measurable value rather than marketing
gloss. These steps won’t guarantee altitude, but they will anchor firms to something more solid than
current momentum.

In this sense, 2025 is less a summit than an inflection point — a moment in which the underlying
pressures reshaping the legal landscape became impossible to ignore. The industry is entering a
new era in which understanding those forces matters far more than celebrating the height they may
temporarily provide. Those firms and their leaders that treat elevation as permanence may find, as
countless ranges have over geologic time, that height is not a promise — it’s a phase.



2026 Report on the State of the US Legal Market

22

© 2026 Thomson Reuters

Credits

Thomson Reuters Institute

Mike Abbott
Head of the Thomson Reuters Institute
Michael.Abbott@thomsonreuters.com

Steve Seemer

Senior Director, Thought Leadership & Strategic Relations - Thomson Reuters Institute

Stephen.Seemer@thomsonreuters.com

Lucy Leach
Director, Research Strategy — Thomson Reuters Institute
Lucy.Leach@thomsonreuters.com

Zach Warren
Senior Manager, Legal Enterprise Content — Thomson Reuters Institute
Zachary.Warren@thomsonreuters.com

Bryce Engelland
Content Lead - Innovation & Technology — Thomson Reuters Institute
Bryce.Engelland@thomsonreuters.com

Tomas Arvizu
Industry Data Analyst, Thought Leadership — Thomson Reuters Institute
Tomas.Arvizu@thomsonreuters.com

Marisol Torres Betancourt
Industry Data Analyst, Thought Leadership — Thomson Reuters Institute
Marisol.Torres@thomsonreuters.com




Thomson Reuters

Thomson Reuters is a leading provider of business information services. Our products
include highly specialized information-enabled software and tools for legal, tax,
accounting and compliance professionals combined with the world’s most global
news service — Reuters.

For more information on Thomson Reuters, visit tr.com and for the latest world news,
reuters.com.

Thomson Reuters Institute

The Thomson Reuters Institute brings together people from across the legal, corporate,
tax & accounting and government communities to ignite conversation and debate,
make sense of the latest events and trends and provide essential guidance on the
opportunities and challenges facing their world today. As the dedicated thought
leadership arm of Thomson Reuters, our content spans blog commentaries, industry-
leading reports and data sets, informed analyses, interviews with industry leaders,
videos, podcasts and world-class events that deliver keen insight into a dynamic
business landscape.

Visit thomsonreuters.com/institute for more details.

GEORGETOWN LAW

Center on Ethics and the Legal Profession

Georgetown University Law Center on Ethics and the Legal Profession

The Center on Ethics and the Legal Profession at Georgetown Law is devoted to
promoting interdisciplinary research on the legal profession informed by an awareness
of the dynamics of modern practice; providing students with a sophisticated
understanding of the opportunities and challenges of modern legal careers; and
furnishing members of the bar, particularly those in organizational decision-making
positions, broad perspectives on trends and developments in practice. The late James
“Jim” Jones, a senior fellow at the Center, provided his expertise and dedication to the
profession working on the report on behalf of Georgetown. For more information on
the Center, visit our website (Center on Ethics and the Legal Profession) or contact Mitt
Regan at regan@law.georgetown.edu.

The Center on Ethics and the Legal Profession
www.law.georgetown.edu/legal-profession.

o0
'»**’s Thomson Reuters
[ )

... Institute

© 2026 Thomson Reuters 1-26



	Slide Number 1

