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Executive Summary

Generative AI is poised to significantly reshape the legal industry, offering transforma-
tive potential in how law firms operate. This study, “The AI-Conomics of Legal Services”, 
a collaboration between Simon-Kucher and the Bucerius Center on the Legal Profes-
sion, explores how generative AI will disrupt the traditional commercial model of law 
firms and bring about new opportunities for profitability.

Key insights

	� Evolution of law firm economics: Generative AI is fundamentally changing how legal 
services are produced, sold, delivered, and monetized, expanding law firms beyond 
traditional service-based models to encompass software-driven business structures. 
This evolution in law firm economics is expected to drive market fragmentation and 
diversification, creating opportunities for new commercial models.

	� Generative AI as a strategic enabler: Rather than replacing human expertise, 
generative AI will enable law firms to offer tech-enhanced services by combining 
human advice with AI-driven solutions. Traditionally a rather closed industry, law 
firms are increasingly collaborating with software specialists to harness generative 
AI’s potential and stay competitive.

	� Positive profitability outlook: While the adoption of AI will lead to higher technology 
and overhead costs, the majority of study participants expect a positive impact on 
profitability. The efficiency gains, new revenue streams, and improved revenue quality 
generated by AI outweigh the challenges posed by increased competition  
and structural demand shifts. 

Key recommendation: From tennis to golf – diversification of commercial models

Law firms must adopt a flexible range of commercial models tailored to the specific 
needs of different service archetypes. Moving away from a “one-size-fits-all” approach—
much like using a single tennis racket for all situations—towards a more adaptable 
strategy, akin to selecting the right club in a golf bag, will enable firms to capture new 
profit streams, manage the speed of change, and remain agile in responding to future 
innovations.
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Introduction

In 2023, GPT-4, a generative AI model, passed the American Bar Exam with impressive 
results, placing in the top 10% of all test-takers.1 While jokes about robo-lawyers chasing 
clients quickly followed, this achievement marks a significant shift: Generative AI tools 
like CoPilot, CoCounsel, Harvey, and ChatGPT are emerging as game changers, with the 
potential to reshape how legal work is performed and redefine the economics of the 
legal market.  

While broader Legal Tech has not fully met expectations, generative AI has received 
significant attention and investment in a remarkably short period. According to Wolters 
Kluwer2, weekly generative AI use among corporate lawyers and firm lawyers is roughly 
70 percent, with daily use at about 30 percent.

While previous waves of Legal Tech were at the periphery of substantive legal work—
automating and supporting routine tasks based on clear rules—generative AI now 
promises to tap into the core of legal work: dynamic reasoning, evaluation, and argu-
mentation. The potential is significant—various studies project efficiency gains between 
10 and 30 percent (and beyond), though the jury is still out on the ultimate impact, and it 
is too early to quantify the effects. 

Despite these uncertainties, its impact on the legal services market must not be under-
estimated. Our study with Managing Partners and in-house counsels reveals that 
approximately two-thirds foresee significant disruption in the legal industry. However, 
only one-fifth anticipate that their own firm or company will be directly impacted. This 
contradiction suggests a false sense of security, as firms perceive themselves as safe 
islands in a changing sea.

1	 Stanford Law School: GPT-4 Passes the Bar Exam: What that means for Artificial Intelligence Tools in the 
Legal Profession (April 2023)

2	 Wolters Kluwer: Wolters Kluwer’s 2024 Future Ready Lawyer Survey: Legal professionals confident in 
managing AI-driven changes to business of law (October 2024)
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Industry overall 

~20%
Firm / company

~65%

Foresee significant disruption through Gen AI
Do not foresee significant disruption through Gen AI

Disruptive potential of Gen AI on the industry and the own firm/company

Figure 1 

This perception may also stem from the fact that, after an initial wave of hype, there has 
been some disillusionment. This is likely a reflection of unrealistic expectations. Naturally, 
it is too soon for generative AI to have totally transformed the legal industry. But one must 
not be fooled: this is an exponential change, and it starts gradually before accelerating. 
While 2024 may have seen only modest advancements, we expect the next 3–5 years  
to be characterized by incremental changes—perhaps below the expectations of some. 
However, as with any exponential change, the acceleration of impact will lead to significant 
disruption in the medium term, potentially surpassing what many currently anticipate.

There is a historical analogy with past disruptive technologies like the Personal Com-
puter. In 1987, economist Robert Solow remarked that the computer age was visible 
everywhere except in productivity statistics. It took ten years for the effect to become 
clear, and from then on, it became pronounced. We might experience a similar phenome-
non: this technology may soon appear ubiquitous—on our phones, in chatbots—but it 
has yet to fundamentally transform the economy. Although the PC ecosystem had a net 
positive impact on jobs for many years, the effect tilted some 30 years after its introduction. 
Some economists now see a negative impact on jobs. This underscores the importance 
of making the right strategic decisions now to benefit from these changes as they 
unfold.
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In this report, we assess how generative AI will impact law firm economics in the medium 
term and provide ideas for how both large and small law firms can exploit resulting 
opportunities while overcoming the challenges it presents. We focus on tech-enabled 
legal services, i.e., legal advice supported by generative AI tools. Throughout this paper, 
we incorporated insights from a recent study conducted in collaboration with Bucerius 
Center on the Legal Profession, which included interviews with 15 Managing Partners 
from large law firms and eight in-house counsels reflecting the buyer’s side. Additionally, 
we integrated Simon-Kucher’s expertise in law firm strategy and commercial models, 
along with findings from recently published reports, to further enrich our analysis. The 
findings were also validated and discussed with approximately 270 participants during 
the Bucerius CLP on tour series. 

The study sends a clear message: generative AI will unequivocally change the economics 
of legal services—from how work is sold, delivered internally, and monetized. Law firms 
are not moving in isolation; they are following a path which other sectors in professional 
services, such as tax and audit/accounting, have experienced over the past 15 years. 
These sectors have seen transformative effects from automation and efficiency gains 
derived from technology. Similarly, to wholly capitalize on the benefits of generative AI, 
law firms must make the right strategic adjustments to their business models now to 
avoid being left behind.

Setting the scene: The 
generative AI wave in law 

Gen AI vs. ‘Traditional’ Legal Tech 

In the jungle of buzzwords, it is important to structure the terms. While generative AI 
(Gen AI) is a subset of Legal Tech, it is essential to distinguish the differences between 
Gen AI and previous waves of Legal Tech tools. Traditional Legal Tech encompasses 
various software tools and technologies designed to support specific legal services and 
processes, enhancing their efficiency and accessibility. These tools are predominantly 
focused on automation, often employing rule-based workflows to address specific tasks.

Gen AI, however, has emerged as a distinct category, characterized by its ability to 
create content flexibly and dynamically, rather than being confined to predefined 
workflows. A key innovation lies in its capacity to process simple, often unstructured, 
natural language inputs. Powered by large language models, these algorithms can adapt 
to and handle new tasks without requiring predefined rules for each specific request.
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Dimension Traditional Legal Tech Gen AI

Nature of capabilities Rule-based / pre-defined workflows Flexible / dynamic

Suitable for Repetitive tasks New tasks

Expertise
Rather domain- or task-specific, 
focused

Cross-domain, rather broad

Focus Automation Creation

Information Retrieval, processing, analysis Reasoning, summary, assessments

Context-awareness No Yes

Learning No Continuous

Inputs Complex, pre-defined structure Simple, language inputs

When thinking about Gen AI tools in the legal space, the application landscape can be 
mapped along two dimensions.

The first dimension refers to the tool focus: vertical or horizontal. Vertical tools are 
designed to address specific capabilities. The most common examples include drafting, 
information retrieval (such as identifying case examples), and discovery tasks like 
document reviews. A prominent illustration of this category is the multitude of chatbots 
that facilitate information retrieval across a wide range of cases. In contrast, horizontally 
focused tools are specialized for particular case types, such as due diligence, and cover 
multiple capabilities across the entire case process.

The second dimension of categorization is based on whether tools are used for internal 
or external purposes. This distinction hinges on the visibility of the tool’s output to the 
client and its role in the value proposition. For example, some contract drafting tools 
might operate solely as internal resources without being highlighted in client-facing 
communications. Conversely, other solutions—such as e-discovery platforms and 
collaboration tools—can enhance the speed and quality of work, thereby becoming 
integral to the client value proposition.

Lastly, tools vary in their level of autonomy: 

	� Level 1: Enablement – Tools primarily focused on the infrastructure layer, such as 
case management systems with Gen AI features.

	� Level 2: Co-creation – Often starting with lower-level tasks but progressing toward 
increasingly complex applications.

	� Level 3: AI-led – New technology-driven solutions, such as continuous monitoring 
and other advanced capabilities.

Traditional Legal Tech vs Gen AI
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Vertical tools Horizontal tools

Internal tools

External tools

Level 1 Level 2 Level 3

jupusconsalio

Legora

beck-
chatNoxtua

Prime
Legal AI

Libra.
Harvey

Hebbia

BRYTER

Application landscape of Gen AI tools with an indicative tool mapping

Figure 2 

Adoption patterns

Despite Gen AI still being nascent, all law firms participating in this study boosted their 
investment in generative AI experts and specialists, as well as the supporting technology. 
Our research shows that not a single firm sees itself as exempt from the need to invest  
in this area. The motive is clear – the costs from the risk of falling behind exceed any 
potential short-term loss from unproductive investments. 

However, our study participants expressed mixed feelings about where and how to invest. 
Only a few Managing Partners indicated that their firms prefer to wait for established 
market standards before making significant commitments, opting to minimize the risk  
of investment failures by adopting a more conservative approach. Half of the Managing 
Partners believe the best course is to cautiously experiment with different technologies 
to learn what works and what doesn’t. Lastly, approximately one-third of respondents 
stated their firms are going “all-in,” planning to heavily invest in AI early on. These 
investments include purchasing AI tools, developing proprietary solutions in-house, 
building internal AI teams, and rapidly adapting their business models. 

Adoption rates also vary across firm sizes. Large law firms and those with international 
footprints are leading the charge in our sample, given the substantial financial invest-
ment required. These dynamic risks creating fault lines along the size dimension, with 
smaller firms potentially lagging.
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When it comes to the objective, law firms overwhelmingly focus on supporting tools to 
offer tech-enabled services—with a clear emphasis on services. There is a broad con-
sensus that their strategy is not to enter the software market by providing tools alone, 
but to offer a combination of human advice and expertise, supported and partially 
delivered by technology. As a result, firms are looking externally for software tools to 
minimize the aforementioned risks associated with internal developments that may fail 
or struggle to vie with specialist software vendors. Traditionally a closed industry, law 
firms are now increasingly looking outward to collaborate with software specialists.

Economies of scale in technology and a “winner-takes-all” dynamic are driving this shift 
toward procuring generative AI solutions externally. External software spending has 
soared, and the future of generative AI tools will likely see even greater reliance on these 
solutions. This trend also aligns with the strategy of in-house legal teams. The inter-
viewed General Counsels equally aim to implement external tools to make them  
accessible across their organizations, enabling in-house handling of low-value and 
low-complexity requests. Hence, it is no surprise that all interviewees agreed that 
software firms will take over a larger share of the industry profit pool going forward.

While the tools themselves are becoming gradually more commoditized, with everyone 
having access to the same set of providers, the use of proprietary data and tailored 
applications is shifting into focus. Thus, educating teams to maximize the potential of 
this technology will become paramount. This ties in with another key theme from our 
interviews: Managing Partners largely agree that Gen AI tools and solutions will be used 
by the wider workforce, not just specialized teams. A majority of sampled firms pursue 
this approach as opposed to a more siloed tech specialist unit. While the technology 
itself might not be the source of competitive advantage, this might in the future result 
from better skills in using the technology.

On the output level, investments into Gen AI are usually divided between those that 
focus on increasing efficiency of existing processes and those that invent new products 
or even entire business models. We see a sequential approach in the industry, with both 
the Managing Partners and the General Counsels we spoke to currently focusing heavily 
on investments in the first category. On average, they indicate that their short-term AI 
focus is 70 percent on improving existing processes that boost efficiency and only 30 
percent on developing entirely new solutions or products. 

Only in a second wave will the focus likely shift 
towards revenue generation through innovative 
offerings —although a small but notable group of 
Managing Partners can be categorized as front 
runners here, who are actively exploring growth 
opportunities through tapping into new market 
segments or offering new solutions. This could 
involve providing existing services to previously 
inaccessible market segments because of cost or 
developing new tech-enabled services.

70% 
of current investment 
focus is on efficiency 
gains as opposed to 
revenue growth.
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Profitability impact

Investment into Gen AI is fueled by two motivations—the risk of falling behind and the 
promise of significant profitability uplifts. In fact, 60 percent of Managing Partners 
expected Gen AI to have a positive impact on their profits. 

Positive impact No changes Negative impact

60% 
of sampled MPs

expect positive impact of 
Gen AI on own 

profitability

Predicted effect of Gen AI on own profitability

Figure 3 

The key drivers are threefold:

Positive: 

	� Retained efficiency gains: Even in a high paying, high education field, there is 
still a significant share of tedious work that consumes a lot of time and is not fully 
chargeable (or only with write offs/discount). Gen AI offers a realistic prospect of 
reducing this. Managing Partners expect that they can keep some of this efficiency 
gain for their firms.

	� Revenue quality: Similarly, as low-value work will be reduced, there is a new 
capacity to focus on high-touch and high-rate advisory. This shift will positively 
affect profitability. Managing Partners especially point towards the potential of more 
consultative services. Smaller law firms might also compete in areas where they 
previously would not have the resource power, e.g. larger investigations. Gen AI will 
enable them to deliver a case that previously required large teams—thus allowing 
them to charge the rates  
of larger law firms.
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	� New revenue streams: Some law firms have the opportunity to grow in new 
segments, offering entirely new services (e.g. continuous monitoring of legal 
compliance, patents, etc.). This could add some attractive revenue streams.

Negative: 

	� Investment and ongoing costs: Managing Partners expect to increase their spending 
on technology. The gains, if realized, will likely prompt software vendors to demand 
a share. While the jury is still out on which law firms will benefit from Gen AI, our 
interviewed Managing Partners and General Counsels agree that ALSPs and software 
companies will be a winner. 

	� Structural demand changes: Both Managing Partners and General Counsels have—
in a short period of time, since the inception of Gen AI tools—consistently described 
one key trend: buyers’ requests change. Increasingly, clients approach law firms with 
their own initial assessment that they want validated or refined—with the expectation 
of lower fees. 75 percent of General Counsels see less outsourcing of legal advice 
with internal tools being able to answer some questions that would otherwise be 
outsourced.

	� Increasing competition: With efficiencies reducing the time required for some case 
types, there may be heightened competition resulting from a stable demand meeting 
increased supply. Even with consistent demand growth and talent shortages, 
Managing Partners are not too apprehensive. But this optimism was not shared by 
smaller law firms. Some expect a bigger threat where bigger law firms might become 
competitive in their segment and look to penetrate the market from the top. In this 
scenario, smaller generalist practices face a serious risk of disruption, being edged 
out of the market. 

The two key drivers—efficiency gains and costs—will ultimately determine the total 
profitability impact of generative AI. However, there is a significant complication that 
poses a substantial risk. Law firms still heavily rely on time-based billing, either through 
the billable hour or fixed fees, which are often derived from the fee earner and are a 
function of the estimated time required for a task or case. If the time required to work on 
a case is significantly reduced, firms may feel compelled to pass these savings directly 
to clients, thereby reducing revenue. This can lead to law firms bearing the burden of 
high-tech investments that are not reflected in reduced staffing costs alone.

Estimates gathered in discussions suggest that efficiency gains could range between  
10 and 30 percent on average, depending on the nature of the work, case type, and 
practice area. Tasks such as investigations and due diligence may see substantial 
benefits, while other areas might experience less pronounced efficiencies.

An illustrative example highlights this risk: in a generalist practice, efficiency gains  
might disproportionately affect junior roles, as tasks like contract drafting and information 
discovery become faster. Assuming a 20 percent efficiency gain for non-Partners and  
5 percent for Partners, revenue could be significantly at risk, with an approximately  
16 percent decline based on the average economics of a law firm and all other factors 
remaining equal. 
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Our conversations with Managing Partners reveal awareness of this direct risk, but not of 
a derivative risk: since profit margins are typically higher for junior roles, efficiency gains 
concentrated in these areas could lead to a reduction in leverage (i.e., the ratio of junior 
hours to senior hours). This would have an even more pronounced negative impact on 
the bottom line. In this hypothetical scenario, profits could decline by almost one-third, 
exceeding the revenue contraction by far.

Revenue

Profit

Gen AI

Baseline 

-28%

-16%

Based on typical law firm financials; 
assuming 5% efficiency gain for 
Partners, 20% for non-Partners

Revenue and profit from Gen AI-driven efficiency gains
Baseline revenue and profit

Exemplary revenue and profit development 

Figure 4 

This does not consider the additional overhead costs from investments into Gen AI 
technology, including licenses, new teams, and training, which further bite into profit. 

Once prices are reduced in response to efficiency gains, Partners risk opening Pandora’s 
box—it becomes challenging to regain pricing advantages once they are lost. Strategic 
leadership and careful recalibration of pricing models will be critical to ensuring that 
efficiency gains translate into sustained profitability rather than diminished margins.
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Evolving law firm economics: 
Look for software 

If generative AI lives up to its promises in the medium term, and law firms aim to capture 
the profitability upside rather than passing the benefits entirely to clients, the law firm of 
the future must future-proof its commercial model. This will result in a firm that looks 
markedly different from today, both in terms of organization, processes, and monetization 
strategy. Conversations with Managing Partners and General Counsels alike suggest 
that a transformation along four key dimensions is required, expanding from the tradi-
tional economics of a pure services firm to those of a software-driven enterprise.

The traditional service model of law firms is characterized by a low level of productization, 
decentralized delivery structures with highly variable project costs, time-and-material- 
driven pricing and business development handled by delivery teams. Most engagements 
are one-time payments. New business acquisition is primarily handled by the delivery 
team within their specific legal practice areas.

But what does the future hold? Examining software companies and their commercial 
models offers valuable insights, as they provide a blueprint for scaling revenues and 
profits while capturing efficiencies. A software company typically employs dedicated 
sales teams to market clearly defined products, uses value-based pricing, and operates 
with centralized delivery structures. Clients often pay recurring subscription fees, and 
costs in this model are predominantly fixed.

These characteristics are crucial for enabling profitable growth while leveraging tech-
nology. As law firms adopt these principles, they can position themselves to scale 
effectively, capture efficiencies, and align their business models with the evolving 
demands of the market.

Services
Typical

Delivery
team

Dedicated
sales team

Decentralized
and variable

Centralized
and mostly fixed

Rarely
used

Frequently
used

Time & Material

Value-based
metrics

Business DevelopmentDelivery and costsProducts Price models

Services

Software

Typical

Typical

Evolving law firm economics

Figure 5 
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We are not advocating for a wholesale shift. Each dimension represents a spectrum, and 
we expect law firms to gradually adopt elements of new models while blending them 
with their legacy characteristics. Law firms must approach this transition in a thoughtful 
fashion, especially if their focus is on tech-enabled services rather than selling software 
solutions outright. This requirement stems from the impact of technology on service 
delivery and economics, making it equally relevant for these firms.

The risk is even greater for firms that provide tech-enabled legal advice, as the gradual 
evolution toward more technology-driven service provision may create a false sense of 
reduced urgency for change. This contrasts with the apparent need for a new model 
when selling software solutions, where the necessity for transformation is widely 
acknowledged.

Ultimately, these dynamics signal a shift from a franchise-like model to a corporate one. 
Today’s law firms range from small individual clusters of practitioners, with limited 
steering, to integrated firms with a common governance and even up to strictly man-
aged legal services. The law firm of the future, however, will rather need to resemble a 
digitally enabled, process-driven corporation. It will feature greater division of labor, 
more centralized steering and authority, and more sophisticated go-to-market and 
monetization models.

Relinquishing authority and fostering collaboration—including with non-legal profes-
sionals—will demand a significant cultural shift. This cultural change is seen as the 
number one challenge by Managing Partners, ranking well ahead of technical obstacles 
or imperfections in the technology itself.

Resistance to
change
Lawyers not accepting 
organizational changes, 
e.g., interdisciplinary 
teamwork 

Unreliable
technology
Gen AI's performance 
lacking in accuracy

Client hesitation
Clients not fully 
accepting productized 
legal advice yet

Regulatory 
environ-
ment

Market

1 2 3 4 5

Obstacles to future law firm economics

Figure 6 

Yet, as mentioned above, other industries like audit and tax have led the way and the 
changes are visible. In the sections that follow, we closely inspect how such changes 
play out. 
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Products

The fundamental requirement for greater deploy-
ment of Gen AI tools and efficiency gains will be 
productization. By productization, we refer to the 
ability to clearly define the scope of a service into a 
delineated unit – for instance a specific work output 
or activity to be performed. 

The current economics of law firms are fundamentally linear, meaning that an increase 
in case volume does not result in significant efficiencies or higher margins. Size, for 
most of the market, is not a strong predictor of profitability (excluding the top-tier firms, 
which can rather capitalize on their brand positioning, than their size advantage). This is 
largely because of the limited economies of scale in the industry. Productization is 
crucial to unlocking these efficiencies—although it remains a controversial concept in 
the context of legal advice. Legal professionals often view productization as antithetical 
to their profession, as one Managing Partner explains: “The lawyer always sees only their 
specific case, not the archetype behind it.” However, archetypes form the foundation for 
productization, standardization, and, ultimately, tech enablement.

To make progress, law firms will need to take a two-step approach: first, map their 
workflows, and second, begin standardizing them. A critical nuance here is that case-
work will always be tailored and client-specific, but the “production line” behind the 
scenes will become more standardized. This ensures consistent execution of identical 
steps in a prescribed sequence, utilizing specified tools and a standardized data storage 
format and location. Partners and teams will need to transition from their historically 
individualized approach to adopting these centrally defined workflows.

A useful analogy can be found in Porsche’s manufacturing process. Each car is unique, 
tailored to the buyer’s specifications, and maintains a premium quality standard. How-
ever, production efficiency has evolved dramatically with technology. For example, the 
production time for a Porsche 356 in the 1950s ranged from 90 to 120 hours. Today, 
producing a Porsche takes approximately 24 hours, even while allowing for customization 
and premium quality.

This model is already observable in areas like mass litigation, where some law firms have 
leveraged standardized processes and workflows. Such an approach could serve as a 
template for other practice areas.

Standardized workflows also enable greater division of labor and the establishment of 
centers of excellence. These centers could include specialists focused on deploying 
generative AI tools for specific process steps.

However, there is a clear schism in the market based on Managing Partners’ views: while 
60 percent of law firms are actively working on these transformations, the remaining are 
not. Even among those addressing the issue, most are falling short of their own ambitions, 
with 80 percent acknowledging they have yet to meet their goals.

The lawyer always 
only sees their specific 
case and not the 
archetype behind it.
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Internal productization can also be complemented by external productization. Leading 
law firms have started offering differentiated, productized service packages in certain 
areas. Much like purchasing a telecom contract, clients are presented with various 
packages with a defined scope and level of service.

Delivery/ cost

On the delivery side, two key dynamics are at play: increased overhead technology costs 
(fundamentally fixed in nature) and a changing staff composition of the law firm, especially 
driven by increasing hiring of tech specialists (partially at the expense of legal associates), 
and heightened training requirements.

At this point, it is no surprise that the cost structure of a law firm will gradually show an 
increasing fixed costs position. As mentioned above, given that law firms are poised to 
rely on externally sourced tools and their licenses will increase technology and IT-related 
overheads significantly, likely doubling or even tripling them by estimates of some 
Managing Partners. The additional costs of Gen AI specialists, who have become a 
scarce and valuable (read: expensive) resource, will further drive this dynamic. This cost 
structure shift will unequivocally give rise to scale advantages.

Similarly, generative AI tools are accelerating the ongoing fragmentation of delivery 
structures, a trend that predates their widespread adoption. Increasing specialization—
evidenced by the establishment of Legal Tech teams, transaction support lawyers, 
centers of excellence, and, in some cases, offshoring—has driven a more pronounced 
division of labor.

A resulting structural force reshaping law firm composition is the impact of generative AI 
on (junior) associates. These tools are poised to disrupt their work most profoundly, with 
efficiency gains likely being highest among lawyers in their early years. Some law firms 
in our research have already observed this trend, albeit on a smaller scale and in limited 
practice areas.

Consequently, certain segments of law firms may require fewer associates for the same 
case workload, reducing the leverage ratio (i.e., the number of associates per Partner). 
While the absolute number of associates in large law firms may still be growing, their 
relative proportion is already gradually declining. According to Thomson Reuters 
research on top US law firms and leading midsized firms3,4, the avg. share of associates 
has declined by 4.3 percentage points when comparing 2020-2024 vs. 2005-2009 
(from 44.5 percent to 40.2 percent). 

3	 Thomson Reuters Institute: 2025 Report on the State of the US Legal Market (January 2025)
4	 Data is based on 51 Am Law Firms 100, 52 AM Law Second Hundred firms, 80 Midsize firms
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Two critical imperatives arise from these shifts:

Changing skill requirements: Leadership skills are becoming increasingly important in 
managing cross-functional teams. All interviewed Managing Partners agreed that 
effective leadership of such teams is essential. Similarly, a significant proportion of 
Managing Partners and in-house counsel believe that legal professionals will need a 
broader skill set compared to today. One skill seen as crucial is the ability to integrate 
generative AI into daily work processes.

To address this, investments in the workforce are essential. These investments include 
hiring costs for AI specialists and training costs to upskill current employees. Impor-
tantly, a vast majority of Managing Partners expect their existing lawyers to acquire Gen 
AI skills and integrate them into their workflow, rather than restricting the use of genera-
tive AI to a specialized subset of staff. The current focus of AI-related workforce invest-
ments is on upskilling lawyers to prepare them for the age of Gen AI, which necessitates 
growing investments in training programs.

Rethinking project costs: Currently, overhead costs form a small part of the law firm 
P&L statements, with case profitability largely driven by direct staff costs. However, this 
will change as technology and overhead costs grow. These costs will need to be tracked 
and attributed at the matter level, requiring a fresh approach to project cost management. 
This shift will have significant implications for pricing strategies—a topic we turn to next.

Price models

One of the most significant areas for change will undoubtedly be pricing. Price models 
finally need to decouple from inputs—especially time—to ensure that efficiency gains 
are not entirely passed on to clients. Additionally, they must better account for the 
growing technology costs associated with generative AI deployment, as evidenced by 
greater fixed costs.

Currently, Managing Partners estimate that only 
about 20 percent of revenues are derived from 
Alternative Fee Arrangements (AFAs). While all 
Managing Partners agree on the need for change, 
only a small fraction (10 percent) have a clear 
strategy in place to address this requirement and 
feel prepared to implement it. The billable hour may 
now face its greatest challenge. As one might say, 
“The billable hour is dead; long live the billable 
hour.” However, this time, generative AI could be 
the catalyst for a genuine shift.

And many people still 
think in terms of 
hourly rates or daily 
rates. They don’t know 
the value of their 
work; they have no 
feeling for the value 
[they provide to the 
client].
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The main reasons for this lack of preparedness are an inability to assess the value of their 
work, the novel challenge of selling AI models, and an assumed skepticism towards 
customer acceptance for the new price metrics. Interestingly, both Managing Partners and 
General Counsels interviewed largely attribute the slow adoption of new pricing models to 
resistance on the opposite side—lawyers blame clients, and clients point back at lawyers.

Nevertheless, Managing Partners are optimistic that generative AI will provide the 
momentum needed to tip the scales and drive firms to explore and implement new 
pricing models actively.

While the search for new models is on, law firms might not need to look that far. The 
most likely one is fixed fees, which most Managing Partners are focusing on as a way to 
move towards output-based pricing. Yet not all fixed fees are equal. Leading law firms 
have started to productize some matter types and defined fixed fee bands centrally. The 
estimation of fixed fees by Partners thus is no longer based on time; instead, a value 
band helps them decide the fee range, considering urgency, importance, and value. A 
higher claim value will lead to higher prices, even at the same input. There is an initial 
effort in setting up these price models, but once in place, they are less work. 

The second is the technology surcharge that is becoming more prevalent. While disburse-
ment or admin surcharges for telephony and sundries have died out over the years, we 
see a reemergence of tech surcharges on the hourly rates. They are to cover the tech 
costs, especially when further increases in the hourly rate are not possible and a direct 
attribution of the tech costs for a matter is not feasible. This is borrowed from consulting 
and audit/accounting, where these fees are already established and have become 
double digits. 

The last consideration is subscription models, in some cases even flat rate. Base fees 
cover the cost of technology, e.g. deploying Gen AI tools, with a variable fee component 
that scales with the incremental work. 

Indeed, the most innovative law firms have started to use combinations of these models. 
One law firm is using a membership model, with the platform fee covering technology 
and reduced hourly rates for anything on top. 

One, however, must not fall into the fallacy of immediately assuming the billable hour  
will be replaced entirely. Managing Partners and General Counsels both agree that the 
future will have a larger variety of models deployed—dependent on the service character-
istics and degree of tech impact. There is a segment for the billable hour, for all its 
benefits. But it will not be the sole contender anymore. 

When moving away from the billable hour and with case profitability being a more 
complex function that involves many stakeholders and units beyond the Partner and 
their associates, there are implications on the incentive structure. The outlined changes 
will require Partners to be incentivized to collaborate, and to leverage internal specialists 
and technology that might reduce the number of hours. If client resistance to new 
models is a challenge, this might outclass it even. 
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Business development 

The last dimension of change affects the nature of how business is acquired. Fundamental 
to professional services is the unity of business development and delivery. But there are 
drivers that might lead this atom to break. 

With Gen AI being part of the mix, General Counsels as buyers of legal advice, expect 
more stakeholders to be involved in the procurement process in the future—increasingly 
often also non-legal specialists. Law firms need to mirror the client organization. They 
will need to involve non-legal specialists—a requirement that buyers have clearly 
expressed, as they equally expect to involve more stakeholders from outside the legal 
department in their procurement of legal advice going forward. 

Secondly, if indeed efficiencies appear, there will be heightened competition. That 
revenue gap, however large it will be, needs to be filled. By implication, a Partner would 
need to generate more cases than today on average. 

According to Edwards Gibson, lateral Partner hiring in 2024 has seen a 15 percent step 
up vs the average in the previous five years for UK law firms5. This stands in stark con-
trast to decreased hiring (relative to the growth). The Partner profiles sought by these 
firms can clearly be characterized as rainmakers. This might already be a reflection that 
the ability to generate revenues will be an increasing requirement for law firm Partners. 

Findings of our study confirm this trend. All interviewed Managing Partners agreed on 
the need for new business development skills. Yet, there is a limit to this trend: Only one 
out of ten Managing Partners considers a split between Business Development and 
Delivery Partners. While such a split might enable Partners to play to their unique 
strengths, most law firms currently consider adequate sales skills necessary to become 
Partner. 

Lastly, a select few of our study participants believe that non-lawyers could lead the 
business development in their firm as Partners. This comes down to two reasons: 
internal acceptance of non-lawyers as equals and a clear vision of the skill gap that  
can only be filled by a non-lawyer. 

Currently, Managing Partners are uncertain whether the same Partners simply need to 
learn, develop, and improve sales skills, or if we will see a greater specialization. While 
the awareness of the necessity of new sales skills is unanimously there, law firms might 
steer towards an awareness-execution gap. New roles and teams may be required to 
capitalize on the emerging market segments and sell legal advice alongside Gen 
AI-based solutions, while other roles and teams will focus on the delivery of legal 
services. 

5	 Edwards Gibson: Law Firm Partner Moves in London. November-December 2024, Issue No. 84
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Overall, our study results show that the economics of a law firm might be in for a major 
evolution, potentially adopting some of the commercial pillars of software-based eco-
nomics. This transformation, not least given the idiosyncrasies of legal professionals, will 
require strong central controls and Partners will need to delegate authority to central 
leadership. As some law firms have surpassed a billion-dollar revenue threshold, they 
are a unique animal in terms of their organizational structure. 

Law firms—small or large—need to reexamine their commercial model, even when 
dedicated to human legal advice that is supported by technology. This begs the question 
of how law firms can get on the journey of altering their commercial model. 



21

From tennis to golf:  
Next steps for law firms

Our study shows a clear fragmentation and diversification of the market, with the previous, 
rather monolithic, model being split into different segments. 
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+external 
(better quality of outputs 

in core services)
+external 

(new solution/offering)
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to productise
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monetize individually 

Service archetypes and commercial model

Figure 7 

 
These segments are fundamentally defined by two dimensions: the type (low-touch vs 
high-touch) and the source of the benefit from using Gen AI (internal vs external). Along 
the resulting matrix, there are five service archetypes which each give rise to a unique 
opportunity and require a different commercial model. While previously law firms 
covered mostly only one of these tiles, in the future they will need to serve a wider range 
(with a few exceptions). 
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Essentially, law firms must evolve from seeing their industry as tennis, relying on a 
single, standard racket, to golf, where different clubs are selected based on specific 
requirements. This adaptability—using the right commercial model for each service 
archetype—is essential for law firms to fully tap into all of the different sources of 
success that Gen AI has to offer. 

Now, let’s examine the resulting segments.

Putter: This is where the ‘traditional’ high-touch advisory sits and which will remain a key 
focus area in the future for a decent share of law firms. Many leaders state that “the value 
[they] provide is on another level [that Gen AI cannot disrupt].” They mostly refer to 
high-end advisory services and complex, unique deal situations. Others consider 
changing their strategic focus and shifting attention towards the high-end legal market 
when low-touch processes are effectively automated—with a clear decision not to 
address other segments. 

Yet even this high-touch advisory field will see some internal efficiency gains from using 
Gen AI tools and, in turn, will not be exempt from some of the outlined changes to the 
commercial model. For instance, when it comes to the price model, this could involve 
future-proofing pricing and recovering the increasing tech investments, for instance,  
by introducing a new technology surcharge.

Irons: Gen AI-driven law services with substantial impact could benefit from productiza-
tion—defined by consistent scope, delivery, and potentially fixed fees. As mentioned 
before, due diligence is a good example. Managing Partners are positive about the 
potential of using Gen AI and reducing human work—especially in light of labor short-
ages. They see a big upside to some of the cumbersome work being taken over by 
technology. 

Client expectations also push in-house legal divisions and law firms to use Gen AI for 
more productization. In-house counsels/clients become increasingly impatient if they 
feel like they could have solved their request on their own using Gen AI and lose time by 
running it by the legal division. Equally, there will be increasing pressure on legal divisions 
to create self-service applications for standard requests. 

Law firms are also under pressure from their clients who expect low-touch legal services 
to become significantly cheaper, as Gen AI can take over part of the work. A substantial 
share of General Counsels we spoke with indicated that reduced prices for low-touch 
services are the only scenario in which they would consider increasing their share of 
outsourcing. Managing Partners recognize this expectation of fast and cheap basic 
services and are keen to venture more into this area based on our interviews. 

While efficiency gains can be a great first step into the world of generative AI and help to 
build up AI capabilities, efficient processes are no long-term differentiator in the legal 
sector. To reap proper benefits, law firms must set their eyes on the horizon and think 
about entirely new ways to make money using Gen AI. 
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In the long term, pure efficiency gains might either be factored in by the client or 
become the new standard in the legal sector—which does not serve as a differentiating 
factor—both putting pressure on profitability. To counter this, law firms should develop 
legal products. Such products are not restricted by the available manpower and can 
thus be scaled beyond traditional legal services. Furthermore, legal products that are 
included in standard legal services can increase the attractiveness of such services and 
help law firms to demand higher prices than their competition. A noticeable share of 
General Counsels we interviewed actively demands law firms to leverage the possibili-
ties of Gen AI. General Counsels will prioritize law firms that do so and actively challenge 
traditional ways of doing jobs that rely on increased manpower for more complex tasks. 

Wedge: In some parts of the business, Gen AI will impact the service delivery that is 
visible to the client. New tools will allow for a more differentiated offering, e.g., with base 
packages including a larger share of the work being delivered by Gen AI tools. Firms can 
roll out various package options, including a base and a premium version, where the 
base version leverages greater tech automation. This enables penetration in price 
sensitive market segments while still serving the traditional ones. Similarly, this requires 
changes in business development to address these new segments.

Hybrids: In a similar vein, Hybrids are services where Gen AI will provide a clear value- 
add to the client, resulting in better outcomes. E.g., in terms of accuracy, speed, or 
quality. It, in turn, becomes a means to “sweeten” the offer to the market and catch 
attention or increase customer retention. Gen AI tools can be add-ons to the core 
solution or an up-sell.

Drivers: Lastly, the areas with the greatest growth potential are those services where 
generative AI enables entirely new (standalone) solutions that can become core to the 
business. By leveraging the opportunities provided by this technology, law firms may 
unlock previously inaccessible demand segments. This could involve generative 
AI-driven tools with minimal human involvement, delivered as subscription-based 
offerings.

One law firm we interviewed is already providing a contract review solution that combines 
technology with manual advice, packaged as a subscription service. Clients pay a 
recurring fixed fee for a predefined number of contracts, effectively purchasing out-
comes rather than processes. This offering is attractively priced, made possible by the 
efficiency of technology-driven delivery, with limited manual review of selected cases.
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Figure 8 

The most successful law firms in the age of generative AI will play in all five scenarios 
and selectively offer high-touch, medium-touch, and low-touch legal products and 
services for internal and external purposes.

The framework allows the commercial model to gradually evolve and avoid paralysis if 
the challenge from the change otherwise looks unsurmountable. Instead of changing 
everything at once, law firms may adopt a plurality of business and commercial models, 
which allows them to moderate the speed of change and be agile enough to respond to 
future innovations. 

After all, we don’t even know what new names, and potentially disruptive technologies, 
we will be introduced to in the years to come—and in a year from now, law firms that do 
not act will wish they had done so a year ago. 
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