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In This Issue:

Have a pricing article, case study or 
story to share? Send articles to  
editor@pricingsociety.com.

This is not the first time that 
we have written on this topic 
but two items that crossed our 
desk in the last week have gal-

vanised us into raising the topic again. 

The first was an article appearing in The 
American Lawyer’s Am Law Daily that 
looked at some of the reasons contrib-
uting to the demise of King & Wood 
Mallesons.

Most of us are familiar with Pavlov’s 
classical conditioning experiments. It is 
therefore obvious to most that the best 
way to get the behaviour you want is to 
provide reward for doing so, or at least 
refrain from punishing people for it. 

The flip side is that you must make sure 
you’re not inadvertently providing re-
ward for behaviours you’re trying to dis-
courage.

The Am Law Daily article noted, “…the 
firm’s compensation system produced bad 
behaviour. KWM awarded client credit to 
the partner who physically signed the in-

voice. That effectively encouraged partners 
to refer work to rival firms, rather than 
other KWM partners.”

Think about that last sentence for a min-
ute. Bizarre doesn’t begin to describe it.

“It was one of the things that killed the 
firm,” says one former London partner. 
“If I sent work to other [KWM] partners, 
it would be out of my numbers at the end 
of the year. It was better for me to send it 
to another firm, as I’ d then still be the one 
invoicing the client, so I’ d get the credit for 
everything.”

The second development to cross our 
radar occurred in the context of advice 
we were asked to provide while assisting 
a firm on a panel renewal for a Finan-
cial Times Stock Exchange 100 Index 
(FTSE 100) client. What stood out to us 
was an explicit articulation in the RFP 
of the client’s belief that misalignment of 
the firms’ internal meritocracy structures 
was at best hindering the opportunity 
for cost reduction and, at worst, overtly 
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Figure 1incentivising fee earners at the client’s 
expense. The RFP included the following 
statement:

“…you should consider how you incentivise 
your own employees and whether this runs 
counter-intuitive to what you are proposing 
in this model. For example, if [our] objec-
tive is to reduce overall … cost… and the 
law firm incentivises its employees by giv-
ing them billed hours (sic) targets, then the 
two are mismatched from the start. You 
may need to consider introducing different 
performance objectives for fee earners who 
work on [our matters].”

Subtext – and we want to see evidence of 
those recalibrated internal incentives!

Let’s look at some further examples 
(see figure 1).

In short, you get the behaviour that you 
are measuring, reporting and appraising 
people on.

To properly align incentives to sup-
port its mission and objectives, the 
firm must determine what fee earners 
believe they are being encouraged to 
do and not do. 

Some people will do what you want 
anyway, for personal reasons, but most 
effective law firm leaders use a ‘carrot 
and stick’ approach to get the behaviour 
they want. They create cultures that in-
spire and motivate people to do the right 
things and they provide incentives and 
consequences. 

They don’t sit idly by while hoping their 
people will behave the way they want 

them to. And they most certainly do not 
create or permit the existence of a dis-
sonant meritocracy structure that advo-
cates certain pricing behavior, but mea-
sures, reports and rewards completely 
different pricing behaviour.

You can espouse the desirability of 
certain behavior until you are blue in 
the face. In the final analysis, people 
will only do what is in their best inter-
ests. That is the nature of positive condi-
tioned response. 

Action/Behaviour 
(or lack of)

Response/Consequence

Personal billable hours 
budgets including bonuses 
based on billable hours

Lack of delegation (“It’s my precious!”)

Inefficiency, over-lawyering and time ‘dumping is in-
centivised and rewarded

A perpetual sore point with clients

Behaviour is even worse when gross hours trigger 
the bonus, not net hours as I have seen in some 
firms

Time write-offs viewed neg-
atively and/or count against 
your on your appraisal

Fee earners manipulate time on the file, engage in 
moral editing (‘the client shouldn’t have to pay for 
this’) or even stop recording time to avoid write-offs 
and admonishment

You are left with time records that are meaningless 
for either pricing or cost management purposes

Hourly rates set primarily 
based on linear experience 
& the firms’ internal hierar-
chy or on arbitrary job titles

Fee earners whose work could be charged at higher 
rates isn’t, forfeiting potential revenue

Frustrated and underperforming fee earners

Profitability by client and file 
not measured and reported

No understanding of what is profitable and what is 
just turnover

Unprofitable fee earners, clients and work are toler-
ated for too long and for the wrong reasons
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