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Approach to this analysis

1. Approach to this analysis

1.1 This report seeks to assess whether the desired market outcomes associated with
the regulatory objectives in the Legal Services Act 2007 (LSA) are being achieved
over the longer term, and where more progress needs to be made. This information
can be used to determine where more work needs to be done by us and the
approved regulators.

1.2 The LSB has a long standing commitment to evaluate the delivery of the desirable
market outcomes associated with the LSA as set out in the 2011 evaluation
framework.! Using that framework, this report builds on the analysis in previous
evaluation reports?, in particular the baseline report published in October 2012.3

1.3 While activity suchast h e Lr&Bladtosy standards work looks at the performance
of the approved regulators, the evaluation analysis set out in this document seeks to
assess how the legal services market is changing. This work considers questions
such as:

1 Has competition increased?

1 How has consumers confidence in the regulation of legal services changed?
1 Does the diversity of the professions match the diversity of society?

1 What impacts have the regulatory reforms had on access to justice?

The set of questions is broad which necessitates the use of a wide range of
measures.

1.4 As was the case in 2012, it is very challenging to isolate the specific impacts of
regulation on the market from the impacts of wider economic factors and changes in
government policy. This challenge is exacerbated by a lack of robust consistent data
across the legal services market that would allow us to apply more sophisticated
techniques to understand the impacts of reform.*

1.5 As in the 2012 report, we highlight continuing and new gaps in knowledge about the
legal sector. Prior to the LSA, regulatory activity for lawyers largely focused on
maintaining a list of members of each of the individual professions, coupled with a
complaint driven reactive approach. As a result of this history, there was no
embedded culture of information collection and analysis in legal services from a
regulatory perspective. This is despite the significant level of turnover of the sector. -
£32bn in 2015.

1.6 Since 2012 the frontline regulators have undertaken activities to increase their
knowledge of those they regulate and the environment they operate in. This is
detailed in the LSBs Regulatory Standards reports, published in May 2016.° The LSB
has published a large body of research over time, both the Solicitors Regulation
Authority (SRA) and the Bar Standards Board (BSB) now undertake more frequent
research than they did in 2012, and in the past two years, the Council for Licensed
Conveyancers (CLC) has published analysis of those they regulate. Further, all
regulators now publish a list of members of their regulated community.

1
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Approach to this analysis

1.7 Even so the level of information on the legal services market remains far from
perfect. That inhibits any analysis of direct cause and effect in the majority of areas.
In this context our approach remains to identify as many of the indicators of change
as possible and to describe the extent to which these indicators demonstrate
changes in the legal markets that lead us to consider whether or not the regulatory
objectives are being met. This analysis thus represents the best assessment possible
within the confines of the existing evidence base. We welcome discussions on how to
improve the evidence base going forward.

1.8 To deliver this assessment there were four main activities:

() In house literature review of 155 research reports mainly published between 2012
and April 20168 (i.e. since the baseline study) by the approved regulators,
representative bodies, government and academia, as well as a review of the LSB
commissioned research findings over the past four years;

(i) Commissioning of independent external research on the legal needs of
individuals and small businesses, prices, public access barristers, and an
economic opinion on the impacts of changes to legal services regulation;

(i) In house collation and analysis of a wide set of government statistics, survey
datasets, and regulatory data to allow for analysis of changes over time;

(iv) Assessment of what available evidence shows, and identification of proxy
indicators of change where necessary, and gaps in collective knowledge.

1.9 This assessment pulls together data shared with us by some of the approved
regulators, LSB analysis of survey data, published official data on trends in the
justice system, and the findings of our in house literature review. Caution must be
exercised in comparing the findings of different surveys over time, and different
sources of data. To manage this risk we compare survey findings to other sources of
information wherever possible and form a view using a variety of sources. To allow
for the effects of inflation over time, we make use of Treasury statistics’ to present
real and not nominal figures unless otherwise stated.

1.10 This is therefore an empirical analysis reporting on areas where we can
observe change. In circumstances where the available evidence is incomplete, we
develop an hypothesis about what might be driving the observed changes. Others
may have different views about the drivers of change and we value such dialogue.

1.11 Further, recognising that the legal services market is not one market but a
series of markets we make frequent use of the market segmentation model first
developed in 2011.%2 We continue to encourage others to make use of this framework
so that it will help them to understand how the environment is changing around them.
This model is interlinked with the evaluation framework.

1.12 The next part of this report presents the main drivers of change affecting the
legal sector over the 2006/07-2014/15 period, providing the contextual information for
the analysis of market outcomes in Part 3. A summary report is available on the LSB
website - https://research.legalservicesboard.org.uk/.

2
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Environmental context and drivers for change

2. Environmental context and drivers for change

Summary

T

Over the 2007-2015 period wider drivers for change have affected the legal sector in a
variety of ways:

The legal sector as a whole has experienced a contraction in turnover in the
early years of the period covered but has since recovered and is now larger
than ever before;

The legal sector has grown overall, despite legal aid funding reductions,
including rises in net exports;

There have been significant changes in underlying volumes of demand in
different segments, both up and down, which will affect provider behaviour;
Technology is being used in a variety of ways to promote and deliver legal
services, with government led process reforms driving part of this;

For those on low incomes, changes to legal aid funding have removed a major
source of free-at-the-point-of-delivery advice and representation, in a range of
market segments;

It is not yet clear what the full impacts of government reforms to court and
tribunal fees have been on the use of these services, but overall volumes of
proceedings have fallen over time;

Legal services regulation has adapted to allow for greater variety in the
provision of reserved legal activities, providing more flexibility for businesses
working within legal services regulation;

The cumulative effect of all the regulatory changes over the past five years can
be seen as broadly pro-competitive in design;

However, except where regulators only cover one market segment, changes to
regulation over the past five years have tended to apply across the regulated
sector, rather than being targeted at different market segments;

Further these changes have concentrated on supply side reforms, and rarely
related to consumer engagement or empowerment.

3
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Why this is of interest

2.1

2.2

2.3

In order to assess whether the market outcomes associated with successful delivery of the
regulatory objectives are being achieved, we first need to understand the wider changes and
drivers for change within the legal services market. Since legal services are an integral part
of society, that means considering the wider economic and societal changes across England
and Wales during the relevant period.

This section of the report provides a summary of what we believe are the key drivers of
change within the legal sector. These are:

1 economic factors

9 technological factors

1 government reform

i changes to regulation.

We look at these areas to provide context for the outcomes assessment presented in Part 3.
Some of these drivers of change are mutually reinforcing, while some potentially counteract
each other. They all demonstrate the interconnectedness of the legal services market.

Economic factors

2.4

2.5

2.6

4

In the 2008-09 period the UK economy experienced a significant recession with UK Gross
Domestic Product only returning to the pre-crisis level in June 2014.° The UK experienced
eight quarters of negative growth between 2008 and 2012, shrinking by 7.2% over 2008-
2009. At the same time general prices have risen by 24% and the service sector output as a
whole by 13%. Accounting for inflation, Office for National Statistics (ONS) data shows that
the turnover of the UK wide legal sector saw a fall from a pre-recession high of £29.4bn in
2007, to a low of £26.9bn in 2009 i an 8% contraction. However turnover in the sector has
since recovered to an all-time high of £32bn in 2015. This is despite reductions in legal aid
expenditure from 2013. ONS data shows that the proportion of turnover accounted for by
England and Wales has risen from 92.9% in 2008 to 93.5% in 2013.1°

While exports of legal services have grown they do not account for the overall level of growth
seen in the sector. This suggests that the majority of the growth in turnover has come from
domestic markets. The longer term picture is one of significant growth in total sector turnover

T doubling in value in real terms over the past twenty years. However, looking at the past five
years, the growth in comparable service s ect ors shows that hasgal
fast as some other sectors. (see Figure 2). The accounting, bookkeeping and auditing sector

h a s n 6 nin geal erws over the same period, but others have grown faster. The 2010

ONS Services Turnover survey estimates UK turnover in legal services to be split 69% for
businesses and 31% for individuals.!*

The links between changes in the legal sector® turnover and changes in the wider economy
have been demonstrated by the Law Society (TLS) research in 2012. This identified the main

economic drivers of change as househol dso6 di

economy as a whole, housing transactions, financial sector output, unemployment rate and
net exports of legal services.'? For example the number of housing transactions has risen by
37% over the past five years.
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Environmental context and drivers for change

Figure 1. Changes in UK legal sector turnover®?
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Figure 2. UK Legal sector compared to other services - 2015 prices*
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2.7

2.8

2.9

Further, changes to the economy will impact on the types of legal problems people
experience. For example a recent Citizens Advice analysis of their service users, points to
job seeking issues falling but problems at work increasing over the past 4 years.'®

In order to understand the different impacts on the different legal market segments, we look
at the longer term trends in demand for legal services with reference to a set of proxy
indicators. Recognising that the legal services market is comprised of a number of different
markets, we have analysed 25 proxy indicators measuring trends in the volume of demand
during the 2006/07-2014/15 period. These are set out in the Figures 3 to 7 below.

These indicators provide a broad coverage across all of the different segments of the legal
services market, and are arranged by the main consumer groups, as set out in the market
segmentation framework.® They represent a mix of measures of wider economic activity that
drives incidence of legal need, and actual measures of demand for legal services. These are
indicators covering a range of different points in the legal issue resolution process. They are
all drawn from regularly published data, provided by government agencies and departments.
However they remain?’ proxy indicators of demand as they do not capture three key areas:

1 Changes in how consumers respond to legal problems: A consumer faced with
a legal issue can choose to handle that issue alone, for example through litigating
without representation, as opposed to seeking legal advice (see B.1);

1 Changes in the level of cases that settle before court proceedings are issued:
Behind each court related measure, it is recognised that there will be a proportion of
incidences where legal advisers are used but these disputes never come to court,
and this ratio may also be changing over time;

1 Changes in the use of advice for risk management: It is recognised that a
significant part of the work of legal advisers will be to support their customers in
avoiding legal issues, providing information, complying with new laws, and managing
legal risks (see B.1). For example recent research found that around a quarter of
small and medium enterprises (SMEs) who were aware of the Bribery Act had
sought professional advice, with half of those using a lawyer to ensure compliance
with new legal duties.!® This type of change is not captured here.

Therefore, these are partial indicators of demand, showing trends in an element of each of
the main legal services market segments, and must be interpreted alongside other
information.

2.10 Comparing the situation in 2006/07 to 2014/15 these indicators broadly show:

6

1 A greater than 20% reduction in the volume of probate grants, residential
conveyancing transactions, re-mortgages, divorces started, and falling volumes of
family court proceedings;

1 Falls in police station (legal aid crime lower) and magistrate court volumes, but an
increase in Crown Court volumes;

1 A greater than 40% growth in volume indicators for personal injury;

1 A large fall in the volume of employment tribunals, and smaller declines in the
volume indicators for immigration, civil court proceedings, and intellectual property;

1 Falls in the volume of merger and acquisition activity, and commercial property
transactions;
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1 Volume indicators for business disputes returning to 2006/07 levels in 2014/15
following large increases following the recession.

Figure 3. Proxy indicators of demand: Probate, Residential Conveyancing, and Family
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Figure 5. Proxy indicators of demand: Employment, Immigration, Civil proceedings,
and IP

| | 200%

2006/07 = 100%

180%

SN
S ING/ TN \\ -

\H___Q\k_ﬂ__)ka o

60%

40%
2006/07 2007 /08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15
===11. Employment Tribunals total claims (Mol)
—+—12. Long Term International Migration, (ONS)
—#—13. Non Family Civil Proceedings - Total Money & Non-Money Claims (Mol)
—8— 14, Total Patent Applications (Applications for UK patents - UK & international) (IPQ)
------ 15. Total Trademark Applicants (UK only) (IPO}
Figure 6. Proxy indicators of demand: business consumers transactions
[ I 140%
2006/07 = 100% /\
/ o
_Am=m=====
—= 100%
F-——-----‘y"
. -
- -
o 20%
R = = - =
. P . -
60%
40%
20%
2006/07 200708 200809 200910 2010/11 2011/12 2012/13 2013/14 2014/15
===16. Cross border & UK National Mergers, Acquisitions, and Disposals volume
= @=17. UK Business Births (ONS}
—#— 18. Business Deaths (ONS)
—a— 19. New Companies incorporated (Companies House)
=3¢ =20. Commercial property transactions (HMRC)

8
Evaluation: Changes in the legal services market 2006/07-2014/15 7 Full report



Environmental context and drivers for change

Figure 7. Proxy indicators of demand: business related disputes
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2.11 For each indicator, there are fluctuations over the nine year period, demonstrating the
dynamic nature of demand for legal services. These changes vary by different market
segment, and will have had different underlying impacts on the different desired outcomes.

2.12 For businesses they can substitute demand for legal services by undertaking work in
house. An SRA commissoned report in 2014 suggested that in recent years, ffinancial
concerns have contributed to the growth of in-house legal teams. Faced with rising legal
costs, general counsel has gained an important role in controlling external legal spend.
Many companies have brought in-house much of the work typically done by law firms,
resulting in the termination of sometimes long-standing relationships with external law
firmsd®. A 2014 study of in house counsel i significant buyers of legal services i found that
in response to the recession in 2008, in house counsel in the UK were making greater use
of non traditional legal services. Four in ten were planning to decrease spending with
traditional law firms. In 2014, 70% were using contract lawyers and 37% document review
services.?°

Technological factors

2.13 Interms of the use of technology, 2015 research looking at innovation across the whole
legal service sector points to increased use of IT at various stages of the value chain, when
compared with research in 2005.2! The most notable finding was in relation to the rise of
social media, with the research finding 44% of businesses delivering legal services make
use of social media??2 mainly in the context of marketing and sales. Of organisations that had
developed new services or new ways of delivering services, 30% reported that
developments in technology in the preceding three years had led them to innovate.?®

9
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Whether technology has driven or enabled innovation is not known. Moving down the value
chain to actual service delivery, many participants reported greater use of electronic
communication as a way of improving client access. Further, some participants in the
research also reported using the web to deliver legal services, for form filling, providing
status updates, and allowing clients to sign documents online.?* The TLS& annual firms
survey, published in 2016, showed a third of firms increasing IT budgets in the previous 12
months, and the priority for IT was improving effectiveness of business processes.?®

2.14 Looking more narrowly at SRA regulated legal service providers, the 2013 LSB survey
of Alternative Business Structures (ABS) indicated that they made greater use of technology
to deliver services than other firms did. In all, 91% of survey respondents indicated having a
website that they used to deliver information and other services to their customers.? This
included basic information, online case tracking and feedback systems. This compares to
just 54% of other sol i cit ogsedfdradvartisingendthtaat had a
used legal networks websites in a 2012 survey.?” SRA research in 2014 found that over 60%
of ABS had invested in technology.?® Among CLC-regulated practices, CLC analysis shows
that ABSs are three times more likely than recognised bodies to offer online services for
clients wishing to access their services.?® This should be contrasted with the lack of change
in the prominence of provider websites in individual consumersochoice of provider.3°

2.15 These findings suggest a wide variety of levels of take up of technology among suppliers
of services in the legal sector suggesting a wider diversity of service provision. These
changes must also be seen in the context of government driven changes to IT use both
within the courts, at registration agencies, and at other justice bodies with which suppliers of
legal services interact. One example is Money Claim OnlineT Her Maj estyb6s Cour't
Tribunal internet based service for the resolution of disputes relating to money. This started
in 2001, was reported to have 100,000 users in 2006 and grew to 133,546 in 2010/11 i
making it the largest county court by volume.3! By way of a more recent example, the Land
Registry reported that 99% of the applications it received in 2014/15 were submitted
electronically.®> The Office of the Public Guardian has also reported an increase in online
applications since it launched it service in 2013.%® Future government reforms of the justice
system?* are only likely to drive greater use of technology among suppliers of legal services
operating in that system. For example, the recent Civil Courts Structure Review interim
report c¢ on ¢heraid @dkeartard aressing need to create an Online Court for
claims up to £25,000 designed for the first time to give litigants effective access to justice
without having to incur the disproportionate cost of using lawyerso>>

Government reforms to the legal sector

2.16 Over the 2007-2015 period government reforms have mainly concentrated on reducing
public expenditure in line with wider government policy. Based on Figure 1 above, we
calculate that total UK real legal aid expenditure fell from £2.6bn in 2006/07 to £2bn in
2013/14 7 afall of 22%. Partly because of the growth in sector turnover and partly because
of funding reductions, UK wide legal aid funding equated to 7% of total sector turnover in
2014/15, compared to 9% in 2006/07.

2.17 In England and Wales, these reforms changed who is eligible for legal aid and the types
of legal problems that are covered by the legal aid scheme. They were introduced in the
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Legal Aid, Sentancing and Punishment of Offenders (LASPO) Act 2012, and took affect from
15t April 2013. They also meant complete withdrawal of funding in some areas, and
reductions in rates paid to providers in others. These reforms will have had a particular
impact on providers delivering services in the market segments where legal aid funded
advice and representation is or was prominent i solictors, barristers, and Chartered Legal
Executives. These are the crime,family, welfare and benefits, employment, immigration,
property construction and planning, and injury segments. Within these segments, the
reforms removed a major source of free-at-the-point-of-delivery advice and representation,
for around 30% of the population of England and Wales who would have previously qualified
for legal aid in the event of a legal problem that passed the relevant merit test.®

2.18 LSB commissioned research looking at how people respond to legal problems suggests
a strong relationship between income, legal aid eligibility, and lawyer use in most types of
problems? but not in the injury market segment where other funding mechanisms are
available.*® Official statistics reportthat,i The r emoval of | egal aid for
has resulted inachangeinthepat t ern of | e g a lArounctipertiraesttatrtiteat i on é .
LASPO reforms were implemented there was a marked increase in the number and
proportion of cases where neither party are represented, with an equivalent drop in the
proportion of those cases wh &rTkhenbmbérbflegayr t i es w
aided mediation assessments have also fallen overtime (see Outcome B.1 below).

2.19 However, as we have previously stated*, across the world legal aid schemes have
always been means tested, and focused on priority problem areas, rather than being
universal. As in many areas, government makes a decision on the best allocation of finite
resources:i Ac c e s s t ough legaltid is rot ab Unlimited free good. Legal services
procured through legal aid are delivered with finite resources which need to be managed
within the government s three year spending r e¢
areas, such as health and education. The challenge is to ensure access to justice within
available resources, and to make the best possible use of the budget so that it supports the
aims of the ffustice systemo

2.20 LASPO has also significantly changed the funding of civil litigation in England and Wales
with a ban on referral fees between introducers and solicitors for personal injury work,
reversing the decision to introduce them in 2004. It also introduced fixed fees and changed
recoverability of costs from the losing party.*® Since 2000, there have been increases in the
level of court fees payable, most recently in relation to specified money claims in civil court
proceedings. The primary aim of this policy is to help fund the courts through charging users,
thereby reducing the cost to the taxpayer. Ministry of Justice (MoJ) analysis indicates that
minor fee changes introduced since 2000 have had minimal impact on volumes, over and
above the variation explained by other economic drivers. The MoJ also cite research that
indicates that litigation in such proceedings is usually seen as a last resort, meaning court
fees are a second or third order influence.** Respondents to the 2016 legal need survey who
handled their legal need alone cited cost of court fees as a reason in 3% of issues, and for
those who did nothing 2% cited the cost of court fees as a reason.*

2.21 Reforms that took effect from July 2013 tightened access to employment tribunals, and
introduced upfront fees payable by claimants. Further reforms introduced in April 2014 were
designed to reduce the number of tribunal claims, through mandatory notification to the
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Advisory Conciliation and Arbitration Service. While the TLS has stated that the combined
effect of these reforms was to drive the significant falls in overall employment tribunal
numbers*®, official research suggests that the two events are coincidental.*” The MOJ
started a post implementation review in June 2015 There have also been reforms to the
scope of judicial reviews implemented in 2013 and 2015.4°

Changes to regulation

2.22

In terms of regulation, the different elements of the current regulatory framework came

into effect at different stages. The Legal Services Bill received Royal Assent in 2007, and the
LSB came into being in 2010. The LSA introduced major changes to regulatory structures for
legal services in England and Wales.*® In summary the main elements of reform have

delivered:

T

T

a separation between the representation of providersoéinterests and the regulation of
providers (set up from 2007 onwards),

an independent complaints handling process in the form of the Legal Ombudsman
(LEO) (established in 2010) and a formal signposting process (2010 onwards),

new regulations allowed solicitors, for the first time,toco-own and manage
firms with other legal professionals and with up to 25% non-lawyer ownership. These
new entities are known as Legal Disciplinary Practices (LDPs) and were similar to the
allowable entities already regulated by the CLC known as recognised bodies (March
2009 onwards),

new regulations to allow complete non-lawyer ownership of firms providing reserved
legal services in ABS (October 2011 onwards).

Figure 8. Evolution of legal services regulation i major changes in scope
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2.23 Since 2010, regulatory reform has continued apace. Over the past five years from 2011

to 2016, the scope and nature of legal services regulation has changed significantly.> The
major changes in the scope of regulation are captured in Figure 8 above. Changes to

r e g ul a designation tq regulate reserved legal activities and (ii) types of regulation (i.e.
individuals, entities, ABS) over the October 2011 to October 2015 period are shown in the
shaded areas.

2.24 Among the three largest regulators (SRA, BSB, and CILEx Regulation) the changes

have meant they all now regulate the same groups of reserved activities across all market
segments breaking down traditional distinctions between professional groups. As a result
there is greater scope for competition within the regulated legal sector between the different
legal professions. This is in line with previous legislation aimed at reducing monopolies
between the different regulated professions. For example in relation to advocacy, the Courts
and Legal Services Act 1990 made it possible for solicitors to gain higher rights of audience,
removing the monopoly for barristers. In 2014, the Institute of Chartered Accountants in
England and Wales (ICAEW) became the first new legal services regulator since the LSA,
regulating probate.

2.25 At the same time the move to entity regulation and ABS licensing means that there is a

wider variety of business models permitted within regulation, giving more scope for providers
to better structure their businesses to meet the needs of their customers i which was
reported as a key reason for converting to an ABS in the 2013 LSB survey.>? Another major
change is that accountants are now permitted to deliver probate services.*® This variety of
business models within regulation is a significant development compared to the homogeneity
of services described by the 2004 Clementi Review®* and a potentially substantial enabler of
change in the legal services market.

2.26 Further, over the past five years the LSB has issued statutory guidance to regulators on

five separate occasions. These cover licensing rules for ABS, referral fees, the gathering of
evidence about diversity, and regulatory arrangements for education and training.>® However
the LSB has no powers to call in a set of regulations for review, and can only refuse
applications by the approved regulators to alter or add new regulatory arrangements if it is
satisfied that one or more of the six refusal criteria set out in the LSA are met.5®

2.27 Over the 2010-2015 period the approved regulators have made a significant number of

K

2.28

13

changes to regulation. These involved changes directly related to the LSA, and to wider
government reforms, for example changes to regulation required to implement new money
laundering regulations. As part of this evaluation exercise the LSB commissioned economic
advice on the likely impact of the 195 applications to change regulation between 2010 and
2015. The full report was published alongside this analysis®’ and builds on LSB assessments
of the intended impacts of changes to regulation. This approach was taken in the absence of
any published post implementation impact assessments by the approved regulators.

nowledge Gap 11 Impacts of regulatory changes made by the approved regulators

An LSB review of all these changes to regulation®® shows that for regulators who cover
all the market segments, their changes to regulation tend to apply to all market segments.
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For instance of the 75 applications to alter regulation received from the SRA between 2010
and 2015, 65 (87%) applied to all market segments. For the BSB, this was true for 92% of
their 38 applications made, and for CILEx Regulation this was true for 68% of their 22
applications. A potential consequence of such general rather than targeted regulation is,

Aifirms face a common regulatory cost base
subsidy of bad firms by good. That leads to unnecessary costs for law firms, but also costs to

unr el

UK plc through reduced compet it i*®Asaresultrofthev at i on

different scope of each regulator, the market segments most affected by changes to
regulation under the LSA were wills, trusts, and probate, and conveyancing.

2.29 The LSB commissioned economic advice graded the different regulatory changes in

Improves the ability of customers to engage with providers

14

terms of the scale of likely market impacts, with a grading of 3 being the highest. The report
c oncl ud eTde ntore Enportantithe measures under consideration, the more
procompetitive their intended impacts and thereforeé . their likely cumulative impacts. %%
This is shown in Figure 9. Of all changes made to regulation over the past five years, the
most important ones were mainly focused on enabling new business models (as set out
above), in line with the LSA reforms. However around a third of the most important changes
were designed to remove existing regulations, and a quarter of changes were designed to
increase professional standards in some way. Very few of the most important changes, and
very few of all the changes made, were directly designed to reduce costs or improve
consumer empowerment. This is in direct contrast to activity in the financial services, water,
and energy sectors over the same period.®* Consumer empowerment activity in the legal
sector to date has mainly focused on the release of professional membership data by ARs
and the development of a consumer website - www.legalchoices.org.uk. These changes do
not involve changes to regulation that require approval by the LSB.

Figure 9. Intended impacts of changes to regulation®

Other | 0%
M 3 - most important
Improves customer understanding or engagement 6% (n=16)
Increases security of supply/resilience All changes (n=178)

Increase trust/confidence in legal services
Lowers costs of supply

Rules converting to outcomes

Mew client protections

Increase quality of advice

Reduce risks associated with provision of legal services
Greater innovation in service delivery
Widen/improve access to legal services

Remove barrier to entry to the market

Increase professional standards

Remove existing regulations for encumbents
MNew regulator for entities

Increase the range of services that can be offered

Increase the range of business models 69%

0% 10% 20% 30% A0% 50% 60% 70%
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Environmental context and drivers for change

2.30 Of the changes to regulation graded as most important in market impact terms, 87%
were approved over the 2010-2013 period, as were 67% of all changes made to regulation.
Given the timescales involved it is reasonable to expect to see the impacts of these changes
to regulation coming into effect in our assessment of market outcomes that affect suppliers,
but not yet consumers. This is because the different transmission effects i implementation
by the regulator post approval by the LSB, changes to behaviour by market participants i will

take time to work through the system to allow us to observe tangible changes in consumer
behaviour.

2.31 The next part of this report looks at the changes over the 2006/07-2014/15 period in
each of the outcomes associated with the successful delivery of the regulatory objectives.
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The evaluation framework: perspectives and outcomes

3. The evaluation framework: perspectives and outcomes

3.1 The LSB evaluation framework is set out in Figure 10 below. This covers 13 outcomes
associated with the successful delivery of the regulatory objectives, considered from five
different perspectives. The regulatory objectives set out the framework for regulation, the
evaluation framework articulates how these objectives translate into a market that would
demonstrate success. There have been some minor revisions to the framework since it
was first published in 2011.%3

Figure 10. 2015 Evaluation Framework

A. The market| 1 | The market for legal services is more competitive.
More consumers are able to get legal services at an affordable co;
There is a greater plurality of, amthovation in legal services offerec

B. The A higher proportion of the public are able to access justice.
consumer Consumers have confidence in the regulation of legal services.

Consumers are confident and empowered in their dealings ledhl
services.

Diversity of the legal sector shows greater similarity to the client
population

C. The
provider

The profession and judiciary maintain confidence in the independe
andreputation of the legal sector.

D. The public 1 | Wide confidence in the law and the legal sector.

3
. Quality of legal services is improved overall compared to 2009.

1
2
1

5 An efficient legal system delivering quality legal services at a
reasonablecost.

E. The A legal market which is attractive to all sources of finance includin
investor external investors.

Proportionate regulation allowing an-ffow of capital.

3.2 A detailed analysis of each of the indicators relating to outcomes, by perspective, is
presented below, with a summary of findings at the beginning of each section. This
summary is based on a synthesis of what the available indicators show. Over the past
four years we have taken steps to address some of the missing indicators and removed
those indicators that were considered to be less informative. However continued gaps in
knowledge are highlighted throughout this assessment to encourage future activity to
close these gaps. These knowledge gaps are summarised at the end of this report.
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A. The market perspective

Are the regulatory
objectives being

delivered?

A. Market

2. Affordable legal
services

ol 3. Plurality of servicq
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A. The market perspective:
Desired outcome 1. The market for legal services is more competitive

Desired outcome A.1. The market for legal services is more competitive

Summary

1 In this section we look at aspects of competition, to understand change over time.
Measures of competition looking at access, prices, quality, and innovation are
addressed in other outcomes. Here we look at:

o Changes in market share;

0 Levels of entry and exit over time;

o0 Changes in the types of business models; and

o Changes in how businesses get customers.

1 ONS data shows UK wide legal sector market shares fluctuating over time, but
legal needs data for individuals suggest little change in demand over time.

9 Looking at the different regulated professions, the analysis shows a supply side
responding to changes in regulation and legal aid funding, although there is little
evidence of change in market outcomes i price, quality, and access i associated
with changes in competition. In summary:

0 There have been new entrants into SRA regulated market segments, and
while small in absolute number, they operate in all market segments.

0 New business models have established significant market share in a
number of segments most notably, Injury (39%), Welfare and benefits
(20%), Civil Liberties (12%) and Employment (11%). However levels of
entry continue to fall over time, and our analysis suggests just 25% of ABS
regulated by the SRA are new to market new entrants.

0 While overall levels of productivity are unchanged in real terms, LDPs and
ABS are still associated with higher level of productivity, though this may be
driven by the areas of work.

o Chartered Legal Executives have fallen in overall numbers, and only 1.4%
have taken advantage of additional practising rights which have been
introduced in phases over the past 4 years.

9 Information on the other regulated professions is limited, but suggest a growth in
the overall number of professionals. In addition, a fast pace of entry by
Accountants in the past two years.

1 Lack of information on the unregulated sector limits the analysis that can be done.

i For those areas subject to non-LSA regulation there has been a growth in supply in
the immigration segment, but falls in the injury segment.
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A. The market perspective:
Desired outcome 1. The market for legal services is more competitive

Why this is of interest

All The LSA gives each regulator, the Office for Legal Complaints (OLC), and the
LSB an obpeomovéngf competition iwheretthose provi s
services are provided by authorised persons under the LSA.

A.l.2 If competition has increased, there should be some observable changes in
the market as a whole and the individual market segments within it. In 2013, the
Competition Co @Gompditonieaproseasioftrivalryfas firms seek to
win customer s8 busi ne gfrmstdnieetthe existihgeasd i ncent i v
future needs of customers as effectively and efficiently as possibled by cutting
prices, increasing output, improving quality or variety, or introducing new and better
products, often through innovation; supplying the products customers want rewards
firms with a greater share of sales. Beneficial effects may also come from expansion
by efficient firms and the entry into the market of new firms with innovative products,
processes and business models, and the exit of less succes s f u | % Ghateneans
that in order to assess whether the legal services market is more competitive over
time, we need to look at:

A Changes in how legal needs are being met;

Changes in prices;

Changes in quality;

Changes in the services being offered;

Changes in market share;

Levels of entry and exit over time;

Changes in the types of business models;

Changes in how businesses get customers.

> > > D> D> > D

A.1.3 In this section we mainly focus on the last four of these eight areas. This is
because changes in prices, quality and innovation are specifically considered in other
parts of the evaluation framework. A focus on how the supply side of legal services
provision has changed also allows for the limited time that has passed since
significant parts of the LSA reforms were implemented (as set out in Part 2).
Suppliers will respond more quickly to reforms than consumers, especially where
consumers can be infrequent purchasers of legal services, meaning we can expect to
observe the impacts more quickly by looking at suppliers.

Al4 This is similar to the approach taken in the 2013 evaluation report i which
looked in depth at changes in competition.®® As was the case in that analysis, our
approach is to draw inferences from changes in competition measures over time, not
to comment on the level of competition itself. The regulatory objective is to promote

competition in the provision of services, not to get the market to a specific level of
competition.

A.l5 We look at each set of regulated providers in turn and summarise the findings
at the end of this section, in consideration with the other measures of competition
analysed in depth in the assessments undertaken for other outcomes. However, how
much of this change is driven by competition with the unregulated sector is unknown.
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Desired outcome 1. The market for legal services is more competitive

A.1l.6 There is limited information on the supply of unregulated legal services over
time. UK wide ONS figures for the market share in the legal sector suggests annual
fluctuations in total turnover since 2006. This is shown in figure 11. However the
other legal activities group includes regulated providers who are not barristers or
solicitors. This covers all areas of work across the UK, including that conducted in
Scotland and Northern Ireland. It also includes work undertaken for all types of
consumer i individuals, SMEG s, | ar ge b estiamdéenesmationgover nm
clients.

Figure 11. UK wide legal sector market share breakdown by turnover®

100% -
90% -|
30% 30%
33% 32% 34% 359 32%
g0s || 35% || 36% 36% || 3g% || 35% 20%
70% | 2% 2%
4% | 2% 3% 6% 7% 10% 7% 9%
60% - 4% 7%
50% -
40%
30% -
20% -
10% -
m -
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
B Solicitors Barristers [IIP activities [0OtherLegal Activities [ Other legal activities including IP

Knowledge Gap 21 Trends in size of unregulated legal sector in England and Wales

A.l7 Looking at the respondents to the 2016 legal needs survey®’, LSB analysis
based on the date the legal problem ended for those that took advice, shows that the
unreserved advice sector plays a large role in the individual consumer legal services
market, when share is measured by the number of individuals seeking advice from
the different types of provider.

A.18 Looking at different market segments, there has been a significant increase in
the use of solicitors between 2012 and 2015 in the conveyancing market segment
only (from 46% in 2012 to 66% in 2015). It would require further analysis to explain
what has driven these differences, but it is potential evidence of solicitors gaining a
greater share of a growing conveyancing market (see Part 2 and Figure 15 below).
Changes between 2012 and 2015 in use of solicitors in other segments are not
significant, and nor are changes overall. Whilst there have been fluctuations in the
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A. The market perspective:
Desired outcome 1. The market for legal services is more competitive

proportion of individuals using the different types of provider from 2012 to 2015
overall and within each segment i these changes are not statistically significant.

Figure 12. Market share for individual consumers legal market i by use of
providers

100%
90%
80%
70%

60%

50%

4%
14% 14%
40% | \

30%

20% 38% 37% 42%
32%
10%
0%
2012 (n=410) 2013 (n=790) 2014 (n=1,330) 2015 (n=2,011)
Unreserved [JCitizens Advice Bureau Reserved M Solicitor
Solicitors
A.1.9 Because of the significant level of data collected by the SRA, shared

anonymously with LSB, we can undertake an analysis of changes in the supply side
regulated by the SRA. The overall picture is of overall growth and market
consolidation mostly affecting smaller firms.

A.1.10 Figure 13 below provides some summary measures of change for SRA
regulated entities overall, based on LSB analysis. It should be noted that this data
relates to the previous financial year. Over this period, turnover has risen by 6% in
real terms, while the number of regulated entities has fallen by 9% (6% if
registrations are used as the measure). Measures of market share concentration
changed marginally over the past five years, although the market share of the top
100 firms by turnover has grown by 2% - £0.8bn T in the past three years.

A.l.11 Of those entities who reported turnover in 2010/11 continuously through to
2014/15, 58% had seen a real terms increase in their level of turnover. This
compares to a recent survey which suggested that 47% of firms had seen an
increase in gross fee income over the 2012-2015 period.®®

A.1.12 In 2010/ 11 the average firmbés turnover wa
£2.4m 7 a 16% increase in real terms. This is a consequence of market consolidation
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and continuing overall growth. Looking at the distributions of firm turnover each year,
our analysis suggests the smallest firms being affected most by consolidation. There
has been a 3% drop in firms with less than £150k turnover, and a 2% increase in
firms reporting turnover of more than £1m over the five year period.

Figure 13. Solicitors firms market concentration summary

All Market 2010/11 2011/12 2012/13 2013/14 2014/15
segments

Total solicitors
entities real
turnover (£bn)

Total solicitors
entities reporting
turnover split by
segment’®

9,958 10,163 9,777 9,433 9,075
(11,037) (11,293) (10,938) (10,557) (10,367)

(Total registered

solicitors entities)

10 firm ratio
market share™:
%age (£):

100 firm ratio

market share’

%age (£):
Entry: % of entities (% of market
share in year of entry)™

Exit: % of entities
(% of market share
in year of exit)’
Proportion of entities change in real turnover 2010/11 to 2014/15:

Increase of more than 10%

Increase of 0.1% to 10%

Decrease of 0.1% to 10%

Decrease of more than 10%

A.1.13 Figure 14 below shows the value of each segment in terms of the whole
market, and the change in real terms comparing 2010/11 to 2014/15. Turnover has
fallen in some areas i most notably in the crime, employment, other business affairs,
and welfare and benefits segments. Three of these are areas where the legal aid and
court reforms highlighted in Part 2 are likely to have had the most prominent impacts.
The major areas of growth are in residential conveyancing, corporate structuring and
finance, injury, and other market segments.
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Figure 14. Market segments proportion of value, and change over time”

Turnover

Civil liberties 0.2%

Change
in real
value

2010/11

to
2014/15
(Em)

Real
value
change
as a
%age of
2010/11

Consumer 0.0%
problems

Conveyancing - 5.30%
residential '

Conveyancing - o

Corporate

structuring and 24.8%

finance

Crime -

prosecution & 43% | 46% | 4.1% | 3.8% 3.5% -£107.1 -12.5%
Crime - defence

Employment 47% | 45% | 4.4% | 4.3% 4.2% -£51.1 -5.4%
5.1% | 5.0% | 5.0% | 4.8% | 4.8% -£15.0 -1.5%
'nrgi?(;?];"’l‘ltt';” BN 0306 | 0.9% | 0.8% | 09% | 0.9% £32.7 20.6%
10.7%| 11.8%| 12.8%| 12.7% | 11.9% | £392.5 18.1%
Intellectual 0 o o o o 0
oroperty rights 1.9% | 2.0% | 2.0% | 2.0% | 1.9% £20.2 5.2%
23.6%)| 23.5% | 23.9% | 24.5%| 24.3% | £440.9 9.3%
%Zierrsbus'”ess 20% | 1.8% | 1.7% | 1.7% | 1.6% | -£55.4 13.7%
Property,

construction and 25% | 2.4% 2.4% 2.3% 2.2% -£24.4 -4.9%
planning

Welfare and 0.6% | 0.4% | 0.3% | 0.3% | 03% | -£53.7 47 4%
benefits

g‘g'g;&“sm CUCIN 6006 | 5.7% | 6.0% | 5.6% | 57% | £17.0 1.4%

Levels of entry and exit

A.l.14 Levels of entry and exit suggest falling overall rates of entry since 2011/12. In
2009/10, 2.3 firms opened for every one that closed compared to a ratio of 1:1 in
2015/16. Concentrating on more recent years, the overall number of brand new
entrants and their market share has fallen between 2012/13 and 2014/15.

A.1.15 Looking at other sectors, ONS data shows the number of new businesses in
2013 was 14% across the whole UK economy, and 17% in the comparable Industry
group.”®However, published SRA statistics suggest that 7% of entities in 2014/15
were new entrants’’ - 3 percentage points higher than in the data set provided to us.
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In the past three years, an increasing proportion of firms closing actually ceased
practising i 39% in 2013 compared to 47% in 2015. A falling proportion of closures
were a result of mergers and amalgamations i 38% in 2013 compared to 22% in
2015.

Figure 15. SRA regulated entities - falling rates of opening”

for every one that closed
Bl 1214 534 2.3

1,148 577 2.0
1,078 469 2.3
878 338 2.6
899 913 0.99
835 1,011 0.8
754 745 1.01

A.1.16 Turning to market entry, our analysis of SRA data suggests that over the
whole five years there were, "Ditteeseustd0doe wd SRA
closed within the first three years, which compares to a national all-industry rate for
new businesses born in 2010 of 43%.8 The remaining 90% were still open in
2014/15. New entrants in 2011/12 i before the introduction of ABS licensing i are on
average smaller than those in following years. The average turnover for new entrants
in 2011/12 was £1.1m in 2014/15, and 0.5% of them were in the top 100 of all firms
by size. For new entrants in 2012/13 average turnover in 2014/15 was £1.8m, and
1.5% of them were in the top 100 of all firms by size. The figures for new entrants in
2013/14 are £1.5m, with none of them in the top 100 firms by turnover.

A.1.17 LSB analysis of SRA data suggests that there have been no major changes in
the number of segments in which entities operate with around 20% of SRA regulated
entities reporting turnover in just one segment, compared to 40% reporting turnover
in more than five different market segments. Looking segment by segment these new
entities were in competition with existing entities switching into different market
segments. Figure 16 below shows the proportion of new firms each year by segment
and combines those who are new to the market and new to the segment. Figure 17
shows the market share of both types of new entrants in each market segment.

A.1.18 Comparing the 2011/12 to 2014/15 shows a falling number of new entrants in
each market except for the welfare and benefits market segment. Breaking this down
for new-to-segment entry only the intellectual property rights segment saw an
increase in these types of new entrants, comparing 2011/12 to 2014/15. For new-to-
market entry, only, the intellectual property segment saw an increase in new entrants
over the 2011/12 to 2014/15 period. High entry and market share in the civil liberties
and consumer market segments is in part driven by the small value of these
segments.
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Figure 16. New entrants by market segment
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Figure 17. New entrants market share by market segment
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A.1.19 In terms of market share, comparing 2011/12 to 2014/15 shows a falling
market share for new entrants in each segment except for the civil liberties,
consumer problems, welfare and benefits and wills, trusts, and probate market
segments. Breaking this down for new-to-segment entry only the civil liberties market
segment saw an increase in market share for these types of new entrants, comparing
2011/12 to 2014/15. For new-to-market entry, only the civil liberties and welfare and
benefits market segments saw an increase in the market share of new entrants in
their year of entry, over the 2011/12 to 2014/15 period.

A.1.20 As a way of gaining competitive advantage over other firms, getting access to

cust omers is key. The 2012 solicitorsdé firms
in media advertising to attract customers.®* We do not know how this has changed
over time.

Knowledge Gap 317 trends in the use of advertising by SRA regulated entities

A.1.21 As ways of establishing market share, using introducers to access a pool of
customers is one strategy a firm can adopt. In a previous analysis, we reported that
bet ween 2008/ 09 and 2010/11 the proportion of
arrangements changed only slightly from 20% to 22%.82 This fell to 20% in 2011/12,
but grew to one in four firms 1 25% - in 2012/13. This was prior to the implementation
of the personal injury referral fee ban in April 2013. Based on LSB analysis of SRA
data, in 2014/15 18% of firms reported having referral arrangements. SRA data does
not record in which market segments these arrangements operate.

A.1.22 In the injury segment, it was reported in 2015 that law firms and claims
management companies spent £27m on advertising in 2010, a figure which
increased to £76m in 2014. Average spend per business rose from £128,117 in 2010
to £315,810 last year, but 85% of total marketing spend was accounted for by the ten
organisations with largest expenditure.® This would amount to approximately 2.6% of
total reported turnover from claims management companies and SRA regulated
entities.

A.1.23 In the wills trusts and probate segment, LSB commissioned research in
201284 showed that among non-solicitors, probate and/ or estate administration work
was acquired through different routes. For certain business types, typically Trust
Corporations, Financial Advisers, Accountants and Banks/ Building Societies, which
tended to have ongoing, often long-term, relationships with their clients, offering
probate and/ or estate administration services was an extension of their general
client offer. The expectataion is that referrals are common in conveyancing but we
have found no published evidence on this.

Knowledge Gap 4 i Use of referral arrangements and introducers by market

segment over time

SRA requlated new Business Structures

A.1.24 One of the major reforms introduced by the LSA was the introduction of new
types of business structures. These were LDPs and ABS. While other regulators
have been designated as ABS licensing authorities, only the SRA has the ability to
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grant ABS licenses for organisations to operate in all market segments to provide five
of the six reserved activities T all excluding notarial services.® In terms of
chronology, the CLC started issuing licenses for ABS from October 2011.The SRA
started accepting applications for ABS licences in January 2012, and approved the
first three licences in March 2012. ICAEW started accepting applications for ABS
licences in September 2014 and Intellectual Property Regulation Board (IPREG)
started accepting applications in January 2015. We focus here on the SRA regulated
ABS because of data availability.

A.1.25 Looking at trends in the past three years i in terms of those organisations
that have been through the application process and are licensed to be ABS - LSB
analysis of the anonymous SRA dataset shows 3% of organisations listed as ABS
licence holders in 2014/15 7 see Figure 18 below. Of these, 24 organisations were
new in 2014/15, classified as new entrants, and 51 were existing SRA regulated
entities, which converted to ABS status in 2014/157 see Figure 19 below. This gives
a split of 8% new entrants, 16% existing firms transferring, 2% existing and 75%
existing ABS. The SRA believe that the number of firms with non lawyer managers
are greater than this.

A.1.26 As a group, the SRA regulated ABS licence holders had a total real turnover
of £2.29bn in 2014/15 (11% of the total market). Based on turnover, 43% of ABS
licence holders operated in the injury market segment in 2014/15, accounting for
39% of turnover in this segment i see Figure 20 below.

Figure 18. Proportion of ABS, LDPs and other firms 2010/11-2014/15
100% 3% 5% 4% 5% 5%
90%
80%
70%
60%
50%
A40%
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20%

10%

0%

2010/11 2011/12 2012/13 2013/14 2014/15

W All others OABS LDP
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Figure 19. Number of ABS new entrants, converts and exits 2010/11-2014/15

New
Entrants

2012/13

15

21%

2013/14

22

25%

2014/15

24

30%

Converts

Exits

Total

56 79% 56 64% 51 64%
- - 9 10% 5 6%
71 100% 87 100% 80 100%

A.1.27

Based on reported turnover, 18% of the ABS licence holders who were new

entrants in 2014/15 operate in residential conveyancing, 17% operate in wills, trusts
and probate and 15% in injury. This compares with 2% in residential conveyancing,
2% in wills, trusts and probate and 53% in injury in 2012/13.

A.1.28
ot her

wh o

converted

Again based on the turnover of SRA regulated entities, 28% of LDPs and
|l aw practices

to

segment, 17% worked in injury and 10% worked in residential conveyancing. In
2012/13 this was 9%, 62% and 3% for other, injury and residential conveyancing
work, respectively. For new ABS, ABS converts and existing ABS there is a far
greater spread across the market segments in 2014/15 than there was in 2012/13
with less turnover from injury work over time in all of these groups i see Figure 20

below.

Figure 20. Market share for SRA regulated ABS, LDPs and other firms 2014/15
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A.1.29 Our hypothesis is that the concentration on the injury segment is a direct
response to the referral fee ban introduced in April 2013, but there is no clear
evidence from the 2013 ABS survey responses or since to support this. The 2012
solicitorsé firms survey found that firms doi
more productive than other firms, more likely to specialise in just this category, and
most likely to report competition as a problem. These factors may also have driven
the significant number of firms in this area to become an ABS.

Figure 21. Market share for SRA regulated ABS: new, converts and existing.

_ New ABS ABS Converts Existing ABS Total ABS
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gg”m"r%";‘gglng - 20 | 1% | 3% | 3% | 7% | 8% | - | 4% | 5% | 3% | 4% | 5%
Corporate
structuring and 3% | 2% |12% | 3% | 16% | 9% | - | 4% | 7% | 3% | 7% | 8%
finance
Crime -
prosecution & 1% | 1% | 4% | 2% | 1% | 2% - 1% | 1% | 2% | 1% | 1%
Crime - defence
Employment 2% | 1% | 4% | 6% | 5% | 6% - 4% | 4% | 4% | 4% | 4%
Family 1% | 3% |11% | 4% | 3% | 5% | - | 3% | 3% | 2% | 3% | 4%
L”;:‘O'ﬂ;"’l‘ltt';” G 000 | 106 | 19 | 0% | 2% | 1% | - | 0% | 1% | 0% | 1% | 1%
Injury 53% | 54% | 15% | 62% | 41% | 17% | - | 57% | 51% | 57% | 52% | 43%
Lﬁfg'g%“fi‘;hts 4% | 0% | 0% | 0% | 1% | 2% | - | 2% | 1% | 2% | 2% | 1%
Other 28% | 26% | 11% | 9% | 16% | 28% | - | 19% | 18% | 20% | 19% | 20%
;}zﬁ;bus'”ess 0% | 2% | 0% | 0% | 1% | 1% | - | 0% | 1% | 0% | 0% | 1%
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Property,
construction and 1% | 1% | 1% | 1% | 2% | 3% - 1% | 1% | 1% | 1% | 2%
planning
‘éve'fa.re and 0% | 0% | 2% | 0% | 0% | 0% | - | 1% | 1% | 0% | 1% | 1%
enefits

A.1.30
arrangements, all LDPs will have to convert to ABS status eventually. From 2012/13
to 2014/15 a total of 59 LDPs have converted to ABS status.

LDPs have been permitted since March 2009. Under transitional

Figure 22. Number of converts: other LDPs, ABS and others

120

m Other Law Practice to LDP

OOther Law Practice to ABS

LDP to ABS

100

80

60

40

32

|

20

37

35

24
21

2012/13

14

201314

2014/15

Figure 23. LDPs market share 2010/11 7 2014/15

Civil liberties

Consumer problems

Conveyancing -
residential

Conveyancing -
Commercial

2010/11 ‘ 2011/12 ‘ 2012/13 ‘ 2013/14 ‘ 2014/15
8% 17% 20% 15% 7%
0% 5% 4% 17% 58%

11% 14% 13% 16% 15%
14% 24% 21% 32% 32%
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gr?(;ﬂ‘i’nrgaistr“cw”“g 9% 13% 12% 19% 19%
Employment 17% 22% 19% 27% 25%
Family 10% 13% 12% 14% 13%
L”;{I"C;g;ﬁ‘ft';’” and 12% 12% 14% 10% 9%
Injury 18% 28% 17% 16% 14%
'rgﬁlfcwa' SRy 16% 15% 18% 24% 32%
Other 15% 25% 20% 27% 28%
Sffcﬁrsbus'“ess 9% 16% 15% 24% 31%
Property,

construction and 12% 18% 19% 24% 27%
planning

Welfare and benefits 15% 16% 17% 19% 19%

A.1.31 While LDPs have never represented more than 5% of all firms, they
accounted for 21% of reported turnover in 2014/15. Looking at the market segments
in which these firms operate shows that this group of firms are proportionally over
represented in each of the market segments i having greater market share than their
numbers would suggest. This group of firms has over half of the market share for
consumer problems and almost a third of the market share for commercial
conveyancing, intellectual property rights and other business affairs. LDPs share of
the consumer problems market has grown dramatically from 0% in 2010/11 to 58% in
2014/157 see Figure 23.

Productivity

A.1.32 Productivity i as measured by turnover perfeeearner-d oes ndét appear t«
changing over time. Levels of median productivity are broadly static at £91k in
2014/15. The mean average was £109k in 2014/15, and is similarly static over time.
The range of productivity i shown in figure 24 below - is also broadly static. However
LSB analysis of SRA data suggests that in 2014/15, 44% of ABS had turnover per
fee earner over the upper quartile, as did 44% of LDPs. This continues the trend
identified in the 2013 evaluation report® ie that new business structures are typically
more productive.
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A.1.33 Over the past three years Natwest has published an annual financial
benchmarking report, which provides a median hourly rate for law firms from across
England, Wales and Scotland.®” The 2013 report found a median recovered rate per
hour (which takes account of underutilised time®) of £136. This figure was £140 in
the 2014 survey and rose to £150 in the 2015 survey. The 2013 report also reported
the median annual chargeable hours achieved was 1,000. The reports stated that
firhe figures were very consistent for small and large firms, and also across the
regions. The total median figure of 1,000 hours per year equates to about 4.5
chargeable hours per day. This figure has featured in surveys quite consistently over
thelast20year s, so it would be easy dhissvasncl ude t h
also 1,000 hours in the 2014 and 2015 survey. The small rises in recovered rate and
static median hours billed per year, might suggest rising prices (see Outcome A.2).
However the LSB analysis of the SRA data shows productivity remaining broadly
static in real terms suggesting that any price rises match inflation.

Figure 24. Turnover per fee earner®®2010/11-2014/15
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Barristers

A.1.34 The overall number of barristers has changed very little over time, growing by
3% between 2007 and 2015. Similarly the proportion of barristers who are self-
employed has grown by just 2%. This is shown in figure 25 below. In 2014 there were
211 dual registered barristers® i those who are both employed and self-employed i
accounting for 1.4% of all barristers. This is up from 0.13% in 2010. In considering
market changes, the distinction between employed and self-employed barristers is
important from the perspective of demand side substitution, as it is a possible
indicator of organisations bringing work in house.
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A.1.35 As a proxy for entry and exit, based on two published surveys®, there
appears to have been little change in main areas of work®? for self-employed
barristers between 2011 and 2013. This is shown in figure 26 below. Falls in crime®,
and rises in commercial® are both statistically significant. We can hypothesise that
these are the same barristers switching from crime to commercial areas of practice,
although, whether in response to legal aid changes or reductions in criminal work
being referred to self-employed barristers is unclear. However it could equally be
down to the churn of new barristers entering the profession and others leaving. It is
however evidence of change in the supply of legal services by barristers.

Figure 25. Barristers over time
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A.1.36 Time spent and changes in workload are key variables. Comparing the 2011
and 2013 surveys, the mean number of hours worked per week by self-employed
barristers, fell slightly from 53 hours per week to 51. In the 2013 survey, 38% of self-
employed barristers whose main area of work was crime reported doing less work in
the past two years, compared to 32% who reported doing more.® The changes in
workload for commercial and chancery work are similar at 23% less and 21% more.

A.1.37 I n relation to changes in barristerso6 sha
for barristers have changed is not clear. ONS data suggests falling total turnover for
all barristers in the UK i down by one third in real terms between 2010 and 2015.%
The 2013 survey reported that 34% of self-employed barristers had seen an increase
in earnings in the previous two years, compared to 39% reporting a decrease.®® In
the 2011 survey this was 39% and 30% respectively.*
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A.1.38 In relation to changes in business models, a major regulatory change over the
past five years has been the development of direct access work. This also relates to
how barristers source work. We have found no published evidence on how barristers
source work in other areas.

A.1.39 However this type of service offering remains low. The 2013 survey shows
that over the preceding year, public access work was undertaken by 23% of self-
employed barristers. However this only accounted for less than 5% of gross fees for
9% of all self-employed barristers, with 14% of all barristers receiving more than 5%
of their gross fees from this type of work. The same survey suggests that this was
most prominent in civil and family practice areas, and among younger self employed
barristers.

Figure 26. Self-employed barristers main area of work

imi | %1%
Crimin 2| 28% |

i | 17%
Family _Mls%___

Commercial
Civil

Employment

Public law

Landlord and tenant
Professional negligence
Planning and environment
Otherarea

Immigration

Revenue

Patent or IP

International or EU
Construction 2011 (n = 2,205)

W 2013 (n = 2,375)

Admiralty or shipping

0% 5% 10% 15% 20% 25% 30% 35%

A.1.40 While this is a relatively small proportion, there is evidence that it is growing in
importance. The jointly commissioned LSB and BSB research into the public access
scheme!®found that public access work had increased over the past 3 years. Nearly
70% of respondents indicated that their public access caseload had increased by a
lot or by a little. However, just over half of the barristers registered on the public
access scheme surveyed had undertaken five cases or fewer in the past year. Fees
have also risen over the same time period. Around 43% of respondents have
increased fees for public access work by a lot or by a little. This rises to nearly 50%
among respondents that have been undertaking public access work for more than 6
years. However just over half of all respondents also stated that their fees have
remained at the same level.
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Chartered Legal Executives

A.141 Since 2010, the Chartered Institute for Legal Executives (CILEX) has shared
data with the LSB to allow us to understand change over time.'* Our analysis of this
data shows that the overall supply measured by the number of Chartered Legal
Executives Fellows has fallen each year, from 7,552 in 2012, to 6,645 in 201571 a fall
of 12%. At the same time there has been a 7% fall in the number businesses where
fellows are employed.

A.1.42 In terms of entry and exit over time, the proportion of fellows working in more
than one market segment has grown each year, rising from 23% in 2012 to 28% in
2015. The proportion of fellows providing services in the conveyancing, injury, other,
and other business affairs segment has grown over the past four years. This is
shown in Figure 27. The combined effect of these changes is that the number of
CILEXx fellows in corporate structuring and finance; employment, injury, other, and
other business affairs has grown over the past four years. It should be noted that
some Fellows work in more than one category so the number of Fellows across work
categories is greater than the total number of Fellows.

Figure 27. CILEX Fellows specialisms by market segment

40% -
m2012 [O2013 2014 2015

35%

35%

31%

29%

30% -

28%

25%

21%

20%

17%

14%

15%

12%
12%
12%

10% -

6%

==
® 2
or | n =
5% b3 P = = -
ﬂ r : cw i g —|—|\Q g
I | IR -
0% - T { { T { T 1 1 T 1 T 1 1 1
g & w & £ & @ - oo & & Q& 2©
A o Ly & (% o & s} < e X
o & .y > s) o @ = b L
o “\,g;\" S @‘0 Q@F’ ‘,{5‘@ ,b\*‘ b,,}‘?' 0,,‘6‘ \,bo“ e‘}:}\ \\@(\ \0-2\"’ &
@ s 5 3 q o > > °
A & . g z & o QO o & ()
¢ .@’b(\ $° & (}‘@ < K € . &:b s & e
& & &° ¢ S & g
v & > < & S &°
e d X e~ &
< & 2 ¥
& & &
A @ &
& g
& ¢
& d

A.1.43 As a proxy measure for changes in the types of business models, CILEx
Regulation has introduced additional practising rights for Chartered Legal Executives
over the past five years. These mean that the range of activities that fellows can
undertake has increased 1 regulatory barriers have been removed. However each
additional right requires additional qualifications to some degree. Figure 28 shows
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the proportion of fellows with additional rights compared to areas of specialism, and
the change over time.

A.1.44 From the beginning of 2015 CILEx Regulation began to authorise entities.

Figure 28. CILEx additional practising rights compared to specialism

2012

Family advocacy 3.0% 3.2% 4.1% 3.9%
Criminal advocacy 11.6% 11.1% 13.7% 13.5%
Civil advocacy 0.6% 0.3% 0.3% 0.3%
Probate - from

November 2014 - - - 0.2%
Conveyancing - from

November 2014 - - - 0.3%
Any additional right 1.1% 1.1% 1.4% 1.4%

Licensed Conveyancers

A.1.45 The number of CLC regulated entities has stayed broadly static over time, as
shown in Figure 29 below. The CLC data from 2013 shows that the top 10 licensed
conveyancing firms have nearly 60% of the market share for all conveyancing
(residential and commercial) undertaken by CLC entities.%2

A.1.46 In 2013, while the number of entities was small when compared to SRA
regulated entities i the main demand side substitute - these firms accounted for a
higher proportion of the total conveyancing market share, representing less than 4%
of all regulated entities who provide conveyancing services but accounting for 5% of
all conveyancing market share. Further, a range of research suggests they account
for around 5%-10% of the residential conveyancing market.1%® CLC analysis of Land
Registry transaction data from September 2015 shows that despite making up just
4.4% of account customers, CLC-licensed practices carried out 10.3% of
transactions for value.

Figure 29. Overview of licensed conveyancers®

2010/11 2011/12 2012/13 2013/14 2014/15
Number of
licensed 1,115 1,071 1,177 1,222 1,262
conveyancers
Total licensed 217 214
conveyancer 215 212 216 (September (September
entities (July 2011) | (July 2012) | (July 2013) 2014) 2015)
Number of ABS ) 38 ) 49
MELCESIEIES 58% 59% 60% ; -
10 firm ratio
Entry T number 16 10 10 i -
of firms (7%) (5%) (5%)
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Exit T number 12 8 10 i -
of firms (6%) (4%) (5%)

A.1.47 Recent analysis published by the CLC shows that the typical workload of a
CLC entity breaks down as 88% residential conveyancing, 5% commercial
conveyancing, 7% will trusts and probate, and 0.4% from non-reserved legal
activities. 0

A.1.48 In December 2015, there were 49 CLC regulated ABS%, compared to 38 in
June 2013. Of these, 69% are licenced to deliver conveyancing services only, 4%
probate services only, and 17% for both types of services.®’ The comparatively high
rate of ABS among CLC regulated entities compared to SRA entities i 23%
compared to 3.5% - is believed to be mainly driven by regulatory requirements and
pre-existing business structures.1%8

Patent Attorneys and Trademark Attorneys

A.1.49 Over the past seven years, the number of UK registered Patent Attorneys has
risen by 10%, while the number of Trademark Attorneys has fallen by 8% over the
same period. In 2015/16, 291 individuals were dual registered as both patent and
trademark attorneys, up from 249 in 2014/15.

A.1.50 LSB analysis of the attorneys register from 2010 shows that 1,707 attorneys
on the register were employed at 432 different organisations. Of these, 64% only
employed one attorney, and 16% of organisations employed more than five
attorneys. Analysis of the register of only those organisations that offer services to
the public as of May 2015 showed that 58% employed one attorney, compared to
17% of organisations who employed more than five attorneys.

Figure 30. Number of Patent and Trademark Attorneys®®

2009/10 | 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16

Attorneys
Attorneys

Costs Lawyers

A.151 As of April 2015 there were 598 costs lawyers. Over the 2010-2012 period
regul ations were changed removing O6fell owsd
or became full costs lawyers. This explains the significant increase in numbers over
the past seven years.

Figure 31. Number of Costs Lawyers!®

2009/10 2012/13 2013/14 2014/15 2015/16

]
Lawyers
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