
Law Firm Perspective 

Phoenix | 2015 

2015 Outlook for Law Firms in  
a growth economy and market 

2015 revenues are up.  
So are CBD Class A rental rates. 

With record AmLaw 100 revenue of $81.0 billion 
and growth rates at or above 4.5 percent in 2015, 
law firms still face a considerable challenge in 
finding attractive pricing for CBD Class A space. 
Fee compression and a weaker post-recession 
demand for legal services continue to force law 
firms to seek efficiencies on their second biggest 
expense—real estate. 

Improving economic conditions have caused 
vacancy rates to fall to single-digits in many 
markets. At the same time, Trophy rents are rising 
2.5 faster than the overall market average. New 
development is coming on line in response to 
demand, though new space commands a 20 to 25 
percent premium. 
 
Maintaining high profitability in the face of this 
landlord-favorable environment demands a sharp 
focus on effective strategies to counter the 
commercial real estate trends outlined below. 

Why CBD Trophy space  
is shrinking 

Law firms occupy about 17.0 percent of Trophy 
and Class A urban office space nationwide. As of 
September 2015, direct vacancy in this segment 
averaged 11.1 percent, considerably less than the 
14.2 percent overall office rate. Across the Trophy 
swath of the market, it’s even tighter, with vacancy 
levels dipping below 10.0 percent. This dearth of 
space has led to higher rental rates. 
 
The bottom line? Since 2010, rents have 
increased 22.7 percent to $47.19 per square foot. 
During that same period, Tropy rents have spiked 
by 28.3 percent to $57.97 per square foot, and we 
expect the full year 2015 annualized increase to 
top out at 18.1 percent at the end of the year. 

1 Just how tight is tight?  
Way tight. 
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Law firms are one of the largest and most high-profile user groups within 
the national tenant base, yet they have played a smaller role during the 
current cycle than in past years. Example: With transactions larger than 
20,000 square feet, law firms represented just 7.2 percent of all activity 
by volume in 2014. This is the fourth-largest contribution of any sector 
after finance, technology and government—but small compared to the 
17.0 percent occupancy share nationwide that these other 
industries command. 
 
This trend is attributable to the fact that space is at a premium and 
clients want more for less. Just as corporate America struggles to 
improve its bottom line, law firms are grappling with how to adapt their 
business and real estate strategies to new and ever-changing client 
demands. So they’re focusing on more efficient use of space, rather 
than seeking bigger spaces. 
 
Specifically, 38.7 percent of law firm activity was geared to rightsizing 
while only 22.4 percent was expansionary. That expansion occurred 
almost exclusively in industry-specific markets such as Silicon Valley, 
with its heavy payload of intellectual property firms. In comparison, the 
great preponderance of advertising/marketing and technology leasing, 
has been expansionary in recent quarters. 

2 Greater efficiency through  
leasing strategies that allow for 
expansion and contraction 

Looming supply shortages and improving macroeconomic conditions 
have spurred developers to ratchet up the pace of groundbreakings— 
offering law firms greater opportunity over the next 36 months. 
Currently, CBD Class A development activity totals 38.3 million square 
feet, the highest figure in seven years, and a whopping one-third higher 
than halfway through 2014. This total will increase even more in coming 
quarters, as groundbreaking rates rise. Rents for this space currently 
command far above-average premiums. 
 
Example: in Q2 2015, CDB Class A space under construction had 
asking rents averaging $54.68 per square foot—15.9 percent above 
existing space rates. 
 
Despite the rent hikes, demand for new space has been widespread 
nationwide. The result: 

• a preleasing rate of 38.1 percent for CBD Class A space; 
• drops in preleasing space due to speculative development 
  have resulted in 15.0 million square feet of available space 
  under construction. 

 
Since space under construction is growing faster than preleasing, this 
bodes well both for law firms and other occupiers. As supply 
increases, we expect downward pressure on rates. 

4 Development is up— 
and so are prices. 

With leasing costs rising across core urban areas, some law firms are 
considering relocating to core-fringe CBD micromarkets, especially firms 
considering new construction. Core-fringe locations such as the Hudson 
Yards in New York, the Seaport District in Boston, and Mount Vernon 
Triangle in Washington, DC, are magnets for more mixed-use space 
and often are attractive to the younger talent needed to staff law firms in 
a strengthening economy. These less-office-focused parts of the urban 
core offer some of the most efficient workspace designs available. 

3 Core-fringe locations may be  
a viable alternative. 

Related’s Hudson Yards is beginning to take shape 

Over the shorter-term, law firms in most markets face a very landlord 
favorable environment that will not abate until late 2016 at the earliest. 
Overall, the tenant environment is competitive across the board. 
However, firms in this unfriendly market can level the playing field 
somewhat by considering core-fringe locations, and designing and 
implementing modern work place strategies. Plus, more accelerated 
output across diversified industries will present opportunities for firms 
with strong practice groups in markets where those industries are 
located. As additional inventory comes on line via new development, 
law firms will see space opportunities increase and pricing 
will moderate. 

? Focus on options within your 
control until conditions shift  
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