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1. The Lawyers Labour Market

There has been increasing concern among some members of the legal
profession - not ohly in Ontario but also in other provinces of Canada and
in the United States - that the sharp increase in graduates from law schools
has resﬁlted in a "surplus" of lawyers. As evidence of an alleged surplus,
some point to the decrease in lawyers' earnings relative to other labour
force groups and/or a decline in the quality of legal services providéd
to.the public.

This paper examines historical data on the supply of lawyers, the
limited data available on the demand for lawyers, and the earnings of law-

yers; then considers whether the current market situation can be described

as one of surplus, shortage, or balance; and concludes with an informal

forecast for the future state of the market. The major focus throughout
the paper is on lawyers in private practice in Ontario. The underlying analy-
sis, however, appears applicable to the rest of Canada and the United States
when one looks at the general patterns of supply, demand, and earnings.
The notion that there is a "surplus" or "oversupply' of lawyers is
usually based on one or more of the following observations:
1. The earnings of lawyers have declined relative to the average earnings
for the rest of the labour force or for specific occupations.
2. There has been a slowing down in the annual increase of lawyers'
real incomes.
3. There has been an increase in the unemployment rate for lawyers.

4. The rate of return to investment in legal cducation has declined.
S. The quality of legal services has declined because lawyers must do
more work to attempt to maintain real incomes in the context of

greater numbers of competitors.
6. There has been an increase in 'unnecessary' legal work generated by

lawyers,



Each of these cases represents a possible adjustment when supply is increasing
at a greater rate than demand, but none necessarily is evidence of a surplus.

| From the economist's perspective, there is a surplus (or a shortage)
of a particular kind of labour in the short run only if that labour market

is not in equilibrium; that is, if the quantity supplied is not equal to fhe
quantity demanded at the prevailing wage or price level. Rising or falling
'eafnings therefore are not necessarily an indication of a shortage or surplus
in a labour market since such changes may be a normal adjustmen; to relative
changes in supply and demand.

An increase in the unemployment rate would result if most lawyers
were able to resist the downward pressure on fees, demand for services did
not increase as quickly as supply, and consequently some lawyers could not
find employment.  This could be either a short-run condition until the unem-
ployed lawyers found employment or became self-employed, or it could be a
prolonged condition as supply continued to increase faster than demand. The
continuing unemployment would likely be signalled to potential law students
- who would choose other occupations, and hence reduce the rate at which supply
was increasing.

The adjustmonts on the "demand" side are the most difficult to observe
and measure. A decline in the quality of service or a contrived increase in
demand for services each can take many forms and requires a thorough knowledge
- of both legal practice and statistical analysis.

This paper deals primarily with the lawvers labour market, but two
other markets are closely associated, namelv the market for legal education
and the market for legal sérvices. For simplicity in exposition, the markets
for lawyers services and for legal services are merged but in a more extensive
treatment of the subject the two markets should be scparated so that the parti-
cipation of paralegal occupations (law clerks, legal secretaries) in the legal

services market could be considered fully.
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2. Supply of Lawyers

The supply of lawyers to private practice in Ontario depends on deter-
mining factors at several stages. The college-age population together with
factors influencing career decisions and admission policies determine the
number of university undergraduates. These are the source for law school
students, and subseqUentiy the entrants to the Bar Admission course and the
persons called to the Bar. Newly-called lawyers then enter private practice
or alternative employment. - The supply of lawyer services will be further influ-
enced by lawyers' decisions about where to practise, type of practice, and
hours of work. Each of these stages in the development of the supply of law-
yers will be considered separately. ‘

The base from which university undergraduate enrolments are drawn is
the popﬁlation aged 18 to 24 years. Figure 1 shows this age group for Ontario
for 1961 to 1971 and projected to 2001. This university age group is expected
to fall from 1982 until 1996 and to increase thereafter.

The Ontario university full-time enrolmeﬂt shown in Figure 2 indicates
that enrolments are expected to decline from 1982 until the mid-1990s, with a
return by 2001 to the enrolment levels of the early 1980s.

Enrolment in law school is primarily based on a decision to invest in_
human capital which will yield a lifetime stream of annual earnings. The
demand for legal education therefore depends on the expected rate of return
for that education relative to the expected return for other possible invest-
ments; and the expected rate of return on law school education depends on the
costs of that education compared with the expccted lifetime increase in net
income associated with that education.

The supply of legal education is defined by the number of persons who
can be admitted each year to the law degree programs. Supply is determined
mainly by the p;ovincial government, as the major source of income for the

universities (apart from tuition fees which are also government controlled).



Under the formula-funding arrangement, universities receive additional revenue

for each additional student in a specific faculty or program. While the

supply of places might seem to be unlimited under this financing arrangement,

two factors intervene. Physical plant and other facilities are now virtually
fixed due to government restraint on capital expenditures; and second, the
allocation of funds within a university is not necessarily related to program
enrolments. Moreover, it is exceedingly difficult to obtain approval to hire
additional teaching staff. Any further increase in the quantity supplied will
occur therefofe only to the extent that there currently is excess capacity in
the law schools.

Growth of laQ school enrolment since 1960 is shown in Table 1. The
most rapid increase occurred in 1963 to 1965 when enrolment rose by 16 to 18
per cent annually. Law school enrolment doubled between 1961 and 1967. This
was ﬁot only a response to increased demand for legal services; it was also
at a time when university undergraduate enrolment was increasing rapidly.
Consequently, law schools - as one of several professional training facilities
- received at least their share of the university students. Law schools
also experienced the general decline in the universities' growth rate in the
early 1970s.

A major componeﬁt in the enrolment increase in law schools has been
the sharply increased proportion of female students, who now represent about
one-third of the enrolment.l Such an increase cannot continue at similar
rates, and consequently this factor alone would lead to a slower growth of
law school enrolments;

Enrolment increases are approximately matched by increases in the
number of law school graduates, with a lag of three years. The number of
bachelor of law degrees shown in Table 1 includes the civil law licence awarded

at the University of Ottawa, and thus includes persons who are not eligible

i3
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to practise in Ontario. When these are subtracted from the total number of
law degrees granted, the number called to the Bar follows closely the number
of graduates from two years previous.

Just as enrolments have remained roughly constant since 1975, so
have the numbers of graduates since 1§77, and the number of new lawyers
since 1978. These plateaux are noteworthy because they are unique in the
two decades under review.

Net additions to membership in the Law Society are shown in Table 2.
This number includes not only the lawvers in private practice in Ontario but
also those who practise primarily outside the province, persons employed
in education and business, and those who are retired. There is only a weak
correlation between the number called to the Bar and the annual increase in
Law Society members between 1969 and 1978. Since that time, the number in
each category has been roughly constant: about 1050 to 1075 Called and
about 890 to 910 net addition to the Law Society.

Annual data on the number of lawvers in private practice in Ontario
are available only since 1971. (Table 2) This group is a declining propor-
tion of the Law Society membership, dropping from about 90 per cent in the
early 1970s to 72 per cent in 1981. The net addition to private practitioners
during 1971 to 1976 averaged 450 annually while those called to the Bar
averaged 790. From 1977 to 1981, the average annual increases were 360 in

private practice and 1031 called to the Bar.

3. Demand- for Lawyers

The decterminants of demand for legal services include general fac-
tors such as the level of national income and the reclative price of legal
services as well as specific factors requiring legal attention. The latter

would include: real estate transactions, separations and divorces, wills



and estate settlements, bankruptcies, security issues, patents and trade-
marks, collective agreements, criminal charges, and insurance claims.

A recent American study examining the demand for legal services
included several of these variables. It was found that:

the quantity demanded of legal services appears to increase

with the level of economic activity [ real GNP], the divorce

rate, the scale of judicial activity [ district court cases],

and may decrease with the scale of regulatoyy activity [real
budgets of 15 federal regulatory agencies].<

The latter finding is especially significant because it has been gener-
élly thought that an increase in government regulation of business has
increased the demand for legal services. The author concluded unequivo-
cally that '"the findings of this study suggest that the economic status of
the legal profession is closely tied to the performance of the economy and
not to the scale of government regulation.” 3

| There are at least two other major potential determinants of demand
for legalléervices, namely Legal Aid and prepaid legal services. If the pro-
vincial Legal Aid plan were to be expanded in terms of eligibility and funds,
there would be an increase in the use of legal services. Similarly, because
the ultimate user would pay only a fraction or more of the cost, prepaid
iegal services provided as an employment fringe benefit would also increase
the demand.

The responsiveness of demand to changes in incomes is measured by

the coefficient of income-elasticity. This is defined as the percentage
chggge in quantity demanded of (or expenditure for) a commodity resulting
from a given percentage change in income. One would expect the demand for
legél services to be quite elastic with respect to income because so many
circumstances that rcquire legal services are positively related to income
levels. Pashigian found this income elasticity coefficient to be 1.8 to
2.0. This mcans that for each one percentage point increase in real Gross
National Product there was approximately a two per cent increase in expendi-

. tures for legal services.



The current‘industrial distribution of Law Society members is
shown in Table 3. About 88 per cent are employed in Ontario; of these,
82 per cent are in private practice. The balance are almost evenly divided
between government and other employment. The latter percentages have more
than doubled since 1931 when they were approximately 3.5 per cent of all

1 4
awyers.,

4., Lawyers' Earnings

The interaction of supply and demand for lawyers' services deter-
mines their wage rate (or fee) and their annual earnings. To assess
the effect of changes in supply and demand, lawyers earnings should be
compared with those in other professions or occupations because it is
the relative rather than absolute levels which have the stronger influence
on career decisions, and hence on future supply.

Long-run changes in earnings of salaried lawyers in Canada are
shown in Figure 3 for the period 1931 to 1971. These earnings, when
compared with average earnings for the total wage-earner labour force,
show a steady decline from 379 per cent in 1931 to 21l per cent in 1951
and an upfurn to 264 per cent in 1971. This long-tun U-shaped pattern
in relative earnings was also experienced by other professional groups
such as physicians, architects, and dentists.

Earnings data for self-employed lawyers were not available in
the census until 1961. Longer-run data on earnings for self-employed
professionalg are available from the taxation statistics. These show an
increasec in the relative incomes of self-employed lawyers from 1951 to
1971. (Figure 4) This was followed by substantial decline to 1978, and
then apparently a levelling to 1979. This placed lawvers at about the

same relative position in which they had been in the carly 1950s.



This decline must be viewed cautiously, however, because this is due
largely to the lowering of the median age of lawyers following from the

recent rapid increase in new lawyers.

In the United States, the legal profession had two extended
periods of high relative earnings: in the 1920s and in the late 1960s/ .
early 19705.5 The reason for these peaks in earnings was a strong
growth in the demand for legal services due to a rapid growth in real
national income, with a slow supply adjustment in terms of places or
enrolments in law schools.
The conclusion of this study was that there have beeh "extended
periods of adjustment to long-run equilibrium" and that on balance there
have been too few lawyers. Pashigian suggests that since at '"the present

time 13975] the earnings of lawyers appear to be abnormally high', the

3

current concern about a future glut of lawyers should take into account

the historical record of long-run adjustments.6

5. Conclusions and Forecast

"Are there too many lawygrs?" One criterion or approach which
has been used in simplistic manpower planning is te calculate the ratio
of population per lawyer or number in the labour force ber lawyer.

While these ratios can indicate differences for special attention in
making international or inter-regional comparisons, they are of little
significance otherwise. To propose a particular ratio is to make an
implicit judgment about the price and quantity of service which should

be available per capita. Moreover, such a ratio would need to be adjusted
for real incomes and other socio-economic differcnces among regions.

A more appropriate approach is to compare the rate of increase in
the number of lawyers in private practice with the real economic growth

rate. Table 4 compares these two growth rates for Ontario from 1951 to



1930. A "warranted" growth rate, which is 1.5 times the real economic
growth rate, has also been calculated as a conservative estimate of the
rate of growth in demand for lawyers' services. This is based on
Paéhigian's estimated income-elasticity coefficient of 1.8 to 2, which
would imply that the supply of lawyers could increase at about twice as
fast as the increase in real GNP.

On this basis it would appear that the stock of lawyers grew
too slowly in the 1950s, and especially in the 1960s. For most of the
1970s, however, supply has increased more quickly than demand. The result
for the whole period is striking: both the stock of lawyers and real
domestic product in Ontario increased by about 120 per cent since 1951.
These differential growth rates by decade are quite consistent with the
data on relative incomes for self-employed lawyers: there was a slight
overall increase in their relative incomes in the 1950s, a strong rise
in the 1960s, and then a decline in the 1970s. These patterns also coin-
cide with Pashigian's findings of slow long-run supply adjﬁstment to the
'strong increase in demand in the prosperous period of the late 1950s and
the 1960s.

In the next decade the most likely outcome will be that demand
increases more quickly than supply. Consider first the supply side. In
the past year (1980-81), the stock of lawyers in private practice in
Ontario increased by 3.0 per cent. During the five vears 1976 to 1981
the stock increased at an average annual rate of 4.1 per cent while over
the previous five ycars the increase averaged 6.8 per cent annually.

Even when onc allows for some imprecision of the data, there can be little
doubt that the number of lawyers in private practice is increasing more
slowly each year. The number of lawyers is likely to continue to increase

more slowly now than in the 1970s and may indeed remain constant or even



decline slightly by the end of the 1980s. This follows from the fact

that university undergraduate enrolments likely will not increase after
1981 and could show a substantial decline. (This will depend particularly
on policies concerning tuition fees, student aid, and government grants

to universities.)

Law school enrolments rose from 2.6 per cent to 2.9 per cent of
the total Ontario undergradﬁate full-time enrolments from 1970 to 1978.
(The long-term pfoportion has been about 2.4 to 2.6 per cent.) It seems
unlikely that law school enrolments will rise above the 3.0 per cent level,
especially since the law schools are operating at full capacity and are
not likely to be able to increase their staff or facilities unless there

.are dramatic changes in provincial government educational policies. Conse-
quently, law school enrolments can be expected to follow closely the
pattern of university uﬁdergraduate enrolmenfs. There is no apparent
reason to expect the ratio of law degrees to enrolments to increase; nor
is there likely to be any significant change in the ratio of law graduates
(LLB) to numbers called to the Bar, unless there is a relative increase
in alternative employment for law graduates. All available evidence there-
fore indicates that the number of lawyers in private practice in Ontario
will very soon reach a plateau and may even decliné slightly.

Now consider the demand for lawyers' services. This is much more
difficult to forécast. It is possible that there will be an increase in
tﬁe proportion who are employed by governments or corporations. The demand
for services of lawyers in private practice will depend primarily on the
real economic growth rate, and secondarily on policy changes such as may
affect Legal Aid and on the development of demand by private citizens in
the middle-income range.

The evidence from Pashigian's study suggests that the demand for

10

13

"



11

legal services would increase at almost twice the rate of increase in
real economic growth. If one assumes (very conservatively) that the latter
will average about 2 per cent annually over the next decade, then the demand
for legal services should increase by about 4 per cént annually. Compare
this (probably minimum) estimate of growth in demand with the (probably
maximum) estimate of increase in supply of 3 per cent annually. It seems
most improbable that there will be a surplus of lawyers in the next decade
- unless the performance of the economy deteriorates still further. All
of this analysis is based on the implicit assumption that the stock of
laﬁyers in private practice in 1951 represented a market equilibrium.
Their rising relative earnings of the 1950s suggests that at least there
were not ''too many'" lawyers at that time, and more likely, there wefe "too few'",

While the total labour market for lawyers appears to be in balance,
there is little information by which to assess the regional or local situa-
tions. The Law Society does now have continuing data on the geographical
distribution of lawyers, but there is no analyzed evidence on the demand
side.

One could, however, make inter-regional comparisons of data on
- socio-economic data such as divorce rates, real estate transactions, real
iﬁcome, proportion of labour force in the service sector, criminal charges
and civil suits, and then compare these data with the regional distribution
of lawyers in private practice. Although these comparisons would not
indicate a 'correct" number of lawyers for each region or municipality,
they suggeét centres of stronger or weaker demand for lawyer services
and thus offer guidance to young lawvers seeking a favourable location.

One major public policy action that should be implemented for all

of the traditional professions is an increase in quantity and quality of
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information for students at their career-decision stage. They should be
made aware of the cyclical behaviour of these markets, of the wide variance
around. the mean incomes, of the alternative careers that can follow from
any given university program; and this information should be kept up to

~ date. Profeséional associations should take an active role with governments

and education institutions in collecting and disseminating this information.
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Figure 1 Post-secondary Age Group, Ontario, 1961-2001
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Figure 2

Source:
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Table 1

Law School Enrolments, Degrees Awarded, and Number Called to the Bar

Ontario 1960-61 to 1980-81

Full-time b
a Undergraduate Degrees Awarded
Year _Enrolment (LLB and Licence) ' Called to the Bar
. No. Inc./Yr. No. Inc./Yr. No. Inc./Yr.
% % %

1960 904 -
61 913 1.0 305 -
62 1002 9.7 260 -14.8 304 -
63 1181 17.9 249 - 4.2 245 -19.5
64 1375 16.4 298 19.7 257 4.9
65 1627 18.3 315 5.7 235 -8.6
66 1714 5.3 400 27.0 282 20.0
67 1882 9.8 469 17.5 286 1.4
68 2101 11.6 520 10.9 348 21.7
69 2414 14.9 517 -0.6 397 14.1
70 2712 12.3 600 16.1 444 11.8
71 2914 7.4 726 21.0 455 2.5
72 3166 8.6 - 777 7.0 498 9.5
73 3415 7.9 874 12.5 601 20.7
7 3549 3.9 934 6.9 713 18.6
75 3758 5.9 1067 14.2 839 17.7
76 3796 1.0 1174 10.0 850 1.3
77 3727 -1.9 1255 6.9 945 11.2
78 3730 0.1 1232 -1.8 1008 6.7
79- 3809 2.1 1203 -2.4 1073 6.4
80 3983 4.6 1219 1.3 1077 0.4
81 - - - - 1053 -2.2

a. Beginning of academic year for enrolments, and calendar year for degrees
and Call,

b Part-time enrolments are a very small percentage of the total.

Source: Statistics Canada, Universities: Enrolment and Degrees,
No. 81-204: and Law Society of lUpper Canada.

"
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. Table 2
Lawyers in Ontario, 1962 to 1981

Members in Law Society

Annual
Year Number Increase.
V | No. %
1962 5,317 - -
1963 5,501 184 3.4
1964 5,651 150 2.7
1965 5,850 199 3.5
1966 5,942 92 1.6
1967 6,136 194 3.3
1968 6,327 191 3.3
1969 n/a 527  8.3*
1970 7,381 527* 8.3*
1971 7,666 285 3.9
1972 7,610 -56 -0.7
1973 8,668 1,058 13.0
1974 9,277 609 7.0
‘1975 10,025 748 8.1
1976 10,572 547 5.5
1977 11,542 970 9.2
1978 12,303 1761 6.6
1979 13,213 910 7.4
1980 14,118 905 6.8
1981 15,011 893 6.3

* Average for two-vear period

Source: The Law Society of Upper Canada

Lawyers in Private Practice

Annual

17

Number Increase  Law SZéig;x_
No. %

n/a
6,602 - 86
7,087 485 7.3 93
7,597 510 7.2 88
8,179 582 7.7 88
8,726 547 6.7 87
8,850 124 1.4 - 84
9,004 154 1.7 78
9,403 399 4.4 76
10,019 616 6.6 76
10,483 464 4.6 74
10,803 320 3.1 72



Distribution of Members

Private Practice
Solo
Non-solo

Education

Government

Other Employment

Total, Active in Ontario
Retired, Ontario*

Not in Ontario

Total Membership

* includes unclassified

Source: The Law Society

Table 3

of The Law Society of Upper Canada, 1981

No.

10,803
(3,466)
(7,337)
177

1,098
1,166

13,244

1,064
703

15,011

new members

of Upper Canada

18

e

L]

’ °\°

81.6
(32)
(68)
0.9
8.3
8.8
100.0
88.2
7.1 )
4.7
100.0
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Figure 3

Source:

Relative wage and salary earnings
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Figure 4
Relative Total Incomes for Selected
Occupations, Canada 1946-1979
(Self-employed persons)
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Table 4

Annual Growth Rates in Supply of Lawyers and Real Income, Ontario, 1951 to 1981

Lawyers Annual "Warranted" ﬁnnual Annual Increasec

Year ~ Growth.Rate? Growth Rate in Real GDP
1951-61 4.5 6.8 4.5
1961-71 4.0 11.3 7.5
1971-79 . 6.4 4.0 2.7
1972 7.3 10.5 7.0

- 1973 7.2 7.8 5.2
1974 7.7 2.7 1.8
1975 6.7 -1.4 -0.9
1976 1.4 6.9 4.6
1977 1.7 3.2 2.1
1978 4.4 2.9 1.9
1979 6.6 3.3 2.2
1980 4.6 0 0
1981 3.1 2.4 l.6d
a

Census data for '"lawyers and notaries" to 1971; Law Society data for
lawyers in private practice for 1972 to 1981.

\Real economic growth rate multiplied by 1.5
Canada's real GNP to 1961; Ontario real GDP for 1961 to 1980.
Estimated

Source: Real Gross Domestic Product, Ontario, from Statistics Canada,
Systems of National Accounts, Provincial Economic Accounts,
Experimental Data, annual. No. 13-213.
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