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AI moves in dog years while government modernization moves in geologic time. AI won’t wait, so 
government can’t afford to.  
In 2019, GPT-2 had 1.5 billion parameters.i By 2023, GPT-4 was rumored to have nearly a trillion — a 700x 
scale increase in four years.ii Yet, while AI capabilities double every few months, the government’s 
technology refresh cycles unfold over years. Many federal systems — including secure, high-performing 
mainframes that still run critical workloads — were designed for reliability and control, not rapid evolution. 
The result is a pace mismatch: AI innovation is compounding exponentially, while government modernization 
moves linearly. The gap is widening — and only one side is accelerating.   

 

Washington’s AI Paper Trail 

No one can accuse Washington of ignoring AI. In the last decade alone, federal agencies have published more than 
150 AI-related directives, strategies, frameworks, and toolkits — executive orders (EO), OMB memoranda, NIST 
guidelines, GAO reports. Amongst these, the White House has framed AI as having “…the potential to transform the 
global economy and alter the balance of power in the world, iii” rolling out orders to remove barriers to leadership (EO 
14179), prepare Americans for the jobs of the future (EO 14278), and educate kids on AI (EO 14277).iv This cottage 
industry of initiatives though has created more confusion than empowerment as agencies layer AI bans across its 
workforce. That may be changing at the policy level, with a recent EO establishing a unified national AI policy and 
curbing regulatory fragmentation to reinforce U.S. competitiveness.v 

The government historically created a patchwork of AI adoption. USAID briefly ran on GPT Enterprise, a secure model 
with firewalls, before it was dissolved.vi GSA awarded $1 AI contracts that immediately came under protest.vii Walk into 
a federal agency today and it’s a coin flip—one office embraces AI, the next bans it outrightviii. That’s not governance — 
that’s roulette.  

But behind the blizzard of memos and speeches lies a unique story: the U.S. government was the original venture 
capitalist for AI, having invested over half a trillion dollars into it since the Eisenhower era. DARPA funded the AI 
godfathers McCarthy, Minsky, Simon, and Newell in the 1950s and ’60s. In the 1980s, billions went into the Strategic 
Computing Initiative, laying the groundwork for self-driving cars and speech recognition. Fast forward and you see 
DARPA’s $2 billion AI Next campaign, NSF’s $200 million AI institutes, and the CHIPS & Science Act’s billions in 
research funding.ix DARPA has spent more on AI than any single tech company in history. And yet — the government 
until recently has been one of the only institutions discouraging its employees from using the tools it funded. 

The private sector has no such hang-ups. Over 85% of Fortune 500 firms are experimenting with generative AI.x 
They’re piloting copilots, automating workflows, cutting costs, and building new revenue streams. The real unlock? 
Companies have created sandboxes for employees to get their hands dirty and actively experiment with AI. 
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The Shadow AI Ecosystem 

When you block technology, employees don’t stop using it — they just stop telling you about it. MIT researchers 
describe a growing “shadow AI economy,” where untrained staff adopt consumer AI tools outside official channels.xi 
And the risks of “shadow AI” aren’t theoretical. Samsung employees pasted sensitive source code into ChatGPT and 
within weeks, the company banned the tool.xii Another case: DeepSeek, a Chinese AI, has been documented quietly 
exfiltrating inputs from foreign users back to its home country.xiii Innovation Resistance Theory explains this perfectly: 
the more leaders stall adoption, the more employees turn underground.xiv The dynamic is as old as prohibition. Shut the 
bar, the speakeasy opens. 

 

Move Fast (But Don’t Break Things) 

The popular advice from the market to government right now is to move slowly. Define use cases. Study the risks. Be 
patient. Wait for direction.  
That’s exactly wrong. 
The fix: de-risk, then democratize. Stand up enterprise versions of AI tools — firewalled, no data leakage, intuitive 
interfaces. Segment secure environments for higher risk business units, so high-security unit data isn’t exposed to a 
lower-security neighbor. Launch controlled “sandboxes” where staff are encouraged to utilize models safely. 
From there, build a readiness and governance assessment: pilot quickly, scale what works, kill what doesn’t. 
Reduce the risk of shadow AI with a safe environment where employees can utilize the tool, then work backward to 
your larger pilot developments. The Department of War’s GenAI.mil rollout provides employees access to sanctioned, 
enterprise-grade AI while reducing reliance on shadow tools.xv 
Skeptics point to failure rates: MIT found 95% of corporate AI pilots flop.xvi Even Sam Altman warns of an AI 
bubble.xvii Fair. But failure isn’t a bug — it’s a feature of innovation. Universities aren’t prophets, and Altman’s bubble 
talk is as much about competitors as it is about markets. By that metric, the internet was a failure in the 1990s when 
dot-coms went bust. Spoiler: it wasn’t. 
The U.S. government may be the greatest AI investor in history. But after the U.S. bankrolled the future for the world — 
it has become the last to show up for it. 
The government built the rails. It’s time to ride them. 

 

How Alvarez & Marsal (A&M) Can Help 

A&M assists agencies translate AI ambition into action—accelerating adoption safely, securely, and in alignment with 
mission priorities.  
We help agencies: 

 

Eliminate the Shadow AI Ecosystem by 
standing up enterprise-grade, firewalled AI 
environments with secure sandboxes that 
enable safe experimentation and reduce 
unmanaged risk. 

 

Assess Readiness and AI ROI through rapid 
evaluations that identify where AI delivers real 
traction versus where hype outpaces value. 

 

Establish Agency-Level AI Governance 
models that empower mission units with clear 
accountability and avoid central IT bottlenecks.  

Ignite a Rapid Prototyping Launchpad to pilot, 
measure, and scale high-value use cases—
turning AI from policy concept to operational 
reality. 

A&M supports public institutions move from AI curiosity to confident adoption—bridging the gap between innovation 
and implementation. 
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ABOUT ALVAREZ & MARSAL 

Founded in 1983, Alvarez & Marsal is a leading global professional services firm. 
Renowned for its leadership, action and results, Alvarez & Marsal provides advisory, 
business performance improvement and turnaround management services, 
delivering practical solutions to address clients’ unique challenges. With a world-
wide network of experienced operators, world-class consultants, former regulators 
and industry authorities, Alvarez & Marsal helps corporates, boards, private equity 
firms, law firms and government agencies drive transformation, mitigate risk and 
unlock value at every stage of growth. 

To learn more, visit: AlvarezandMarsal.com 
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