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Executive Summary

70%+ of public servants worldwide use AI. Only 18% believe governments deploy it effectively
(ITIF, 3,335 public servants, 10 countries). 82% of state CIOs report employees using GenAI. But
only 35% received any guidance.

Public-sector AI scales only where trust mechanisms are operational: procurement rigor, audit
trails, explainability, and citizen redress. The regulatory architecture is in place — OMB M-26-04
(March 2026), EU AI Act high-risk (August 2026), 700+ US AI bills.

Metric Value

Public servants using AI (ITIF) 70%+

Governments deploy AI effectively 18%

AI feels empowering (global) 80%

Confident (advanced adopters) 91%

Employees: received AI guidance 35%

State CIOs: employees using GenAI 82%

State CIOs: piloting AI 90%

Federal employees: daily AI use 64%

Gov AI market (2024 → 2033) $22.4B → $98B (17.8%)

State/local IT spending 2026 $160.2B (+4–6%)

AI-related bills in US (2024) 700+

EU AI Act high-risk deadline August 2, 2026

OMB M-26-04 procurement deadline March 11, 2026

AI projects failing P→P ~50%

AI initiatives scrapped (2025) 42% (S&P)
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1. The Adoption-Governance Gap

Adoption Is Real

Adoption Indicator Value Source

Public servants using AI 70%+ ITIF 2026

Federal: daily AI use 64% ITIF 2026

State CIOs: GenAI use 82% NASCIO

State CIOs: piloting AI 90% NASCIO

AI empowering (global) 80% ITIF 2026

Confident (advanced) 91% ITIF 2026

Governance Is Not

Governance Gap Value Source

Deployed effectively 18% ITIF 2026

Received AI guidance 35% ITIF 2026

Governance boards 55% Industry data

Dedicated AI teams 67% Industry data

P→P failure rate ~50% Industry data

Scrapped AI (2025) 42% S&P Global

Agentic AI fail by 2027 40%+ Gartner

70% use AI. 18% think it’s effective. 35% received guidance. In countries with clear
guidance: 91% confident. The variable is not technology — it’s governance clarity.

“The gap is not between early and late adopters. It’s between adoption and
accountability.”
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2. The Regulatory Architecture

US Federal: OMB M-25-21, M-25-22, M-26-04

Requirement Detail Deadline

Chief AI Officers
Senior advisor
per agency

60 days of
M-25-21

AI use case
inventory

Annual, publicly
published

Ongoing

Procurement
update (M-26-04)

LLM contracts:
Unbiased AI Principles

March 11,
2026

Minimum
transparency

Model cards,
feedback mechanisms

All
procurements

Enhanced
transparency

Bias eval, controls,
3rd-party disclosure

High-stakes
systems

Contract
termination

Non-compliance is
material

Immediate

EU AI Act: High-Risk Provisions

Requirement Detail Deadline

High-risk
compliance

Risk mgmt, data gov,
conformity assessment

Aug 2,
2026

Auto event
logging (Art. 12)

Traceability,
post-market monitoring

Aug 2,
2026

Rights impact
assessment

Before deployment in
sensitive public use

Aug 2,
2026

Right to
explanation (Art. 86)

Individuals affected
by AI decisions

Aug 2,
2026

Human oversight
(Art. 14)

Required for all
high-risk systems

Aug 2,
2026

M-26-04 requires “continuous oversight rather than point-in-time review.” Compliance
is material to contract eligibility and payment, with explicit authority to terminate for

non-compliance.
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3. The Five Trust Bottlenecks

Bottleneck Core Requirement Regulatory Basis

Procurement
rigor

Model cards, bias evals,
supply chain transparency

M-26-04,
EU AI Act

Audit trails
Auto event logging,
decision reconstruction

Art. 12,
M-26-04

Explainability
Decision logic, data
inputs, confidence level

Art. 86,
M-26-04

Citizen
redress

Challenge mechanism,
human review, correction

Art. 86,
Art. 14

Model-change
governance

Vendor update disclosure,
3rd-party modifications

M-26-04
Appendix A

Each bottleneck must be operational — not aspirational. The standard is not “we can explain how it
works in general.” It’s “we can reconstruct how this specific decision was made for this specific
citizen.”

The Vendor Readiness Gap

Procurement Demands What Most Vendors Have

Model cards + bias evals Marketing materials

Automatic event logging Application logs (insufficient)

Decision reconstruction "We can explain the model"

3rd-party disclosure "We use standard cloud"

Citizen redress infra Customer support

Incident/audit templates Ad hoc incident response

Lifecycle compliance Point-in-time certification

“In public-sector AI, the vendor who arrives with audit trails wins the contract.
The vendor who arrives with a demo wins the meeting — and loses the

procurement.”
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4. Practical Implications and Actions

1. Build procurement-ready governance packs. Controls documentation, logging
architecture, accountability map, bias evaluations, model cards, and third-party disclosure. This
is the minimum viable package for public-sector procurement.

Governance Pack Element Purpose

Controls documentation Maps capabilities to risk categories

Logging architecture Automatic event capture for audit

Accountability map Decisions, overrides, escalations

Bias evaluation results Model fairness and accuracy

Model/system card M-26-04 minimum transparency

3rd-party disclosure Supply chain transparency

2. Standardize incident and audit reporting templates. Incident report, audit log format,
decision reconstruction, model-change notification, and compliance status report. Reduces
friction for vendors and agencies.

3. Price for lifecycle compliance effort. Initial setup, ongoing monitoring, model-change
management, incident response, and regulatory adaptation. Lifecycle compliance costs 3–5x
initial deployment.

4. Implement human-review thresholds. Benefits eligibility: human review before denial.
Enforcement actions: human approval. Service allocation: oversight with audit. Article 14 and
M-25-21 mandate operational human oversight.

5. Establish model-change disclosure protocols. Pre-notification, impact assessment,
re-verification period, rollback capability, and audit trail. Every vendor contract should require
these.

What to Watch

• Contract language requiring model-change disclosure

• Mandatory human-review thresholds in high-stakes use cases

• Procurement preference for “assurance-ready” vendors
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The Bottom Line

70%+ of public servants use AI. 18% believe it’s deployed effectively. 35% received guidance. The
adoption is real. The governance is not.

The regulatory architecture is in place: M-26-04 (March 2026), EU AI Act (August 2026), 700+ US
AI bills. Public-sector AI scales only where trust mechanisms are operational. For enterprises
selling into government: the governance pack is the new demo. The audit trail is the new feature.

In public-sector AI, the vendor who arrives with audit trails wins the contract.
The vendor who arrives with a demo wins the meeting — and loses the

procurement.

The fastest path through government procurement is not the best demo —
it’s the best governance pack.

Thorsten Meyer is an AI strategy advisor who has observed that in 2026, the fastest path through
government procurement is not the best product demo — it’s the best governance pack. More at

ThorstenMeyerAI.com.
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