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United States: Reporter's Notebook
By Ken Stier 

When Securities and Exchange Commission (SEC) staff attorney Gary Aguirre wanted to question John
Mack, a Wall Street titan, now CEO and chairman of the investment bank Morgan Stanley, about some
suspicious trading activity flagged by the New York Stock Exchange, Aguirre's supervisors were supportive
ð until they weren't. A flurry of targeted calls from a posse of defense attorneys to more senior SEC
offices led to the abrupt change, Aguirre claims, in an account largely corroborated by a yearlong Senate
Finance and Judiciary Committees investigation report released in August 2007. 

The upshot: What might have been a blockbuster insider-trading case that could help curb one of the most
important abuses in U.S. capital markets was effectively derailed. (Mack would be questioned a year later,
as the SEC finished out an investigation, but circumstances led many to wonder if it was not with diminished
zeal.) Aguirre was fired soon afterward, and the Senate investigation determined this was "closely connected
to his objections to the special treatment afforded John Mack," Sen. Charles Grassley, ranking member of
the Senate Finance Committee, said in releasing the report. But when Aguirre brought these serious
allegations to the SEC's Office of the Inspector General (OIG), there was "no attempt to conduct a serious,
credible investigation," Grassley noted. "The Inspector General merely interviewed SEC management,
accepted their side of the story, and closed the case. This is unacceptable. It is the role of the Inspector
General to be an independent finder of fact, not a rubber stamp of management." 

It is just one of many recent examples of the highly uneven ð many would say deteriorating ð
performance of this critical component of the country's civil service, which was created to ensure the
efficient and impartial functioning of the federal bureaucracy. The system of inspectors general was created
by Congress in 1978 to provide independent oversight of Cabinet departments and major federal agencies,
initially 30, extended to 34 more through a 1998 amendment. 

The law contained strong provisions for ensuring independence, a seven-day letter response requirement,
robust investigative powers, including subpoena authority, and a ban on secretarial interference, provisions
that "clearly make the IG the most independent, unfiltered voice below the secretary in any federal
department," said Eleanor Hill, the Defense Department IG from 1995 to 1999, in recent congressional
testimony. Key to the IG's unique role is its hybrid reporting function ð internally to the agency head, and
externally to Congress ð which stokes the critical tension between the executive and legislative branches.
All in all, it was a "stroke of congressional brilliance," Hill said. 

The IGs created by the 1998 amendment differ in several key respects from the original cohort of IGs. The
latter are appointed by agency heads, while those in the original group are appointed by the president, with
Senate confirmation. While charged with the same responsibilities, they cannot initiate criminal
investigations. In practice, the newer IGs (see lists of both) are more "closely aligned to independence
standards for internal auditors" than those for external auditors, explained the Government Accountability
Office (GAO). 

This system is not window dressing. There are close to 12,000 employees working with a combined budget
of US$1.9 billion, up from US$1.5 billion in 2002. (Although the Central Intelligence Agency has an IG,
neither the size of its staff nor its budget is made public.) The IGs seem to be a very good investment for
taxpayers. Collectively they recovered US$6.8 billion for the public coffers from fines, settlements or
recoveries, and investigations. The investigations also yielded 8,400 successful prosecutions, 7,300
suspension or debarments, and 4,200 personnel actions, all in a single year (2006), according to the most
recent report from the President's Council on Integrity and Efficiency, a supervisory board chaired by the
deputy director of the Office of Management and Budget. 

An additional US$9.9 billion in potential savings has been identified through audit recommendations. "These
performance levels are consistent with previous years' efforts: IGs have been and continue to be a primary
means by which we identify and eliminate waste, fraud and abuse," OMB Deputy Director Clay Johnson III
told a Senate oversight committee in July. "The IGs play a critical role in identifying mismanagement of
scarce taxpayer dollars," added David M. Walker, U.S. comptroller general. "As we enter a period where
great transformation will be needed in the way government does business [because of escalating deficits
and limited resources], it will be increasingly important to consider the IGs' role in this process, and to take
advantage of the opportunities to make the IG offices more efficient and effective." 

But rather than investing in these "profit centers" OIGs are generally under-funded, particularly when
compared with the growth of their agencies, the multiplying complexity they face and their increased
reporting demands. The Justice Department, for instance, has grown about 30 percent in the last 15 years,
from 83,000 employees to 110,000, but the OIG there has essentially remained the same - with about 400
staff rather than the 520 it would have if it were keeping pace. "I am concerned that inadequate resources
can affect both the thoroughness and timeliness of projects that are, by necessity, staffed more thinly than
warrantedé[and] that our employees may be burned out when we continually ask them to do more with
less," Glenn Fine, the Department of Justice's inspector general, told Congress recently. 

In this context, it is usually an indication of problems when an IG moves to cut his own staff. The
administrator of the General Services Administration (GSA), Lurita Doan, moved to make significant staff
cuts after the IG, Brian Mill, started investigating procurement practices. Doan proposed to have external
contractors perform "surveys" instead. The EPA's IG, Bill Roderick, moved to slash his own staff by 60, out


