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The LLM Fallacy

Navigating the Illusion of Competence in an Al-Mediated World
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The Disconnect Between
Performance and Expertise

Sophisticated output ‘
deployed seamlessly.

An analyst produces a market forecast without |

The LLM Fal|acy: A systematic cognitive attribution error | N understanding the statistical model. A developer deploys |

where individuals misinterpret Al-assisted outputs as evidence of code while unable to explain its architecture. Each
fie; independent capabilities (Kim et al., 2026) demonstrates apparent competence, yet relies
their own indep p ” : il | fundamentally on invisible assistance.
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Anatomy of an Attribution Error

Interaction Seamlessness

Low-friction engagement. Users provide
underspecified instructions and receive polished
outputs, obscuring the system's heavy lifting.

Iterative co-construction blurs the lines. Users shape
outputs through prompting, making it impossible to
disentangle human intent from machine generation.

Output Fluency

Grammatical and stylistic perfection mimics human mastery
(Alter & Oppenheimer, 2009), tricking our metacognition
into inferring competence from surface coherence.

Pipeline Opacity &

P

Al hides its reasoning. Users see inputs and outputs
but cannot construct accurate mental models of how
the result was actually produced.
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The Interpretability Crisis:
A Broken Proxy for Competence

Pre-Al Era

Historically, outputs reliably indicated internalized expertise. |

Underlying .\ Observable
Human Capability ‘ Output

I

Generative Al Era

Generative | Y AVA B0, Y 4E | Observable
Al i aad| = R LY A Output

J

Organizations rely on observable outputs (portfolios, code tests, case studies) as proxies for capability. When an
opaque Al mediation layer scrambles the signal, traditional evaluation frameworks face an existential crisis.
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Mapping the Systemic Risks of Capability Misattribution

Organizational |

Exposure

Individual
Vulnerability

Immediate

Mid-Term

Systemic

Hiring Invalidation

Portfolios conflate
system-assisted performance
with candidate capability
(Karny et al., 2024).

Team Structural Holes

Asymmetric knowledge sharing.
Al-dependent members cannot
' mentor or transfer understanding !
(Hutchins, 1995).

Latent Quality Risk

Surface-level functional outputs
contain latent errors undetectable
without domain expertise
(Zhang et al., 2025).

Competence Doubt

The “Al ghostwriter effect”
| (Draxler et al., 2024)—dissociation

| between experienced effort
‘ and attributed contribution.

Eap =

Skill Stagnation

Bypassing the productive
struggle required to build
transferable knowledge
structures.

'+ Economic Vulnerability

High risk of obsolescence if
Al access is disrupted or
evaluation standards shift to
unaided contexts.

|
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The lllusion of Understanding
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P Al Scaffolding
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The lllusion of Understanding

Internalized Expertise

>
Time / Career Progression
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When individuals use
Al to scaffold
problem-solving, they
engage less deeply with
underlying material.
They experience
fluency without
developing the
independent capability to
apply concepts in new,
unaided contexts (Gajos
& Mamykina, 2022).
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Redefining Competence
for the Augmented Era

Woight
3.00kg

Load
22700 kg

" Weight
-237kg

Core Human Judgment

Strategic reasoning, contextual interpretation, and
ethical decision-making. Domains where human cognition
is superior and Al provides limited augmentation.
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Modern Competence

Augmentable Execution

Technical implementation, document production,
initial data analysis. Areas where Al substantially

enhances human capability when expertly guided.
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Human-Al Orchestration

The meta-skill of knowing when to leverage Al,
how to validate its outputs, and how to combine
human/machine strengths.
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Blueprint Pillar I: Transparency Architectures

Organizations must reduce attribution ambiguity by documenting Al
involvement without stigma. Calibrated assessment, not moral judgment.

! Contribution Tracking

Disclosing Al usage in portfolios
and internal documentation.

! Process Documentation

Committing to written explanations
of why an approach was chosen,
exposing the reasoning process Al
typically skips.

Evidence: Microsoft Engineering has experimented with
code annotation practices that flag Al-generated
sections, enabling code reviewers to apply appropriate
scrutiny to machine-generated architecture versus
human problem-solving.
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Blueprint Pillar Il: Process-Aware Evaluation

Output-centric evaluations must be replaced by multi-dimensional
competency frameworks that deliberately vary Al access.

— Stage 1 - —>
Aided Performance (Take-home projects)
Evaluates Execution & Orchestration < Stage2 — >]
Unaided Reasoning (Live situational constraints)
. Evaluates Core Judgment

Industry Precedents
Stripe Goldman Sachs

Engineering competency matrices Analysts perform take-home modeling
separate Al-augmentable “code exercises (Al permitted) followed by live,
production” from “architectural real-time case discussions to probe depth
reasoning” and “systems thinking.” of independent financial acumen.
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Blueprint Pillar Ill: Capability Calibration

Al integration disrupts traditional feedback loops. Organizations must engineer
structured spaces for effortful practice to build transferable expertise.

mm— || Scaffold Fading

Phase 1: v\c e Systematically reducing Al support as
Al Scaffolding / | 2 = learner capability develops (mirroring
Dominance | ¢ {88 7 ! Phase 2: Duolingo's Al tutor pedagogy).
A i/ Scaffolding
Reduction

! Unplugged Practice

: L T Establishing regular Al-free zones—like
Deliberate | . [ , “unplugged strategy sessions"” or
Practice Loop = [ESM&E “Al-free code reviews"—to ensure regular
e > ; independent skill exercise.

| Capability Audits

Independent ~ LIS T A0 Structured after-action reviews where
Expertise -y o K teams assess which skills they are
< S L ¢ actively developing vs. delegating to Al
(BCG Al integration reviews).
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Blueprint Pillar IV: Cultural Norms & Expectations

Reject the extremes of prohibiting Al (unrealistic) and treating
all AI outputs as human equivalence (dangerous).

| == ‘ r—l B2,
AI Leverage Expertise Building

Ozganizational
/ Norms

' Transparent Discourse Revised Recognition

| Leadership must publicly model appropriate AT use. Shift performance metrics to explicitly reward

| Anthropic actively describes their internal AT use capability growth, mentorship, and independent
| while maintaining rigid boundaries around decisions problem-solving—dimensions that are not easily
| requiring human judgment. AI-substitutable.
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Restructuring Career Pathways for the Augmented Era

Single competency ladders are obsolete. Organizations must build parallel advancement tracks
recognizing that different professionals develop different capability profiles.

Excel at Al-leveraged implementation and
rapid prototyping. High volume, high
augmentation.

Skill Specialization

Parallel Advancement Tracks

Focus intensively on domain expertise,
ethical decision-making, and human
reasoning. Selective Al use.

Excel at coordinating hybrid human-AI
collaboration, designing workflows, and
validating complex Al outputs.
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Assessing the Meta-Skill:
The Explanation Protocol

I Output-Based Review I Process-Based Review

“Show me your portfolio.” “Explain your constraints.”

Focuses on final polish.  Candidates present outputs but

Highly vulnerable to the AI must defend design decisions.
ghostwriter effect. « Explains trade-offs considered

Cannot distinguish independent Z and identifies limitations.
reasoning from machine + Tests understanding of how the
generation. solution was achieved.

B V|

Key Insight: Individuals who rely solely on Al scaffolding struggle to explain
nuanced reasoning or alternative approaches. Leading design firms now use project
evolution walkthroughs to separate deep design thinking from skillful prompting.
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The Multi-Method Assessment Portfolio

Augmentable Core Human Human-Al
Execution Judgment Orchestration

> o
g 20
Take-Home Projects /

Portfolios v’V Primary vV Primary
(AI Permitted)

Live Case Studies / ol
Problem Solving >\ / Primary
(AI Prohibited) <

Work Process /
Explanation Interviews

~ V Secondary vV Primary

Synthesis Note: Triangulation across methods reduces method-specific biases and protects against the LLM Fallacy.
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The Capability Imperative

Sustainable Al augmentation
requires maintaining the human
expertise that makes augmentation
valuable in the first place.

If we allow Al to fully substitute for the
effortful practice and productive struggle
through which expertise develops, we
create a self-undermining system. The
organizations that thrive will not be
those that simply deploy the best Al, but
those that preserve and protect human
capability development in an age of
seamless augmentation.
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