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The Welfare Effect and Social Cost in the
Presence of Misperception

Jerome Geaun
Abstract

An individual usually makes choices under uncertainty since the
surrounding factors that influence his well-being are often random. Evidently
his incorrect perception or misperception of the riskiness will cause welfare
loss due to the resulting nonoptimal choice. The literature, including con-
sumer surplus approach, contingent valuation study, and some recent ones
using the duality theory, does not seem to have addressed the issue ap-
propriately. This paper employs the concept of expenditure function to define
the welfare loss in a way that it reflects the underlying change of the indi-
vidual’s happiness owing to his misperception. The weak-complementarity
assumption and the quasi-concavity of utility function make it possible to
take care of the difficulty in retrieving expenditure functions arising from
the particular type of imposed quantity change and the related nonoptimal
decision.
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