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Abstract

This paper studies a welfare maximization problem with heterogeneous

agents. A social planner designs a menu of choices for agents who misperceive

either the properties of options or their own preferences. When agents

misperceive the true properties of alternatives, it is optimal to limit a menu

when the probability of a mistaken choice is moderately high. Additionally,

it could be optimal to construct the menu with more distinct alternatives.

However, when agents misperceive their own tastes, it is optimal to limit

choice only when agents choose randomly, and to propose alternatives that are

more similar when there is a greater probability of agents making a mistake.
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