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ABSTRACT: Given a set S of states of the world, a decision maker receives signals that specify a
subset of S containing the true state. However, she does not observe the signals correctly: each
signal is perceived as a possibly different subset of S according to a mapping function v. The
paper introduces the concepts of underconfidence and over- confidence for this setting and
analyzes the consequences of different behavioral sources of misperception on the set of fixed
points of v and on the relation between each true signal A and the corresponding perceived signal
v(A). A model is then considered in which under- and overconfidence emerge from the optimal
choice of correctly observable signals when their number is constrained.
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