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Abstract

This study utilizes data from the Korean Longitudinal Study of Aging to test the

rational expectations hypothesis in individual-level decision-making. A primary focus

is on expectations about survival in which the outcome is unknown but reasonably pre-

dictable with private information. The rationality of longevity expectations is tested

on two grounds: belief formation and its association with consumption and savings out-

comes. Results show that longevity expectations are formed rationally and predictive

of greater saving, wealth accumulation, and negative consumption growth. The esti-

mates remain robust to the inclusion of a variety of other expectations, confirming that

our findings are not picking up the effect of general disposition towards future. Overall,

this study finds evidence in support of the predictions from the rational expectations

hypothesis and life-cycle model under uncertain lifetime.
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