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Grossman 's Health Capital Model
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Demand for Health Capital
γ , 

Cost of 
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Health stock
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Demand for Health Capital:
Impact of Age on Investment in Health

Health stock

MEI
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B

r + δ2
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C

As we age, our health 
stock depreciates faster, 
resulting in higher 
depreciation rates.
Æ
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Also, as the expected length of 
life is lower, MEI decreases 
Î
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Demand for Health Capital:
Impact of Wage on Investment in Health

Health stock

MEI

γ =w =120

H0

A

An increase in wage rate 
means that the return from 
healthy days rises.
ÎMEI shifts to the right .
Î

γ , 
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Alternatively: 
↑ wage Î↑ opportunity cost 
in producing health.
Î
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Demand for Health Capital:
Impact of Education on Investment in Health

γ , 
Cost of capital

Health stock

MEI

r + δ0
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A

Education improves 
efficiency of the health 
production.
Æ MEI shifts to the right.
Æ

S
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↳ T educ ⇒ More efficient health producer

MEI
'

-

Ht increases .t Empirical studies

A
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determine the impact
9

i of educ on health .

→ !
H
'



Conclusions
• Health can be considered as a consumption good 

and an investment good.
• Trade-offs between consuming health and consuming 

other goods.
• Trade-offs between time spent on producing health and 

time spent on working and on leisure.
• The demand for health capital is determined by 

the cost of health capital and the marginal 
efficiency of investment in health.
• Factors that affect the demand for health capital are 

such as: age, wage, education.
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