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“CHICKEN-AND-EGG” PROBLEMS 
 

 A potential “chicken-and-egg” problem may exist when it is 
necessary to have two conditions—each of which depends on the other—
met before a product or exchange is possible.  These problems come in a 
variety of forms: 
 

 Investment in required infrastructure requires demand.  (1) 
Consumers are reluctant to buy electric vehicles before charging 

stations are available at hotels and other parking facilities but (2) hotels and operators of 
parking facilities are unwilling to invest in putting in charging stations until enough 
consumers drive electric cars. 

 Need for critical mass:  Social media sites tend to require a certain “critical mass” before 
they can attract users.  (1) You will not be particularly interested in joining a new social 
media site before your friends do, but (2) your friends will have limited interest in joining 
before you do.  Similarly, (1) for a potential competitor to Netflix to attract customers, it 
must offer a strong recommendation database but (2) developing the recommendation 
database requires input from a large number of customers. 

 Two parties must join, each of which requires the other to join first.  A new online auction 
site will have difficulty attracting (1) potential buyers until sellers list their offerings, but (2) 
sellers will have limit interest in listing—especially if they have to pay—until there are 
sufficient numbers of potential buyers. 

 A product needs third party accessories and/or support.  If a new cell phone operating 
system (OS) is introduced to compete with the iPhone iOS, Android, or Windows, (1) 
customers will have limited interest in adopting until there is a sufficient number of apps 
available but (2) software developers will have limited interest in investing in creating apps 
for the OS until there are sufficient numbers of users to provide a profitable market.   
 
It is sometimes possible to “jump start” an innovation facing a chicken-and-egg problem.  

For example, manufacturers of electric cars and/or the government can pay part of the cost for one 
hotel chain to install charging stations.  Although there may not be a lot of guests arriving in electric 
cars immediately, the hotel chain gets “bragging rights” of being the first to offer this.  It is now 
more attractive for consumers to buy electric cars, and as the number of owners increases, more 
and more facilities find it worthwhile to join in the offering of charging stations. 
 
 Sometimes, concentrated interests may see an opportunity to invest in new technology that 
would become profitable.  For example, when CD players were introduced, the record companies 
saw an opportunity to make large profits selling a new recording of what customers already owned 
on a new medium, so they readily cooperated in immediately making a great deal of content 
available on CD.  The introduction of the DVD player also presented this type of opportunity.  
Similarly, when ATM machines were introduced, the banks realized that customers could be 
attracted shortly after the machines became available. 
 
 To test the likelihood of a potential chicken-and-egg problem, you may think of these 



questions: 
 

 Does the innovation or offering require a large number of others to be involved before it is 
useful for the first adopters?  In the case of ATM machines, the answer was no since the 
system was useful as soon as the customer got his or her card.  On the other hand, social 
networking sites are attractive only once friends or other interesting people have joined. 

 Does the innovation or offering require investments by third parties that are unlikely to 
occur until a sufficient number of customers already own/use the innovation?  For 
example, for customers to pay extra for a laptop offering a new and faster wi-fi technology, 
there must be routers and wi-fi systems supporting this technology, but wi-fi operators may 
not be willing to invest in the required technology until sufficient numbers of people have 
computers and devices that can take advantage.   

 

 


