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Abstract: The market for plug-in electric vehicles (EVs) exhibits indirect network
effects due to the interdependence berween EV adoption and charging station invest-
ment. Through a stylized model, we demonstrate that indirect network effects on
both sides of the market lead to feedback loops that could alter the diffusion process
of the new technology. Based on quarterly EV sales and charging station deployment
in 353 metro areas from 2011 o 2013, our empirical analysis finds indirect network
effects on both sides of the market, with those on the EV demand side being stron-
ger. The federal income tax credit of up to $7,500 for EV buyers contributed to
about 40% of EV sales during 201113, with feedback loops explaining 40% of that
increase. A policy of equal-sized spending but subsidizing charging station deploy-
ment could have been more than twice as effective in promoting EV adoption.
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THE ELECTRIFICATION of the transportation sector through the diffusion of plug-
in electric vehicles (EVs), coupled with cleaner electricity generation, is considered a
promising pathway to reduce air pollution from on-road vehicles and to strengthen
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