
1 
 

 

  

1. Paul Krugman is a prominent economist today, renowned for his work in 

international trade, economic geography, globalisation, and Keynesian 

macroeconomics. His key academic contribution was explaining why nations with 

comparable resources and technologies still participate heavily in trade.  

2. Paul Robin was born on February 28, 1953, in New York, USA. He earned a BA 

from Yale and a PhD in Economics from MIT in 1977. His main areas of expertise 

include International Economics, Trade Theory, Economic Geography, and 

Macroeconomics. Robin has taught at MIT, Stanford, and Princeton. Currently, he 

is a research professor at the CUNY Graduate Center. In 2008, he received the 

Nobel Memorial Prize in Economic Sciences for his work on trade patterns and the 

location of economic activity.  

3. This is the most important concept associated with Krugman and traditional trade 

theory, especially Ricardo’s comparative advantage and the Heckscher-Ohlin 

approach, which mainly explain trade based on differences between countries - 

such as productivity, resources, labour, or capital.  

4. Krugman asked why developed countries, like Germany, trade similar products 

such as cars both exports and imports from other industrialised nations. His 

inquiry laid the foundation for New Trade Theory (NTT), highlighting three main 

factors: economies of scale, product differentiation, imperfect competition, and 

international trade.   

5. As a company boosts its output, its average production costs might drop. This 

enables firms to focus on particular varieties of a product and sell them 

internationally, rather than each country producing every type.  

6. Consumers seek more than just “a car” or “a phone"; they value diverse options. 

International trade broadens access to a wider variety of products. Unlike models 
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assuming all markets have perfectly competitive firms producing identical goods, 

Krugman's models recognise that many industries feature firms selling 

differentiated products under monopolistic competition. This perspective helps 

explain intra-industry trade, where countries both import and export goods 

within the same industry. The Nobel Committee emphasised Krugman’s 

integration of economies of scale into his explanations of international trade.  

7. Krugman’s economic theory emphasises the importance of increasing returns. For 

example, a company with high fixed costs might find the cost per unit high when 

producing 1,000 units, but it drops significantly at the 1 million-unit level. 

International trade broadens the market, allowing firms to scale up production, 

which lowers average costs through economies of scale. As the market expands, 

production grows, leading to economies of scale, reduced costs, enhanced 

specialisation, and increased trade. This highlights that trade can happen even 

with countries sharing similar technologies and resources, challenging older trade 

theories.  

8. Krugman’s theory effectively explains intra-industry trade, which traditional 

models often overlook. It indicates that Country A might export textiles while 

Country B exports machinery, but actual trade patterns show countries like A and 

B exchanging similar goods- such as automobiles- in both directions. Krugman 

attributes this to “specialisation in varieties, economies of scale, and consumer 

preferences for variety," highlighting that international trade mainly happens 

between similar industrialised nations, not solely between vastly different 

economies.   

9. Krugman’s second key contribution was in creating the New Economic 

Geography (NEG). His impactful 1991 publication explained why economic 

activity often clusters in certain cities, regions, and industrial centres instead of 

being evenly distributed. He highlighted elements such as economies of scale, 

transportation expenses, and market size. This research resulted in the 

development of the core-periphery model.  

10. Krugman described how an economy can split into a 'Core” region, marked by 

large markets, industries, employment, firms, infrastructure, and consumers. 

Conversely, the 'Periphery' includes areas with fewer industries, smaller markets, 

lower economic density, and more agricultural or other activities with weaker 

scale economies. This division can reinforce itself: a large market attracts firms, 

leading to more jobs, additional workers, a growing market, and further firm 
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expansion. This cycle results in agglomeration, where economic activity becomes 

geographically concentrated, showing that economic geography can stem from 

market forces rather than natural advantages. This insight was a significant 

intellectual breakthrough by Krugman.  

11. Krugman’s economic geography theory explains how two opposing forces 

influence the location of firms and workers across different regions. One group 

includes factors like expansive markets, economies of scale, access to suppliers and 

labour, and reduced transportation expenses, all of which promote clustering. The 

other group, called centrifugal forces, tends to disperse economic activity due to 

factors like high rent, congestion, rising wages, competition, and land costs. The 

overall spatial arrangement of an economy results from the interplay between 

these attracting and repelling forces.  

12. Krugman emphasises the home-market effect, where countries with strong 

domestic demand for specific differentiated products often become major 

producers and exporters. A large local market attracts firms, leading to increased 

production, economies of scale, and greater exports. Essentially, the size of a 

market can heavily influence industrial specialisation.  

13. Krugman is strongly linked to modern Keynesian macroeconomic theory, 

particularly in times of recession. He believes that economies don't automatically 

recover quickly to full employment. During deep downturns, private investment 

can decline sharply, households may reduce spending, unemployment could 

remain high, and interest rates might approach zero, reducing the effectiveness of 

traditional monetary policy. In these cases, Krugman supports a proactive 

government fiscal policy.  

14. Krugman gained significant influence by revitalising interest in the liquidity trap, 

largely through his examination of Japan’s long-term economic stagnation. A 

liquidity trap happens when interest rates are extremely low, yet monetary policy 

struggles to boost demand. Normally, central banks cut interest rates to encourage 

borrowing, which increases investment and demand. But in a liquidity trap- 

especially when rates are near zero- further rate cuts are useless, and private 

demand remains weak. As a result, monetary policy becomes less effective, and 

Krugman’s analysis of Japan played a key role in raising this issue in 

macroeconomic discussions.   
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15. Krugman contends that in severe recessions, especially when monetary policy 

options are constrained, governments should consider using deficit spending to 

increase overall demand. The Keynesian perspective holds that government 

expenditure boosts demand, resulting in increased production, employment, and 

income. He often criticises early fiscal austerity during downturns. The main 

concern is timing: while deficit cuts may be suitable in certain cases, enforcing 

strict austerity measures in a demand-deficient economy can exacerbate the 

recession.   

16. Krugman’s recession analysis primarily depends on the Keynesian paradox of 

thrift. While saving more can make sense for an individual, if everyone cuts back 

on consumption- as detailed in “Consumption”- it results in reduced aggregate 

demand. This decline in demand can then lead to decreased production, lower 

employment, and a drop in “national income. "Such behaviour, rational for one 

household, can become damaging when adopted by the entire economy. This 

underscores a key Keynesian idea: “What is rational at the individual level is not 

necessarily beneficial at the aggregate level. "  

17. Krugman generally acknowledges significant advantages of international trade 

and globalisation. Trade expands markets, reduces production costs, diversifies 

consumer options, encourages specialisation, and enhances overall economic 

efficiency. Yet, he emphasises that the gains from globalisation are not 

automatically distributed equally. Some industries, regions, and workers might 

face adverse effects from import competition and economic changes. 

Consequently, although trade can increase national income, it does not ensure all 

groups benefit. This underscores the importance of redistribution, support for 

adjustment, and social policies to complement globalisation.  

18. New Trade Theory suggests that if some industries benefit from economies of 

scale, imperfect competition, and first-mover advantages, governments could 

theoretically support domestic firms in achieving international market advantages 

through strategic intervention. This idea is connected to Strategic Trade Theory. 

However, Krugman warns that translating these theoretical opportunities into 

protectionist policies is difficult, as governments often lack necessary information 

and political interests can sway policy decisions. Consequently, New Trade 

Theory does not advocate for protectionism outright.  

19. Krugman’s theories became prominent during the 2008 Global Financial Crisis 

and its aftermath. He argues that major financial crises lead to deleveraging, which 



5 
 

 

decreases private spending, weakens demand across the economy, increases 

unemployment, and extends economic stagnation. When households and 

businesses try to reduce debt at the same time, overall economic activity can 

decline. His recommended solutions usually involve fiscal stimulus, supportive 

monetary policy, and measures to stabilise the financial system.  

20. A few works are especially significant in understanding his intellectual 

contributions.   

• “Market Structure and Foreign Trade (1985, with Elahanan Helpman)” 

marks a significant milestone in the development of modern international 

trade theory.   

•  “Geography and Trade (1991)” is a foundational contribution to New 

Economic Geography.   

• “The Return of Depression Economics" examines financial crises, 

recessions, and economic instability.   

•  “End This Depression Now!” (2012) advocates for expansionary policies in 

response to the global financial crisis.   

• The "Arguing with Zombies (2020)” collection addresses issues such as 

economic policy, inequality, and political economic debates. His scholarly 

and popular publications also examine international trade, finance, 

macroeconomics, and economic policy.   

21. Krugman was the sole recipient of the 2008 Sveriges Riksbank Prize in Economic 

Sciences in Memory of Alfred Nobel. The official citation credited him “for his 

analysis of trade patterns and the location of economic activity.” The award 

emphasised the connection between his two primary contributions: New Trade 

Theory, which explains why similar countries trade with each other, and New 

Economic Geography, which investigates why production and population tend to 

cluster geographically- factors driven by economies of scale, market size, and 

transportation costs.  

22. Krugman received the John Bates Clark Medal in 1991, a highly esteemed honour 

in American economics, and the Prince of Asturias Award in Social Sciences in 

2004. He has been a prominent public intellectual, authoring numerous writings 
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for the general public. Additionally, he was a New York Times opinion columnist 

for almost 25 years until he left the paper in 2024.  

23. Pail Krugman transformed how we understand modern economies by showing 

that economies of scale and market size explain both the similar trade patterns 

across countries and the geographic clustering of economic activity.  
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