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The purpose of this hypothetical scenario is to illustrate that discriminatory hiring practices 
based on irrational prejudices – such as pure racism – are costly to the discriminator.  Those 



Mexico.  This is an example of “firing” their white workforce to “hire” a Hispanic one.  U.S. firms 
have been relocating their factories and/or outsourcing their manufacturing overseas to gain the 
profits illustrated in our examples above.  If the executives who run these companies are racists in 
their hearts, they sure seem to be overcoming it when it comes to their workforces! 

If racism, sexism, and ageism are not the main cause of wage differentials, what is?  As I 
pointed out at the beginning of this article, wage differentials can often be legitimately explained 
by differences in productivity.  We all accept that a CPA earns more than an accounting clerk due 
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