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Abstract

The aim of this article is to examine the productivity trap in seven oil-rich countries - Iran,
Kuwait, Saudi Arabia, the UAE, Irag, Oman, and Qatar - by estimating the effects of wealth
inequality on labor productivity during the period 2005-2023 using a panel threshold regression
approach. To this end, four models were specified in which the share of wealth held by the top
segments of society (top 1% and top 10%) as well as the middle and lower segments (middle
40% and bottom 50%) were estimated. The results indicate that rising wealth inequality in these
countries leads to a decline in labor productivity. Moreover, these effects are nonlinear and are
moderated by the level of investment. Specifically, when the investment level exceeds 16.9% of
GDP, the negative impact of inequality on labor productivity diminishes. Conversely, increasing
the share of wealth held by the middle and lower segments of society - particularly when
investment exceeds 42.2% - results in higher labor productivity. In addition, reducing inflation
and improving health and education conditions are shown to have a positive impact on labor
productivity as macroeconomic factors. The findings of this study highlight the critical
importance of distributional policies and investments in education and healthcare to enhance
labor productivity. These results are especially relevant for policymakers in oil-rich countries,
showing that reducing inequality and increasing investment can contribute to sustainable
economic growth and improved productivity.
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