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This working paper analyses the mechanisms that contribute to human capital building and the
enhancing of skills for the constantly changing labour market inthe context of digital transfor-
mation. There is an abundance of doom-day prophesies on the end of employment in the digital
economy. However, those prophecies are very premature. New digital technologies can support
the inclusion of disadvantaged groups to obtain employment. Outcomes are not natural law-likely
determined by technological processes, but public policies adopted to harness these processes
are essential. Our theoretical starting points are the social investment paradigm and the capability
theories. We examine the relationships between social investments, lifelong learning, human capi-
tal formation, and employment among the total adult population, elderly labour force and immi-
grants. Previous studies indicate that welfare states geared toward services are more "woman-
friendly" than the traditional income transfer-heavy welfare state. Therefore, we analysed
whether relationships between social investments, participation in lifelong learning and labour
market outcomes are different for men and women. Our qualitative inspections and multivariate
analyses showed that social investments contribute to human capital formation and digital skills,
as does lifelong learning. Thus, social investment policies in general and lifelong learning, in partic-
ular, are important components of upskilling schemes to valorise the opportunities for digital
transformation for an inclusive society. Human capital and digital skills, in turn, contribute to em-
ployment. Positive effects are stronger among women than men. Our main conclusion is that in-
clusive policies consisting of social investments and lifelong learning can significantly mitigate the
possible detrimental labour market effects caused by changes due to digitalisation. The verdict on
immigrants was inconclusive. More targeted measures are needed to increase immigrants' inclu-
sion in the labour market. New digital technologies create new possibilities to support the inclu-
sion of disadvantaged persons to take partin labour.

The working paper ends with policy recommendations that reflect a need for a social investment
approach and a need for combined instead of individual capabilities. We found that the formerly
assumed approach to improving inclusiveness in the digital transformation (upskilling schemes)
was too focused on individual capabilities. Instead, we see people's high involvement in lifelong
learning combined with a high level of spending on versatile public services as needed for inclusive
labour markets. This means that individuals must have proper internal capabilities, such as skills,
knowledge, ability to use digital devices, and propensity to constantly learn new skills. Simultane-
ously, educational institutions, the labour market, and society at large must guarantee people ac-
cess to the widest possible set of combined capabilities.



The advancement of technology and-digitalisation of society have profound ramifications for our
everyday lives, how we communicate with other people, interact with public and authorities or
various private actors and how we work and learn new skills (see for example OECD, 2020 &
2021). In the wake of accelerating digital development, people must master future skills required
for digitalised environments, be it education, employment or social life (Lau & Yuen, 2014). In fu-
ture societies, digital literacy will strongly affect individual social positions and life courses (Avni &
Rotem, 2016; van Deursen & van Dijk, 2016). Due to never-ending social stratification, digitalisa-
tion leads to differences between socioeconomic groups, genders, age groups, immigrants, and
natives (Kaarakainen, 2019: 18). Thus, the concept of digital human capital comprises various as-
pects of reading texts, interpreting the images, sounds, and symbols transmitted by digital plat-
forms, and the ability to interact socially, produce content, and participate in digital life (e.g., Euro-
pean Commission, 2022).

The central question is what those institutional arrangements are that would universally facilitate
inclusiveness in society in general and in the digital labour market in particular. One fruitful ave-
nue for studying the issue of inclusiveness is to utilise the concept of social investment (Kvist,
2014; Kvist et al., 2012; Morel et al., 2012; Hemerijck, 2013; 2015; and 2017). Instead of seeing
the welfare state as a compensatory machine that merely compensates for the occurrence of so-
cial risks by more or less lavish monetary transfers, the investment paradigm emphasises the role
of welfare institutions in preventing the risks of materialising and supporting people's coping ca-
pacities. The focus has shifted from compensations to investments, prevention, and building hu-
man capital in the Senian and Nussbaumian sense. Consequently, the role of versatile public ser-
vices (benefits in kind) was found to be more important in capacity building and combating social
exclusion (see, for example, Nygard et al., 2019) than the relative role of income transfers.

Education is one of the most crucial social institutions for capacity building and enhancing human
capital. It is also the most important path to the labour market and employment. In this working
paper, we are interested in how such capacity building is possible for the demands of a rapidly
changing working life, whether digitalisation or other causal factors. Technological changes inter-
act with other factors to shape the skills needed for inclusion in the labour market (for a more ex-
tensive discussion on different aspects of skills, see Buchanan et al., 2017). The concept of lifelong
learning was introduced in the 1960s. The concept pertains to different skill and competency de-
velopment forms over the lifecycle. Lifelong education means continuous education from school
to the working life and education and training when employed (Lengrand, 1975). Lifelong learning
helps individuals accumulate the skills needed to successfully engage with the labour market in a
rapidly changing society (OECD, 2021).

Technological changes are challenging for vulnerable groups in particular. In this working paper,
we scrutinise how well European welfare states have included two vulnerable groups — older
people in the age bracket 55 to 64 years® and immigrants in the labour market. Analyses are done

! The official EU classification of older workers is 50-64. Due to the availability of data, we use the age range 55 to 64
years.
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separately-for males and females?. In addition, we examine how spending on public services and
participation in lifelong-learning correlate with labour market outcomes in these specific groups.
Lifelong learning pertains to “all learning activities undertaken throughout life with the aim of im-
proving knowledge, skills and competences, within personal, civic, social or employment-related
perspectives” (Eurostat, 2020). We are interested in the extent to which social investment policies
and lifelong learning contribute to upskilling digital competencies and inclusion in the labour mar-
ket of the two vulnerable groups.

The remainder of this working paper is structured as follows. The following section in this intro-
ductory chapter provides an overview of our general theoretical starting points (Philosophical de-
bate). Chapter 2 specifies our research questions i.e. what those institutional arrangements might
be that would promote inclusiveness in digitalised society in general and in the labour market in
particular. The chapter also describes data and methods used. Chapter 3 discusses education as a
prerequisite for inclusion in digital society. In the penultimate chapter (Chapter 4), we present our
main findings on connections between social investment policies, lifelong learning, digital human
capacity building, and employment. This section is based on bivariate cross-sectional scatterplots
and tables summarising results from our regression models. In this chapter, we also present a
heuristic model of the possible relationships between social investments, lifelong learning, digital
human capacity building, and inclusion in the labour market. In the final chapter (5), we summa-
rise our central findings and make policy recommendations.

Philosophical debate

In his second-last book Political Liberalism (1996), John Rawls stated that individuals must have
powers and capabilities, "primary goods" to take responsibility for their decisions. This idea was
further developed by Sen (1995, 1992, 1999, 2009) and Nussbaum (2011; see also 2019). As a
"friendly critique" against Rawls, they argue that it is not that important what resources people
have, but what they can do and be. The corollary of their capability approach is that people must
be able to make rational and well-informed choices in their lives. A prerequisite for this is that
people have a set of capabilities and resources, which they may or may not exercise in their ac-
tions. Thus, the focus is on how Rawls' primary goods could be transformed into a good life, not
on the set of primary goods.

Following the Senian and Nussbaumian line of reasoning, we can also speak about poverty in
agency (see Korpi, 2000). Poverty in agency pertains to situations where people do not have the
resources or possibilities to be efficient actors in their own lives or in the society in which they
live. The poverty of agency may be related to individual factors (a person may have an insufficient
level of education or skills, e.g., lack of digital skills in a society where most services are digitalised)
or it may be related to social structures that exclude individuals or groups of people from using
their capabilities fully.

2 We left one specific vulnerable group, i.e., people with disabilities, out of this analysis for space considerations and
sufficient data availability.
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The central-idea in democratic societies is that all voices must be heard, and people must have
their say in how things-are done and participate in their society. In her Creating Capabilities, Mar-
tha Nussbaum (2011), following Aristotelian (1976) ideas, argues that the baseline for evaluating
social justice and inclusion is to ask, what the opportunities available are for each person, that is,
what each member of the society is able to do and be. Thus, people must have the capabilities to
master their own lives and participate customarily in society at all levels. Nussbaum separated two
different forms of poverty of agency: the agency that is linked to the individual's own capabilities
(internal capability) and the agency that is related to social and political institutions and everyday
practices, including employment, education, consumption, and political participation.

However, internal capabilities are not innate. They are obtained through the multifaceted interac-
tions between social background, educational system, labour market, and other social processes
and institutional arrangements. A society may be good at producing internal capabilities but may
not offer channels to use those capabilities fully. For example, there may be an excellent universal
educational system, but the educational skills obtained cannot be used because the segregated
labour market excludes some groups of skilled people. Thus, their internal capacities are not
enough. The same goes for upskilling one's capabilities. As such, upskilling pertains to an individual
process to improve one's capabilities. However, societal practices and institutional hindrances
may prevent even people with a high level of capabilities from fully participating and utilising their
skills. Such thwarting practices may be related to gender, ethnicity, numerous other factors, and
multifaceted interactions (Korpi, 2000).

Combined capabilities require both internal capabilities and institutional arrangements. There may
be societies that have universally open institutions (e.g., the labour market), but they do not in-
vest in generating internal capabilities (e.g., through education). Thus, both internal capabilities
and enabling societal institutions and practices are necessary to achieve combined capability.

According to Nussbaum, it is the ultimate task of the government to create social institutions
where people can use their capabilities and actively support skill-building. The latter task mostly
falls in the domain of education as early childhood, basic, secondary, vocational, or university-level
education. In a rapidly changing world, this means the continuous acquisition of new skills and life-
long learning. It is important to remember that employers also provide opportunities for lifelong
learning in many countries and have upskilling schemes to mitigate the mismatch between the
skills demand of companies and provided skills of the VET system and the labour market.

Following the capability building and social investment paradigms, our first research hypothesis is
that countries that provide extensive in-kind services to their residents display higher employment
rates than those that rely more on traditional compensatory forms of public policies. We expect
that a high level of in-kind spending leads to a more inclusive labour market for the two specific
groups we are interested in. Thus, spending on public services enhances the combined capacity.

Our second hypothesis is that countries with high lifelong learning participation rates display
higher employment rates for immigrants and older people. Our argument is that these forms of



capacity-enhancing social investments counterbalance the possible detrimental effects of rapid
changes in the labour-market. In sum, the labour market may change significantly. However, the
outcomes are not nature law-likely determined by technological processes, but public policies
adopted to harness these processes are of utmost importance (for example, Warhurst et al.,
2019). In general, the educational system and lifelong learning, in particular, create and accumu-
late internal capacities.

Based on the previous theoretical points of departure, our first research question is linked to the
Nussbaumian question — how to enhance combined capacities? Our second question is related to
internal capacity, and the third question looks at the relationships between human capacity and
employment. Thus, the three main research questions are as follows:

R1: To what extent, if any, do investments in services enhance human capacity building?
R2: To what extent, if any, does lifelong learning enhance human capacity building?

R3: To what extent, if any, does the human capacity building contribute to employment,
that is, the inclusive labour market?

We seek answers to these research questions from among the age bracket of 25 to 64 years. This
inspection is used as a control analysis that offers a benchmark for subsequent analyses on con-
nections between four variables (social investments, lifelong learning, human capital, and employ-
ment) among older workers 55 to 64 years of age, among all immigrants, and among immigrants
coming from outside the European Union. Our working hypothesis is that it is more difficult for
non-EU immigrants to find employment than it is for EU immigrants (see, for example, OECD,
2018). We also separately scrutinised whether gender-based differences exist.

Our main data were derived from Eurostat country-level databases. In addition to the European
Union member states, the data cover Iceland, Norway and Switzerland. These countries were also
included in the analyses. The period covered in these country-level data is from 2010 to 2020 (or
sometimes from 2011 to 2019). The unit of analysis was the country. Data for employment rates
are derived from Eurostat (2022a) "Employment rates by sex, age and citizenship (%)" and data for
lifelong learning are from Eurostat (2022b) "Participation rate in education and training by sex,
age and citizenship". The latter variable indicates the percentage of people who participated in
education and training during the last four weeks by gender, age, and citizenship. Both datasets
refer to the period from 2011 to 2020. Eurostat data are at the aggregate state level and do not
allow access to individual data.

Regarding human capital formation in relation to the digital society, we utilise the Digital Eco-
nomic and Society Index (DESI) composed by the European Commission. The human capital di-
mension of the DESI has two sub-dimensions covering "internet user skills" and "advanced skills
and development." The former draws on the European Commission's Digital Skills Indicator, which
is calculated based on the number and complexity of activities involving the use of digital devices
and the internet. The latter includes indicators on ICT specialists and ICT graduates (European
Commission, 2020, 2019, 2018).

Public social spending is perhaps the most frequently used indicator of the extension of welfare
state commitments (e.g., Castles, 2004; Kangas and Palme, 2007). Following the social investment
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paradigm,we use in-kind spending, i.e. spending on public services (% of Gross Domestic Product,
GDP), as a proxy for a-social investment welfare state. Annual data on in-kind benefits are from
the Eurostat database SPR_EXP_FTO-(Eurostat, 2022c).

We "pool" our cross-sections to run pooled time-series cross-section (TSCS) analyses based on re-
peated observations on fixed units (in our case, countries). In total, we had 474 units (countries).
The number of units can vary depending on the availability of country-specific data for different
years. There are several methods to run TSCS analyses. We utilised the Stata contemporary corre-
lations Prais-Winsten regression, correlated panels corrected standard errors (PCSEs) for fitting
linear TSCS models. The regression model can be expressed as follows:

Yit = Xt + €t ;
where
i=1....mis the number of units - countries
t = 1....Ti within the unit of the observation i

€l pertains to the disturbance that may be autocorrelated along t or contemporaneously
correlated across i (Stata, 2003).

We also run a Structural equation modelling (SEM) to show possible connections to hypothetical
causal loops between investments, lifelong learning, DESI human capital, and employment. The
SEM will be utilised only for the total population, whereas the TSCS models are applied to data for
immigrants and older people.

Following the social investment paradigm, preparedness for working life and acquisition of digital
skills should begin in schools where basic competencies for further learning are obtained. This is a
task for basic education ("Pre-VET" in Figure 1). However, countries have substantial variations in
how this demanding task is accomplished. Typically, in OECD countries, compulsory education be-
gins at the age of 6 and ends between the age bracket of 14-18 years. With regard to basic educa-
tion, enrolment rates are universal or near-universal in all richer OECD countries.

Universal enrolment in education is a necessary but not an absolute condition for inclusive educa-
tion (Schleicher, 2020: 4). In all societies, pupils' skills and educational attainment depend on their
parents' background. It appears that Nordic countries and Canada are more open than most other
countries. The intergenerational income correlation between parents and their children in Nordic
countries and Canada varies from .15 to .20, whereas countries like Italy, the UK, the US, and
China display significantly higher inter-generational correlations (see, for example, Osterbacka,
2004; Telhaugh et al., 2006; Bjorklund & Jantti, 2011; Corak, 2013; OECD, 2018).
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The OECD-+{2018) study shows that in most countries, there is a lack of mobility at the bottom and
top of the social ladder-"Sticky floors" prevent upward mobility for children coming from disad-
vantaged family backgrounds, and"glass ceilings" prevent promotions at the top. The lack of social
mobility has economic, societal, and political consequences. Therefore, itis important to note that
public investments in human capital are meant to serve socio-philosophical principles of justice
and improve economic performance. In the digital economy, more than ever before, a nation's
economic success is dependent on its human capital and innovations.

After compulsory education, young people have to make choices that have a long-lasting impact
on their lives, not only on their levels of income but also on their health, social position, satisfac-
tion with life, and longevity. Early dropout from education and basic education has several reper-
cussions. The employment levels of such young people, and consequently their incomes, lag be-
hind those who have continued to the secondary level, not to speak about the tertiary level of ed-
ucation. In Europe, employment rates are 80% to 90% among those with tertiary education, 70%
to 80% among those with upper secondary level diplomas, and around 60% for those who have
completed lower secondary education. With regard to those who have only basic education, there
is a huge variation among European countries. The range is from lower than 20% (in the Slovak Re-
public and Slovenia) to higher than 50% employment rates in Portugal, Luxembourg, the Nether-
lands, and Latvia (OECD, 2021). Furthermore, according to a Finnish study, boys with only basic
education have a significantly higher probability of committing crimes than those who continue
their studies (Seuri et al., 2018; Huttunen et al., 2019). The Finnish study is an excellent example
of the importance of the transition from Pre-VET schools to IVET education (Figure 1).

In the second "IVET-phase", taking place after the basic education, the challenge is to provide reg-
uisite skills to the school leaver, corresponding to the requirements of the employer (Figure 1).
The IVET vocational education should try to anticipate future needs of working life and prepare
school leavers with adequate skills and qualifications to meet those needs. This task is similar to
shooting a constantly moving target. Furthermore, acquired skills can soon become obsolete in a
rapidly changing working life. Therefore, there must be options for constant lifelong learning to
achieve the combined capabilities. Therefore, continuing vocational education, training, and learn-
ing in employment (CVET) is essential for future working life.

In the inclusive welfare state and inclusive labour markets, there should be support systems for
bridging transitions from one educational form to another (Akkerman & Bakker, 2012; Cattane et
al., 2021). In these transitions, the special needs of disadvantaged groups, in particular, must be
carefully taken into consideration, as described in Figure 1.

12



T~

T~

Figure T?‘Wion of preparedness for changes in working life (Kohlgriber et al.,
2021).

™
* How can pupils be ‘ e How can VET e How can it be
prepared for the systems create close ensured that
challenges of a links between school workers who have
digital world of leavers and already completed
work? employers? their original
training are

equipped for the
digital world of work
and have prospects

9 >j 9 I—L ) Q)f employment?

With special consideration of the interests of disadvantaged groups

4. Lifelong learning

Formal education is a necessary but not sufficient condition for meeting the skill demands of the
digital society. The question is how to ensure that employees who have completed their formal
education are properly equipped for changes in digital working life. Lifelong learning is seen as a
solution to help enterprises cope and, on the other hand, to help individuals accumulate their
skills to successfully engage with the labour market in a rapidly changing society (OECD, 2021). At
the individual level, lifelong learning means engagement in different skill and competency devel-
opment forms over the lifecycle. The upskilling digital competencies include Pre-VET, IVET and
CVET (Figure 1).

Opening wider channels to general (theoretical) and vocational training (practical VET) education
at the upper secondary level increases the inclusiveness of the education systems for those who
want to continue to the tertiary level and for those who want to enter the labour market more
rapidly. The educational path chosen must not be a dead end. Youngsters, who take the voca-
tional route as their first choice, should later be able to continue upper secondary and tertiary ed-
ucation. Doors must be open. The philosophy of vocational education and training should be that
they offer specific qualifications for specific occupations and provide general qualifications that
provide a basis for further studies. This is the case in many European countries, where CVET is an
essential part of lifelong learning to upgrade skills, as modelled in Figure 1. CVET is a continuous
skills guarantee (Cedefop, 2020; OECD, 2021).

An essential part of inclusion via lifelong learning takes place at the workplace, and there must be
strong commitments from the employer (see, for example, see Lundahl, 1997 and Karlsson et al.,
2018). Company-based continuous education and training programs contribute to corporate hu-

man resources that are necessary for the company to act in rapidly changing environments (Field
& Canning, 2014). In the EU, employers' share of all non-formal learning activities is about 70%,

13



but thereis-a_cross-national variation from the low share (about 35% in Greece) to the high Bul-
garian rate (93%). Regarding the share of enterprises that provide continuous learning to improve
the skills of their employees, the variation is from the low share (about 5% of enterprises) in Bul-
garia and Romania to the high share in Finland (about 40%), Belgium, Sweden, Norway, and Den-
mark (about 30%) (Eurostat, 2021a).

In 2020, the share of people aged 25 to 64 in the EU who had participated in education or training
(either provided by their employer or other actors) in the last four weeks was about 10%. How-
ever, there are substantial differences between European nations in terms of the magnitude of
their involvement and that of those who participate in adult education. In 2019, the involvement
rate in the age bracket of 25 to 34 years was 18% for the 28 EU member states, whereas it was
less than 10% among those older than 45 years (Eurostat, 2021a). In addition, the female partici-
pation rate (12%) is somewhat higher than the male participation (10%).

Figure 2 depicts the country-specific participation rates by country of birth. The three countries
where adult education is most widely used, Sweden, Finland, and Switzerland, offer three interest-
ing examples. The three patterns, with some modifications, can be found in the rest of the coun-
tries. There are no differences between native-born and non-EU-born people in Sweden, whereas
the EU-born is lagging behind. In Finland, adult education is most frequent among non-EU-born
people, while native-born and EU-born people tend to have lower participation rates. Switzerland,
in turn, displays the third pattern where the utilisation of adult education is the widest among na-
tives, followed by the EU-born population, whereas the lowest participation rates are among
those who are non-EU-born. There are no differences between native-born people and immi-
grants in Denmark and the UK. More detailed scatterplots are presented in subsequent sections.
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Social investments, lifelong learning and accumulation of human
capital

The central argument in the social investment paradigm is that welfare state services enhance and
maintain human capital "stock" throughout the life course, help people to adapt themselves in
contemporary labour market transitions, and upkeep minimum-income universal safety nets as
social protection and stabilising economic fluctuations (Hemerijck, 2018). Thus, the overarching
aim of the paradigm is that public services are positively linked to human capital formation.

The left-hand panel in Figure 3 provides a schematic representation of the links between social in-
vestments and the degree of the DESI human capital index among the total population in the age
bracket of 25 to 64 years. This correlation was strong and significant (r =.74**3).

In turn, the right-hand panel shows the association between participation in lifelong learning ac-
tivities and the level of human capital. Moreover, the correlation was strong and significant (r
=.82*%*). There is also a significant correlation (r =.70**) between social investments and lifelong
participation rates, indicating that the same countries tend to display high levels of social invest-
ments and relatively high involvement in adult education and training, connected to higher educa-
tion levels of human capital.

3 Statistical significance: ***p < 0.001, **p < 0.01, *p < 0.05.
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SOCIAL INVESTMENTS PARTICIPATION IN LIFE-LONG LEARNING

Needless to say, the aim of lifelong learning and social investment is to improve people's employa-
bility. Thus, we can expect that if the endeavours are effective, they will contribute to higher levels
of employment. Figure 4, which is based on a SEM, visualises the possible causal loops between
the variables. Arrows represent hypothetical causal loops, and the numbers pertain to standard-
ised regression coefficients (all significant). In principle, we could draw direct arrows from lifelong
learning and social investments to the employment rate. However, arrows are mutually exclusive
due to strong multi-collinearity, and we only include indirect "effects”.

There is a strong link between social investments and life-long learning (standardised regression
coefficient B =.72***). Furthermore, as expected, social investments are significantly associated
with the level of human capital (B =.69***). Human capital, in turn, enhances employment.

In Figure 4, an arrow is drawn from life-long learning to human capital formation. However, often

the relationship works in the opposite direction. Those with higher human capital tend to partici-

pate more in continuous education than those with lower human capital stocks (for example: Bur-
dett and Smith, 2002; Kyndt et al., 2011; Knipprath and De Rick, 2015). In the EU, there is a gap of
28% in the participation rates in lifelong learning between those with tertiary education and those
with lower educational attainments (OECD, 2021). Thus, those with higher skill levels are the most
prone to be involved in lifelong learning, and there is an accumulation of advantages.
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SOCIAL INVESTMENTS

Based on the analyses focusing on the total working-age population, interim answers to our re-
search questions were affirmative. Unfortunately, we cannot break down the DESI human capital
index by age or citizenship status. Therefore, our following analyses of employment rates among
older people and immigrants do not include the human capital dimension.

Social investments, lifelong learning among the older labour force

According to the social investment paradigm, public social and healthcare services aim to maintain
health, physical and psychological wellbeing and contribute to human capital formation. A social
investment welfare state enhances the combined capabilities. Furthermore, lifelong learning, i.e.
CVET, is the key to providing older adults with capabilities required in the digital mode of working
life. Various policies under the term 'active ageing' aim to enable the elderly to make use of their
resources and skills in the labour market and society generally. Combining active ageing policies
with labour markets contributes to fewer early exits and better health status among the elderly,
reducing the need and costs of social care and healthcare. Thus, in countries with a greying popu-
lation, inclusive policies also contribute to the sustainability of the welfare state (see Figure 5).

Social services help reconcile family and working life. In particular, services help women enter the
labour market, and it is argued that welfare states geared toward services are more "woman-
friendly" than the traditional income transfer-heavy welfare states (Hernes, 1987; Lewis, 1992;
Leira, 2002; Ellingsaeter and Leira, 2006; Ferrarini, 2006; Prince Cooke, 2011; Daly, 2021). There-
fore, it is worth seeing if the relationships between social investments differ for the male and fe-
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male elderly-labour forces (see the upper panels in Figure 5). Correlations between social invest-
ments and employment-rates are strong for both genders, but, in line with arguments about wom-
en's friendliness, the correlation is stronger for females (r =.48**) than for males (r =.37%*).

In fact, there is a similar pattern with regard to participation in lifelong learning among those who
are 55 to 64 years old and their employment rates (lower panel in Figure 5). The correlations for
women were .64** and .49** for men. Thus, there are stronger associations between lifelong
learning and employment than between social investment and employment rates.
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To obtain a more reliable view of the relationships between employment and social investments
and participation in lifelong learning, we ran TSCS regressions. The data covers the period from
2011 to 2019. The results presented in Table 1 are in line with cross-sectional inspections. The co-
efficients for both lifelong learning and spending on social investments are positive and statisti-
cally significant among females, whereas the association is somewhat weaker among males. Over-
all, the inspection supports the wider social investment approach and the more specific idea of
the importance of continuous learning.

All Males Females
Coefficient Sig. Coefficient Sig. Coefficient Sig.
Constant 38.947 .000 49.700 .000 26.313 .000
L-LL 757 .000 .619 .000 .926 .000
Sl .649 .010 .349 .099 1.335 .000
L-LL = Life-long learning; SI = Social investments; Sig. = significance
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Lifelong-learning, social investments and immigrant employment

The employment rates of immigrantsfag-behind those of the native-born population. In 2020, the
overall EU-27 employment rate was 74%, whereas it was 68% for the foreign-born population. The
averages perhaps conceal more than they reveal. First, much depends on the origin and gender of
immigrants. The foreign-born population is not a homogenous group, and the employment rate
for the EU-born people is at the same level as for natives, while immigrants coming from non-EU
countries have significantly lower employment rates (64%). This is not a complete story. Whereas
EU-born immigrant men have somewhat higher employment rates than native-born males, non-
EU immigrants have lower employment rates in general and women in particular.
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Second, as Figure 6 shows, there are substantial differences between the Member States. In Fig-
ure 6, we only present scatterplots for all immigrants and non-EU-born immigrants for space con-
siderations without breaking down the data by gender in these immigrant categories. The patterns
for males and females are the same as those presented for the two aggregate groups in Figure 6.
Gender-separated results are presented in Table 2.

In welfare comparisons, Nordic countries usually perform comparatively well (see Figures 3 and 5).
However, the differences in employment rates between native-born and non-EU-born immigrants
tend to be large in the Northern Hemisphere (with the exception of Iceland). While the EU-27 av-
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erage difference is 9.5 per cent, it is as high as 19.9% in Sweden, 17.1% in Denmark, 16.0% in Fin-
land and 15.3% in Norway. Thus, the Nordic countries do well in integrating women into the la-
bour market but do not do well for immigrants coming from outside the EU. Interestingly, the
heavy Nordic investments in services and lifelong learning seem to work well among the native
population. However, when it comes to immigrants, the results are not that good. Other countries
and welfare regimes perform better. There are several possible explanations for immigrant inte-
gration problems in the Nordic cluster. Immigration regulations and the composition of immi-
grants may be one part of the explanation. We also need to take into consideration of possibilities
to transfer skills from one country to another (Helbling et al., 2020). Furthermore, there may be
lingual barriers, and those barriers are more severe in some countries than in some other coun-
tries (for example, Finland vs UK).

Our results from the TSCS regressions significantly differ from the results obtained from the anal-
yses of the total population (Figures 3 and 4) and the elderly labour force (Table 1). Among immi-
grants, all coefficients for social investments are negative, whereas the coefficients for lifelong
learning are sometimes significant and positive (as in the case of all immigrants), or they are
sometimes negative and significant (as in the case of non-EU males). Therefore, the results were
inconclusive. More research is needed to detach why some social investment policies and lifelong
learning practices are (in)effective in migrant integration.

All immi- All Males Females
grants Coefficient Sig. Coefficient Sig. Coefficient Sig.
Constant 76.562 .000 82.043 .000 67.333 .000
L-LL .357 .000 -.113 .083 .080 .399
S -1.482 .000 -.452 .032 -.939 .002
Non-EU im-

migrants

Constant 78.090 .000 85.799 .000 66.144 .000
L-LL -.056 405 -.188 .003 -.024 775
S -.156 .000 -1.166 .000 -1.578 .004
L-LL = Lifelong learning; Sl = Social investments; Sig. = significance

This working paper is about mechanisms and upskilling schemes that contribute to human capital
building to valorise the opportunities of digital transformation for an inclusive society and inclu-
sive labour market. We explored welfare state and labour market-related upskilling schemes
aimed at including disadvantaged people in employment. Our theoretical starting points were an-
chored in Sen and Nussbaum's social investment paradigm and capability theories. Our working
hypothesis was that a social investment welfare state enhances what Nussbaum calls combined
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capabilities:--The concept of combined capacity pertains to an inclusive society that forms a sup-
portive platform forindividuals to use their internal capabilities and the individual skills they have
accumulated.

According to the social investment paradigm, which was our second theoretical starting point, the
accumulation of capabilities begins in childhood. Thus, universal basic education (pre-VET) should
prepare all pupils to meet the challenges of the digital world and working life. In basic education,
digitalisation is a great possibility but also a challenge. Digital technology in teaching gives limitless
possibilities to tailor teaching according to pupils' individual needs. The danger is that teaching will
be too individualised. Digital teaching applications are based on an individualised vision of learn-
ing: each pupil/student is responsible for their learning and must bear the consequences of the
achievements. Thus, this form of education offers internal capabilities and tends to neglect com-
bined capabilities. This problem pertains to all kinds of education. Therefore, European societies
should take more steps toward the social investment welfare state and create institutions where
people have the possibility to accumulate their capabilities and can effectively use their skills.
Thus, as regards Pre-VET and IVET education, our policy recommendations are as follows:

In basic education, students should get adequate basic ICT skills, but they should also be
more oriented towards problem-solving skills to utilise information and communication
technologies properly.

Long-term monitoring of the digitalisation process in schools from the perspectives of stu-
dents and teachers is required. The main scope of the monitoring should be the skills
achieved and the access to upskilling one’s digital knowledge and competencies.

Special attention and support should be given to students coming from disadvantaged
backgrounds and students with special needs to continue their studies at the secondary
level (IVET).

There should not be dead-ends in the educational system. For example, vocational educa-
tion should be tailored to fit the present-day working life, but it should also give sufficient
competence for further studies to cope with the digitalised working life.

We assumed that continuous learning and training - whether IVET or CVET - are prerequisites for
maintaining the skills needed in the labour market. We expected that a high level of spending on
versatile public services and people's high involvement in lifelong learning would lead to an inclu-
sive labour market.

We had three more specific research questions: 1) Do investments in services enhance digital hu-
man capacity building? 2) Does lifelong learning enhance human capacity building? 3) Do capacity
building and upskilling people’s competencies contribute to inclusion in society in general and in
employment in particular?

We started our empirical analyses by examining the relationships between social investments, life-
long learning, human capital formation, and employment among the total adult population. Our
cross-sectional inspections and Pooled Cross-Sectional Time-Series analyses provide strong affirm-
ative answers to our three research questions. As expected, our results show that social invest-
ments contribute to human capital formation, as does lifelong learning. Human capital contributes
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to employment possibilities. This pattern is the same among older workers. These employees
greatly benefit from inelusive policies. The positive effect was stronger among women than men.
The results were congruent with theiideas of a "women-friendly" welfare state.

Following this line of reasoning, we expected that an inclusive welfare state offering social invest-
ments and a wide array of possibilities for lifelong learning would also display high employment
levels for the elderly labour force and immigrants. As stated, our hypothesis was fortified by anal-
yses of the elderly labour force. Different forms of human capital building policies counterbalance
the possible detrimental effects of rapid changes in the labour market. Therefore, our main argu-
ment is that there may be significant changes due to digitalisation, but the outcomes are not de-
terministic and they are not solely caused by technological processes. The adoption of human cap-
ital enhancing policies in general and upskilling in particular can significantly mitigate the detri-
mental employment effects of changes and increased skill demands in the labour process. As re-
gards lifelong learning in digital societies, we conclude that:

Possibilities for continuous acquisition of new digital skills and participation in lifelong
learning should be strengthened, and everybody should have opportunities to upgrade
their digital competence.

Successful lifelong learning demands cooperation between public sector education provid-
ers, companies and social partners.

A precondition for successful lifelong learning is to combine general competencies
achieved in the Pre-VET and IVET education with more specialised skills (achieved in CVET
education) needed for new tasks in digital working life.

There is an accumulation of advantages: those with higher skill levels are the most prone
to be involved in lifelong learning.

More specifically, there is a need also to enhance low-skilled employees to utilise possibili-
ties for lifelong learning.

Whereas countries with extensive lifelong learning and upskilling options displayed high employ-
ment rates among their total labour force and among elderly employees, the conclusions about
the labour market inclusion of immigrants were somewhat different. Our analyses showed that
those countries (e.g., Sweden) and welfare regimes (i.e. Nordic) that are usually applauded for
their high employment and low poverty rates do not perform that well if we turn our focus from
the total population to more marginal groups in society as immigrants often are. There may be
several reasons for this surprising finding. One possible reason may be that universal Nordic poli-
cies that are effective among the native population are not that effective among immigrants.
Thus, more targeted and tailored programs that consider immigrants' specific skill needs are nec-
essary. Another explanation is related to the composition of immigrants. There may be systematic
differences between immigrants from different countries. Furthermore, there may be various lin-
gual reasons. For example, initial knowledge of the English language significantly reduces barriers
to employment in Anglophone countries compared to other countries.

To fortify economic sustainability of the welfare state, employment rates must be high among the
native population and among males, females, immigrants, and other people who often have weak
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connections-to labour markets and are too often excluded from paid labour. Therefore, it is neces-
sary to strengthen policies that enhance the inclusion of groups that often suffer most from la-
bour market exclusion:

More emphasis should be given to creating policies facilitating the inclusion of vulnerable
groups in the labour market.

The universalistic Nordic welfare state combined with the high level of participation in life-
long learning works well as regards the general population, older labour force and women.
However, this model is not as effective with regards to immigrants.

Therefore, the results were inconclusive. More research is needed to detach why some so-
cial investment policies and lifelong learning practices are (in)effective in migrant integra-
tion.

Better integration of income transfers and services is a necessary and sufficient condition
for inclusion in the labour market and in society. Universal basic income is not a silver bul-
let that solves all the inclusion and social security problems in digitalised society.

To improve employment possibilities, inclusion into labour markets and further activation
of citizens implies the strong provision of social, health care, educational, CVET and other
employment services.

New digital technologies (for example, digital interpretation services, remote work, mobile
work, and other digital employment arrangements) are capable of supporting the inclusion
of disadvantaged persons to take part in labour.

In sum, to avoid poverty of action, that is, not being able to fully participate in the customary way
of life in a digitalised society, individuals must have proper internal capabilities, such as skills,
knowledge and ability to use digital devices, and propensity to constantly learn new skills. From
that viewpoint and to provide full digital citizenship, it is important to provide all residents, chil-
dren, youngsters, working-age population, older people of all genders, immigrants, and people
with handicaps proper competencies, that is, to enhance their internal capacity. Simultaneously,
educational institutions, labour market, and society at large must guarantee people access to the
widest possible set of combined capabilities.
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