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DIGITALIZATION OF THE ECONOMY AS THE BASIS OF
HUMAN CAPITAL POTENTIAL

Digitalization of the economy is critically important in the era of global changes in the modern world.
Like previous technological transformations, the digitalization of the economy is associated with a number
of significant changes. The digital transformation of modern society has a profound impact on traditional
human capital, as the active adoption of digitalization leads to the intellectualization of labor. In the context
of a digitized economy, human capita — its development and level — becomes a key driver of economic
growth and national prosperity. Currently, the primary goals of societal development are to ensure economic
growth and improve quality of life. These objectives can be achieved through the establishment of a new
economic model that fosters the digitalization of the economy. Achieving an economic and technological
breakthrough is impossible without addressing the challenge of enhancing the development of human capital.

Relevance of the topic. Today, countries around the world are experiencing changes marked by
significant risks and opportunities, which are becoming more apparent across all areas of society. New
technologies and innovative products are spreading rapidly, and existing business processes and economic
models are being refined. The accelerated optimization and modernization of economic structures, along
with the expanded use of innovations and the digitalization of the economy, are significantly transforming
the quality of human capital. Digitalization has a profound impact on all socio-economic processes, including
the development of human capital. Therefore, it is particularly important to examine the role of human
capital in the context of a digitized economy, highlighting the relevance of this topic.

The purpose of the article. The purpose of this study is to justify the necessity of digitalizing the
economy and to assess the role of human capital in this context. To examine the role of human capital within
the digitalization of the economy, it is essential to explain its essence, importance, key characteristics, and
constituent elements. Additionally, the study aims to explore various aspects of the digital transformation of
modern society that influence changes in human capital, while evaluating the role of the knowledge economy

20 © Ahmadova Akima Amir, Rzayev Mirza Agharza, Ismayilova Lala Hamlet, Muradova Jala Nizami, 2025.
Creative Commons Attribution license (CC BY 4.0)



ISSN 3041-2137 (print), ISSN 3041-2145 (online). ACADEMY REVIEW. 2025. Ne 1 (62)

and ICT — key components that drive the acceleration of economic digitalization. Considering the role of
human capital in this process, one of the primary objectives is to offer recommendations for its development.

Research methods. Generalization, grouping, factor analysis, graph analysis, comparative
analysis, development dynamics, and economic-statistical methods were the primary research
approaches used in the preparation of this article.

Scientific innovation. Some pros and cons of the digitalization of the economy were reviewed,
with the conclusion that the benefits outweigh the drawbacks. The primary factor for the success of the
digitization process is having a sufficient number of highly qualified personnel in relevant positions,
along with a system for training specialists with the necessary skills to develop and effectively apply
innovative and digital technologies. The key factors influencing the development of human capital —
such as the population’s education level, digital literacy, and culture — were also emphasized. Above all,
the importance of investing in human capital was highlighted as crucial for achieving these objectives.

Keywords: digital economy, digitalization of the economy, human capital, knowledge economy,
education, information, competition, production
JEL classification: D83, 015, J24

Hudporsizariis eKOHOMIKH HAJA3BHYAHO Ba)KJIMBA B €TOXY IJI00ATBHHUX 3MIiH Cy4acHOTO CBITY.
[udporizaris eKOHOMIKM MMOB’sA3aHA 3 HHU3KOIO BAXKJIMBHX 3MiH, fK 1 TMOMEpeqHI TEXHOIOTidHI
tpanchopmarii. [{uppoa TparchopMmallisi CydacHOro CycrijbCTBa MAa€ BEIMKHI BIUIMB Ha 3MIHU
TPaIUI[IHHOTO JIFOJACHKOTO KamiTaly, aJke aKTUBHE 3acCTOCYBaHHsS Iu(poBizaiii MpU3BOIUTE 10
iHTeNeKTyam3amnii npani. B ymoBax mudposizanii eKOHOMIKH JIFOJICBKHH KamiTan, Horo po3BHTOK
1 piBeHb CTalOTh OCHOBHHMH (DaKTOpaMH EKOHOMIYHOTO 3pOCTaHHS Ta J00poOyTYy HeprKaBH.
HuHi OCHOBHMMH IIJIIMH PO3BHUTKY CYCIIUTBCTBA € 3a0e3MedeHHS EKOHOMIYHOTO 3POCTaHHA Ta
HIJIBUIIEHHS SKOCTI KHUTTA. L[pOoro MoxkHa moCSATrTH aepes (bopMyBaHHS HOBOI €KOHOMIYHOT Mozei,
SIKA CTHMYITIOBATHME PO3BUTOK udposizaiii ekoHoMiku. HeMoxiIMBO 3a0e3MeYnTH eKOHOMIYHUH 1
TEXHOJIOTTYHUI TPOpHB O3 BUPILIEHHS POOJIEMH ITiIBUIIIEHHS PIBHSI PO3BHUTKY JIFOJCHKOTO KarliTaly.

Axmyansnuicms memu. ChOT0/IHI KpaTHU CBITY CTHUKAIOTHCS 31 3MIHAMH, SIKI XapaKTepU3YIOThCS
BEJIMKUMH PHU3UKAMH Ta MOKJIMBOCTSIMH, 1 I1i 3MiHM OLITBIII TOMITHI B yciX chepax KUTTS Ta MisUTbHOCTI
cycminberBa. HoBi TexHOMOTII Ta 1HHOBAIiHHI MPOAYKTH IIBHIKO MOIIMPIOIOTHCS, ICHYIOUI Oi3HEC-
npouecH Ta €KOHOMIUHI MOZEJ BJIOCKOHANIOIOTHCA. [IpHCKOpeHHs omnTuMizamii Ta MomepHi3amii
E€KOHOMIYHOT CTPYKTYPH, POSIIMPCHHSA MOXKIMBOCTEH BHKOPHCTAHHS iHHOBalid Ta HU(pOBI3aLsL
€KOHOMIKH CYTTEBO 3MIHIOE SIKICTH JIFOJICBKOrO KariTtaiy. L{udpoBizaiisi eKOHOMIKM Ma€ BETUKHIA
BIUIMB Ha BCI COI[IaJIbHO-EKOHOMIYHI MPOLECH, a TAaKOXX HPOSBISIETHCS B PO3BUTKY JIIOJICHKOTO
Kamitany. ToMy 0cOOJIHMBO Ba)KTMBUM BHIAETHCS JOCIIDKCHHS BIUTHBY POJI JIOJCHKOTO KariTany B
yMoBax IU(POBizallii eKOHOMIKH, IO 3YMOBITIOE aKTYaJIbHICTh 00paHOT TEMHU.

Mema cmammi. MeToro NOCTIDKEHHS € OOTpyHTYBaHHS HEOOXITHOCTI MU(pPOBi3alii eKOHOMIKH Ta
BU3HAYCHHS POJII JIFOJICBKOTO KarliTally B IIboMY KOHTEKCTi. 11100 po3risiHyTH poiib JIFOACHKOTO KarliTaty B
KOHTEKCTI 1IM(pOBI3allii eKOHOMIKH, HeOOX1THO IOSICHUTH HOr0 CyTHICTb, 3HAYEHHsI, OCHOBHI XapaKTEPUCTHKH
Ta CKJIaJIOBI eneMeHTH. TakoK BUBYMTH JISsKi acreKTH HudpoBoi TpaHchopMallii CydacHOro CycCIIiIbCTBa,
M0 BIUIMBAE Ha 3MIHM JIFOJICHKOTO KalliTally, OIHUTH POJIb eKOHOMIKH 3HaHb Ta IKT, ski € i ocHOBHUME
CKJIAJIOBAMH, IO CIIPHSTIOTH MPUCKOPEHHIO I pOBi3altii ekOHOMIKH. BpaxoByI0UH poib IFOICEKOT0 KarliTamy
B 1r(hpoBi3arii eKOHOMIKH, OJTHIEIO 3 TOJIOBHHX IIiJIeH € BUCYHEHHS pEKOMEH/IAIIIH 110710 OTO PO3BUTKY.

Memoou 0ocnidscennsn. Y3araibHEHHsI, TPYyIyBaHHs, (DaKTOpHUM aHaui3, rpadiuyHuil aHAi3,
MOPIBHSUIbHUI aHalI3, IMHaMiKa PO3BUTKY, EKOHOMIYHA CTATHCTHKA Ta 1H. OyJIM OCHOBHUMH METOIaMH
JIOCJIIZPKEHHSI T1i]] 9ac I JrOTOBKH CTaTTi.

Haykosa nosusna. Byno po3rissHYyTO IesKi IUTFOCH Ta MiHycH I(pOBi3allii eKOHOMIKH, 1 OyJo
BU3HAYCHO, IIO IUTIOCH TIEPEBAXKYIOTh MiHycH. OCHOBHMM YHMHHHMKOM YCIIXy MporeciB muppoBizamii
EKOHOMIKH € HasBHICTh JIOCTATHBOI KIJTBKOCTI BHCOKOKBATI(IKOBAHMX KaJpiB HA BIIOBITHMX TIOCaIaX,
a TaKo)K CHUCTEMH MiATOTOBKM (haxiBI[B 31 CrelialbHUMHA HaBUYKaMH JUIS PO3POOKU Ta e(eKTHBHOIO
3aCTOCYBaHHsI IHHOBALIIHKUX Ta U(PPOBUX TexHouoril. HaiiBaskimBimmy (pakropamu, 110 BIUIMBAIOTH HA
PPO3BHUTOK JIFOJICEKOTO KaIliTaiy, € piBeHb OCBITH HAaCeJICHHsT, IM(pOBa rpaMOTHICTB 1 KyJIbTypa. [ yeninHoro
JIOCSTHEHHS BCIX IUX IUICH HacamIiepe/1 MPUIUTSIEThCS yBara iHBeCTYBaHHIO JIFOJICHKOTO KaTliTay.

Kniouoei cnosa: uugposa exonomixa, uugposizayia exkoHomiKu, JaHOOCbKUL Kanimal,
E€KOHOMIKA 3HAHb, 0ceima, inghopmayin, KOHKYPEHYis, 6UPOOHUMEO
JEL classification: D83, 015, J24
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Introduction

Currently, the process of digitalization
of the economy is developing rapidly. The
digitalization of the economy refers to the
financial and economic activities where
digital data on economic, labor, business,
and other indicators serve as the main factor.
By collecting, processing, and analyzing
digital data, the efficiency of production,
storage, sales, and delivery of technologies,
services, and goods increases significantly.
Digital technologies impact all spheres of
society and influence every level of life
— politics, economy, culture, social, and
financial sectors. Overall, the positive effects
of digitalization lead to qualitative changes in
the nature of public production. It is obvious
that the development of innovation and
digitalization processes play an important
role in the economy, contributing to the
improvement of various areas of human
activity. The primary driver of the economy’s
digitalization is the development of human
capital.

In an era of deepening digitalization of
the economy, human capital becomes the main
driver of innovative economic growth. In this
context, human capital gains informational
content and contributes to economic growth
by acquiring new informational and network-
based properties, functions, and capabilities.
Given the increasing importance of human
capital in the digital economy, conducting
research in this area holds great practical
significance.

Research  methods. During the
preparation of the article, methods such as
generalization, grouping, factor analysis,
graphic analysis, comparative analysis,
development dynamics, and economic-
statistical methods were wused as the
primary research approaches. Based on
these methods, the role of human capital,
along with its main features and constituent
elements in the digitalization of the economy,
was examined. Additionally, the necessity
of expanding the knowledge economy and
utilizing ICT in the development of human
capital was substantiated. In recent years, the
development of human capital in Azerbaijan
has been analyzed, focusing on the number
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of internet users and their purposes, as well
as the expenditures allocated to education,
healthcare, social protection, and social
security from the state budget. Furthermore,
the education levels of individuals aged 15
and older were assessed using the database
of the State Statistical Committee (SSC), and
relevant conclusions were draw.

Discussions and conclusions

1. Advantages of digitalization of the
economy.

The modern era demonstrates that
human capital is the most important
component of the digitalization of the
economy, as it enhances labor productivity.
It is individuals who can quickly adapt to
changes, develop, and refine digital skills
for the benefit of economic activities. The
digitalization of the economy encompasses
several key aspects, widely applicable across
various fields of economic activity:

1. Digital information and knowledge
factors form the foundation of production.

2. Modern information hubs serve as
the basis for activities.

3. Optimizing the economic structure
and production development factors is
determined by the effective use of ICT
[8, p.79].

The digitalization of the economy is
a natural outcome of innovation-driven
development within the market economy
system. The rapid spread of digital
technologies is primarily driven by the
need to increase business efficiency and
competitiveness, as well as to enhance
national economies. Countries that have
emerged as leaders in the digitization of their
economies are well-positioned to further
strengthen their competitive advantage,
thereby maximizing benefits through the
reallocation of resources.

Research shows that the digitalization
of the economy has both positive and
negative aspects. On the positive side, it
offers the possibility of making informed
choices by accessing vast amounts of
information, saving time, reducing costs,
and more. On the negative side, it can lead to
dependence on technology, the strengthening
of monopolistic tendencies among tech
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giants, and the risk of involving fewer
people in economic processes. However, the
advantages and opportunities of digitalization
outweigh its disadvantages. Above all,
digitalization creates access to extensive
information and choice. For instance, the
internet allows consumers to access vast
amounts of information and compare the
prices of goods and services. The greatest
benefit, however, lies in the development of
human capital [7, p. 46].

The digitization of the economy
plays a crucial role in ensuring access to
information services for both the country and
its enterprises. Information, as an economic
asset, circulates as a resource used in and
throughout economic activity. Information
products and services are exchanged
in the information market and possess
numerous characteristics at various stages
of development, production, and circulation.
To ensure widespread access to information
within the country, it is essential to create
favorable conditions for enterprises that
produce and provide information services,
as well as to promote the development of the
information services sector.

Azerbaijan is committed to ensuring the
availability of information and advancing the
digitalization of its economy. This is evident
in several legal acts adopted in recent years.
For instance, the Order ‘Azerbaijan 2030:
National Priorities for Socio-Economic
Development,” approved by President Ilham
Aliyev on February 2, 2021, emphasizes the
importance of expanding the digitization of
the economy and developing human capital
in the country [3]. Information plays a
crucial role in achieving these objectives, and
undoubtedly, the realization of these goals
hinges on the availability and accessibility of
information.

2. Human capital and its role in the
digitalization of the economy.

In Azerbaijan, the human factor,
along with ensuring a decent standard of
living and high welfare for the population,
is central to the state’s policy. By fostering
an innovation-driven economy, the state
aims to develop human capital in line with
the modern demands of the labor market,

enhance people’s knowledge and skills,
promote a high level of digital culture within
society, and improve social well-being. In a
world of increasing competition, Azerbaijan
has prioritized achieving progress through
the formation of human capital. As a result,
the country is actively working to develop
digital technology and the economy by
building favorable infrastructure [1, p.84].

Human capital is typically understood
as the economic valuation of the accumulated
knowledge, skills, and competencies that
individuals possess, which play an important
role in increasing labor productivity and
fostering technological innovation. It is
developed through state and entrepreneurial
investments, as well as individual self-
development. Human capital is the most
intensive and productive factor in economic
development, acting as the key element
that integrates an educated labor force with
their knowledge, intellectual skills, and
management capabilities. Labor resources
and knowledge also include the ability to
effectively use technology, known as digital
competencies.

In the new era of economic digitization,
human capital occupies a central role. Its
significance in the digital economy is shaped
by new forms and methods of work that align
with modern demands, and, most importantly,
by the potential of the individual. A well-
structured system of personnel development
has been established within digital economic
sectors, promoting the acquisition of new
and innovative knowledge, which facilitates
individual and innovative growth. Innovative
thinking, in particular, plays a crucial role as
a direct productive force.

If we consider human capital in a broad
sense, it is a productive and intensive factor
in the development of the family, society, and
economy. It encompasses labor resources,
knowledge, tools for intellectual and
managerial work, the living environment,
and the educated portion of labor activities.
Human capital is a necessary condition
for safeguarding the national economy
and ensuring its competitiveness in global
markets amid globalization. It is also a key
indicator of the effectiveness of legislation
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and state bodies within a country. According
to many researchers, the main components
of human capital include knowledge,
access to information, various productive
abilities, health status, professional mobility,
motivation, needs, and more [11, p.200].

3. Main characteristics of human
capital.

It is well known that human capital has
various characteristics, with the main ones
illustrated in the following figure (Fig. 1).

Thus, studying human capital in
the processes of its formation, use, and
development allows for identifying its
modern characteristics:

a) the formation and development
of human capital in the face of increasing
demands require significant financial
investment, which, in turn, enhances
economic and social benefits;

b) investments in human capital led to
its accumulation in the form of knowledge
and skills;

c) human capital can exhibit both
positive and negative dynamics. Its
structure evolves with new elements, while
the importance of existing elements may
increase, decrease, or disappear entirely;

d) human capital has a dual nature:
first, it is considered a socio-economic form
representing the quality of human potential;
second, it is viewed as capital utilized by
business entities to generate profit;

e) the formation of human capital can
occur in general and specialized forms. In
modern conditions, the specialized form
is more significant, as enterprises require
personnel with specific skills to achieve their
goals;

f) factors influencing human capital
during its formation include ecological,
demographic, socio-economic, institutional,
productive, and integrative factors, among
others.

A key characteristic of human capital is
that it cannot be separated from its carrier,
the individual. This feature holds great
theoretical and practical significance. The
formation of human capital occurs over a
long period, involving retention, education,
and training before the individual embarks on
a professional career. Human capital not only
resists deterioration during an employee’s
working life, but it is also enriched through
the accumulation of practical experience
and ongoing professional development.
Recognizing the importance of continuous
learning  throughout one’s career is
essential for the sustainable and progressive
development of society and the creation of
national wealth — this is the essence of the
human capital formation process.

This process is continuous, varying
in intensity during different periods and
influenced by factors affecting its formation
and the sources of investment. There

It manifests itself in the form of knowledge, work ability and management

skills

It cannot be seen or physically felt, and therefore it does not undergo wear

HUMAN CAPITAL

Accumulation of human capital continues continuously

1

Investments in human capital are associated with a specific person

Fig. 1. Characteristics of human capital
Source: Compiled by the author
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are several directions in which human
capital is formed in modern enterprises,
each determined by various factors and
having different impacts on the enterprise’s
activities.

Human capital has a direct relationship
with a country’s economic growth. It
influences economic growth and can
contribute to development by expanding
people’s knowledge and skills. Human
capital refers to the knowledge, skills, and
experience that individuals possess, which
create economic value because a highly
skilled workforce drives higher productivity.
According to the concept of human capital,
‘humans and their potential are not only the
primary goal of social development, but
also the key means to achieve this goal,’
as reflected in the main components of the
human development paradigm, such as
productivity and empowerment. Through
their work, individuals transform innate

abilities and acquired knowledge and
experience into income [9, p.132].
Human capital requires constant

reproduction. This process involves the
dynamic development of all its constituent
elements, which requires financial resources
from the individual, companies, and the
state. The objects of reproduction of human
capital include the processes of restoration,
protection and improvement of immunity
against diseases, labor capacity, physical
development, processes of formation of
human language and cultural competence,
labor and intellectual skills. The normal
functioning of individuals depends on
the successful implementation of these
processes.

There are three forms of human
capital reproduction: simple, broad, and
narrow. Simple reproduction refers to the
maintenance and reconstruction of human
capital at a constant level. Comprehensive
development, or expanded reproduction,
involves diversifying and improving all
constituent elements of human capital.
When the focus is on quantitative goals,
reproduction occurs broadly through the
acquisition of additional knowledge. If the
goal is to improve the quality of existing

human capital, reproduction takes place
intensively. In our opinion, this process
should be implemented comprehensively.
In expanded reproduction, human capital is
accumulated, systematized, and enhanced.
Narrow reproduction, on the other hand,
implies a gradual reduction in the quantity of
human capital [12, p.107].

According to the World Bank, human
capital accounts for 60-65% of the world’s
GDP. A high level of human capital helps
increase income, prosperity, and quality
of life not only for individuals but for the
country as a whole.

It is well known that the creation
of highly productive jobs is one of the
country’s main priorities. A key factor for
the successful digitization of the economy
is having a sufficient number of highly
qualified personnel in relevant positions,
along with the development of innovative
and digital technologies and a system for
training specialists with the necessary skills
to effectively apply them. Therefore, in the
digitalization of the economy, human capital —
both within industrial enterprises and on
a national scale — is aimed at maximizing
development and success.

In the structure of human capital, it is
importantto distinguish a person’s knowledge
and skills, health condition, experience, and
work motivation. Additionally, the role of
human capital in the development of society
and the economy should be considered by
analyzing functions such as the recovery,
accumulation, and stimulation of national
human capital development [10, p. 94].

4. Factors of human capital
development.

The development of human capital is
influenced by factors such as the population’s
education level, digital literacy, and culture. In
modern conditions, the formation and growth
of human capital is a crucial component of
the strategic tasks involved in the efficient
state management of the country’s economy.
The standard of living of the population
significantly impacts the development of
this capital, with the quality of human life
serving as the most important qualitative and
quantitative characteristic of human capital.
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The responsibility for developing human
capital falls on the individual, the family,
and the state, as it leads to improvements in
both micro and macroeconomic indicators
over the long term. At the international
level, the ‘Human Development Index,’
which quantifies human capital, is calculated
annually by global organization.

The development of human capital
is largely dependent on the level of
advancement of the knowledge-based
economy in a country. The knowledge
economy has several important features:

- a person, along with their intellect and
intellectual activity, holds a central position
in the social sphere of enterprises;

- employment increases in
intellectual sectors of the economy;

- human capital becomes the primary
factor of production;

- knowledge transforms into a distinct
economic resource;

- science evolves into a productive
force, serving as the core of the modern
economy;

- the accumulation of national wealth
occurs through knowledge-intensive assets,
such as know-how and intellectual capital.

Information and  Communication
Technology (ICT), as a key component of
the knowledge economy, plays a crucial
role in accelerating the digitalization of the

the
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economy. These processes are unattainable
without creating the necessary conditions
for both the digitalization of the economy
and the development of the knowledge
economy. Such conditions can be fostered
by improving the institutional environment,
increasing investment activity, supporting
the development of science and technology,
accelerating the adoption of innovations,
training  highly  qualified personnel,
stimulating competition among them, and
other related measures [6, p. 69].

The use of ICT is one of the
primary means of ensuring information
accessibility.  The availability and
accessibility of information within a
country is a crucial factor in raising the
education level and qualifications of its
workforce. Providing access to information
plays an indispensable role in the formation
of human capital, which is regarded as one
of the key drivers of a country’s economic
development [2, p.46].

Let’s refer to the following figure to
understand the current state of information
access for the population in Azerbaijan (Fig. 2).

From Figure 2, we can observe that the
number of internet users in Azerbaijan has
been steadily increasing over the studied
periods. For example, the number of internet
users in 2022 increased by 91.5% compared
to 2010, 14.4% compared to 2015, 8.6%

16 867 881

79.8 8Ll

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Fig. 2. Number of internet users per 100 people in Azerbaijan
Source: SSCAR
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compared to 2019, 4.4% compared to 2020,
and 1.6% compared to 2021.

The COVID-19 pandemic led to a rise
in internet usage due to various factors. For
instance, in 2022, 39.4% of the population
used the internet primarily to create
connections and search for information.
Additionally, 4.9% of the total population
used the internet for education and training
purposes (Fig. 3).

In the last decade, the volume and
quality of information transmitted over the
internet in Azerbaijan have significantly
increased, and the availability of digital
platforms for information exchange and
processing has also improved.

Today, it is essential to capitalize on the
benefits of the digital economy, which are
reflected in the acceleration of scientific and
technological progress (STP), the demand for
continuous innovation, and other fundamental
changes. As the primary resource of the
digital economy, human capital requires the
adoption of new methods and approaches for
managing its development, particularly in
light of the digitization processes occurring
within socio-economic relations [5, p.200].

One of the key trends for organizational
success in the digital economy is the design,
development, and implementation of new
approaches to human capital. Human capital
becomes the primary and decisive factor in

,4:20%

4,90%
\ |

9,00%
0
|

N

32.60%

management decision-making within the
framework of economic growth. Therefore,
one of the goals of the digital economy
is to establish new relationships between
organizational management and employees.
The most critical factor in the transition to
the digital economy is human intellectual
capital, which is of paramount importance,
as it is the most valuable and non-renewable
resource in society.

Elements of intellectual capital cannot
create value on their own; a transformation
occurs among the elements of intellectual
capital, and the starting point of this
transformation is human capital. Investments
in human capital enhance structural capital and
optimize business performance [13, p.200].

In Western countries, intellectual
capital forms the foundation of scientific
and technological progress (STP). High
rates of economic development are observed
in nations where continuous investments
are made in human intellectual capital. In
Azerbaijan, the state budget plays a key
role in investing in human capital. Since
education is the primary focus of human
capital investments, a significant portion of
the state budget is allocated to this area each
year. To analyze the current level of state
budget expenditures dedicated to certain
components of human capital in Azerbaijan,
let’s refer to the following figure (Fig. 4).

20,400 = Establish a connection - 39.4%

L40%

= Search for information - 32.6%

= Relations with the authorities - 9,9%
Health related activity - 9.0%

= Education and training - 4.9%

= Order and sale of goods and services
-42%

Fig. 3. Goals of Internet use in Azerbaijan in 2022
Source: SSCRA
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In 2022, Azerbaijan’s state budget
expenditures amounted to 32,063.1 million
AZN, of which 11.5% was allocated to
education, 10.8% to social security and
social protection, and 4.4% to healthcare.
Compared to 2021, the expenditure on
education increased by 19.5%, social security
and social protection expenditures rose by
9.5%, and healthcare expenditures grew by
2.9%.

The level and quality of education
can be considered the primary indicators of
human capital. Based on this, it is also useful
to analyze the educational attainment of the
population in Azerbaijan (Table 1).

In 2023, 7.705 million people aged 15
and older in Azerbaijan had varying levels
of education. Of these, 58.5% had completed
secondary education, 16.4% had higher
education, 10.2% had general secondary
education, 9.3% had vocational or technical
qualifications, and 5.6% had basic secondary
education.

In general, it has been established that
human capital is the key determinant of
efficient economic functioning. Talented
and competent specialists are the primary
drivers of competitiveness, particularly in
the era of digital transformation. Continuous
technological progress is the foundation of
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Fig. 4. Expenditures allocated to education, healthcare, social security and social protection
from the state budget in Azerbaijan in 2022
Source: SSCAR

Education level of the population aged 15 and over in Azerbaijan in 2019-2023, fable
thousand people
Years | Thoseaged 15— o Totally I:dud”fg . .
average average rofession | Vocational High
2019 |7434 758 4355 414 695 1212
2020 |7456 759 4368 414 697 1218
2021 |7534 766 4409 418 704 1237
2022|7607 773 4452 421 711 1250
2023|7705 783 4509 427 720 1266

Source: SSCAR
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transforming the traditional economy into a
digital one, creating new opportunities and
challenges for human capital. Information
technologies, which are central to the
operation of the digital economy, offer vast
opportunities for obtaining, collecting,
exchanging, and utilizing information and
knowledge essential for the functioning
and development of electronic society,
e-commerce, and e-business.

Professional competence is a set of
intellectual resources that play a crucial
role in establishing long-term competitive
advantage in the market. The nature of
the skills possessed by individuals in
the economy determines its operational
capabilities.  Incorporating social and
humanitarian factors into the mission and
strategy of the digital economy helps foster
a new digital culture. The ability to shape
this culture should be viewed as a core
competency, directly tied to the identity of
the economy and influencing its market
position and competitive advantages.

Professional competence must be
recognized as a valuable national asset
that enables the economy to secure long-
term competitive advantages. Given the
variability of economic conditions, adapting
competence to the current situation requires
continuous change, which can be seen
as a facet of human capital development,
enhancing its overall value. The development
of employee competence is directly tied to
the development of human capital, increasing
its effectiveness in performing tasks. As
workers’ competence grows, the value of
these intellectual resources also rises.

The tangible results of efforts to enhance
human capital include improvements in
innovation, quality, organization, and work
experience. Competence has become a
vital asset in modern digital civilization.
Continuous skill development is the best
way to adapt to new conditions and drive
innovative economic growth.

Thus, based on the research carried out
in the article, the following can be formulated
as preliminary results:

1. In the new conditions brought about
by the digitization of the economy, the ability

to transmit information through alternative
communication channels is becoming
increasingly important. The development of
digital communication methods enables any
activity to achieve a global reach. The internet
facilitates cheaper and easier access to remote
resources, regardless of distance. Universal
systems and the circulation of electronic
documents alleviate concerns about access
to essential information and reduce response
times to market events, thereby reshaping the
structure of the labor market.

2. In the digitalization of the economy,
leveraging human capital is becoming easier
through the right combination of competence,
knowledge, and skills. Therefore, it is
essential to effectively develop human
capital by identifying the opportunities and
conditions for utilizing modern ICT, such
as multimedia, computer networks, artificial
intelligence, and Big Data.

3. The transition to the digitization of the
economy must be accompanied by the search for
resources and tools to develop technologically
competent human capital, focusing on its quality
and efficiency. The primary quality parameter of
human capital is its ability to be utilized in the
context of new technologies, as it serves as the
carrier of technological knowledge, which is
the foundation of innovation. Additionally, the
development of ICT requires a corresponding
level of specialization from both its creators and
users.

4. The use of digital technologies
minimizes the time required to complete
tasks, as information flows in real time,
regardless of the distance between economic
agents. Therefore, the digitization process
largely depends on the quality of human
capital. The digital economy introduces
numerous changes and new conditions
concerning human capital. As a result, it is
essential to explore effective ways to align
with modern trends by making the most
efficient use of and investment in human
capital.

Conclusions

In general, considering the role of
human capital in the digitalization of the
economy, the following measures need to be
taken to support its development:
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1. The ability to adapt to rapid
changes is of critical importance today. The
development of human capital that is well-
suited to digital transformations should
be considered a key element of strategic
economic changes.

2. Economic growth can be achieved
through various factors, but the most
effective and impactful is the increase in
labor productivity. Labor productivity
cannot grow without human involvement.
The earlier investments are made in human
development, the greater the return will be
in the future. This is particularly important
for our country, as we must remember that
the economy cannot rely solely on natural
resources, which will eventually be depleted.
Therefore, it is crucial to develop knowledge-
intensive industries, invest in science and
education, adopt new technologies, and
digitize the economy. These measures
will increase labor productivity, accelerate
economic growth, and foster innovative
development.

3. The decisive role of human capital
is tied to the knowledge-intensive nature
of the digital economy. While factors
such as access to communication, sales
markets, and legislation are important for
the success of digital transformation, even
the most favorable conditions cannot drive
development without high-quality human
capital. Therefore, improving the quality of
human capital should be the top priority.

4. Currently, knowledge is regarded
as an essential resource for any country or
enterprise, on par with financial and material
resources. Knowledge and intellectual
capital form the foundation for effective
development and competitiveness across
all sectors of the economy. As a result, the
modern economy is increasingly defined by
the intellectualization of knowledge-based
technologies. The rising political, economic,
social, and environmental instability in the
world underscores the need for knowledge
to be the primary resource driving the
development of human society in the coming
decades.

5. It is essential to improve the system
for developing and utilizing human capital,
with a key focus on enhancing the efficiency
and coordination of both formal and informal
institutions that govern education and the
highly skilled labor market. To achieve
this, it is necessary to reduce administrative
barriers and review and improve control
mechanisms.

6. Human capital is the basis of economic
efficiency, not only at the enterprise and
national levels, but also in the global market.
A mechanism for interaction between the
integrated structures of science, education,
and business should be established through
the development of appropriate institutional
frameworks. These frameworks should aim to
strengthen human potential as a system-creating
factor in the innovation-driven economy.
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Digitalization of the economy is critically important in the era of global changes in the modern
world. Like previous technological transformations, the digitalization of the economy is associated with
a number of significant changes. The digital transformation of modern society has a profound impact
on traditional human capital, as the active adoption of digitalization leads to the intellectualization
of labor. In the context of a digitized economy, human capita — its development and level — becomes
a key driver of economic growth and national prosperity. Currently, the primary goals of societal
development are to ensure economic growth and improve quality of life. These objectives can be
achieved through the establishment of a new economic model that fosters the digitalization of the
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economy. Achieving an economic and technological breakthrough is impossible without addressing
the challenge of enhancing the development of human capital.

Relevance of the topic. Today, countries around the world are experiencing changes marked
by significant risks and opportunities, which are becoming more apparent across all areas of society.
New technologies and innovative products are spreading rapidly, and existing business processes and
economic models are being refined. The accelerated optimization and modernization of economic
structures, along with the expanded use of innovations and the digitalization of the economy, are
significantly transforming the quality of human capital. Digitalization has a profound impact on all
socio-economic processes, including the development of human capital. Therefore, it is particularly
important to examine the role of human capital in the context of a digitized economy, highlighting the
relevance of this topic.

The purpose of the article. The purpose of this study is to justify the necessity of digitalizing
the economy and to assess the role of human capital in this context. To examine the role of human
capital within the digitalization of the economy, it is essential to explain its essence, importance, key
characteristics, and constituent elements. Additionally, the study aims to explore various aspects of
the digital transformation of modern society that influence changes in human capital, while evaluating
the role of the knowledge economy and ICT — key components that drive the acceleration of economic
digitalization. Considering the role of human capital in this process, one of the primary objectives is to
offer recommendations for its development.

Research methods. Generalization, grouping, factor analysis, graph analysis, comparative
analysis, development dynamics, and economic-statistical methods were the primary research
approaches used in the preparation of this article.

Scientific innovation. Some pros and cons of the digitalization of the economy were reviewed,
with the conclusion that the benefits outweigh the drawbacks. The primary factor for the success of the
digitization process is having a sufficient number of highly qualified personnel in relevant positions,
along with a system for training specialists with the necessary skills to develop and effectively apply
innovative and digital technologies. The key factors influencing the development of human capital —
such as the population’s education level, digital literacy, and culture — were also emphasized. Above all,
the importance of investing in human capital was highlighted as crucial for achieving these objectives.
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