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1. Introduction
In the first two decades after the Second World War a specific labour market structure emerged in the Federal Republic of Germany. Basic elements were the hegemony of internal and primary labour markets, a strong protection of wage labour against market forces and a far reaching «vocationalism» in the employment system. This structure was an integral part of «Rhenish Capitalism» and possessed a considerable potential in both economic efficiency and social integration. Its essential features differed clearly from the situation in many other industrial countries. International comparisons, first of all, with France in the 1970s, later also with Great Britain, the USA and other nations allowed these differences to be very clearly distinguished. In the last two decades there is an increasing evidence of change with respect to labour market structures and the economic, social and political context that could lead to a progressing destabilisation and erosion of the German model. However, the range and direction of change are highly controversial.

We will focus on the issue of the erosion of internal and primary labour markets and use segmentation concepts to describe and analyse our findings. Crucial here is the distinction of internal and external and primary and secondary markets as developed and outlined in the US by Kerr, Piore and others (for an overview see [Petit, Michon, 2007]). This approach was further developed and adapted to the German case by Lutz and Sengenberger (see [Lutz et al., 2007]) with the concept of a triple labour market comprising primary internal labour markets, vocational labour markets and secondary and unstructured labour markets.

From today’s point of view there are revisions and supplements to be made to classical segmentation concepts. First, the theoretical framing by human capital theory and its successors is too simple and misses the complexity of the genesis of barriers in labour markets. Here the old and new institutionalisms in sociology and economics have to be taken into account with no coherent general theory in sight (see [Grimshaw, Rubery, 1998]). Of importance are transaction costs [Williamson, Wachter, Harris, 1975], mechanisms of social closure of insiders against outsiders [Sörensen, 1983; Lindbeck, Snower, 1988] organisational demographics [Pfeffer, 1997] and norms and institutions [Marsden, 1999]. Second, there is a need to relate labour market structures to firm employment systems: business organisations normally operate with several and distinct employment sub-systems that are part of different types of segments (see [Osterman, 1987; Köhler et al., 2006]). Third, against the neoclassical mainstream there has been a focus – if not obsession – on internal labour markets, consequently there is a significant deficit in the analysis of external markets [Grimshaw, Rubery, 1998; Marsden, 1999].

2. West Germany: from the hegemony 
of internal markets to co-existence
The German model of segmentation was generated by a powerful and positive interaction of economic, societal and political forces during the Fordist boom, the system of education and training being of a particular importance. Over the last two decades we observe a destabilisation of the labour market structures as well as their economic and societal context. However, the range and direction of change is highly controversial. In the following we will provide a short account on the state of the art and introduce our own findings. 

International comparisons of West Germany used to show a strong share of internal labour markets – this is indicated by the long term employment, tenure and duration data for the 1980s compared to the Anglo-Saxon countries [Auer et al., 2002; Köhler et al., 2006]. Longitudinal analysis of occupational histories demonstrated that inter-firm mobility in Germany was concentrated on a comparatively short period of time after graduation from the system of education and training. Quantitatively, the majority of positions in the German employment system was filled with long term employment. Qualitatively, they became the societal norm and were protected by social policies and strong unions. 

Since the early 1990s the hegemony of internal markets is being questioned. The thesis of a strongly eroding employment stability and security focused empirically on the question of non-standard employment, on the one hand, and case studies in the new economy and other flexible sectors (media, software, arts), on the other. The opposing theses of the resilience of the long term employment relations and internal labour markets are empirically focused on job tenures: Long term observations of average job tenures as well as the duration of completed employment spells (in survivor functions) demonstrated a surprising continuity rather than structural change [Erlinghagen, 2006; Auer et al., 2002; Levine et al., 2002].

Our own analysis of survivor rates based on the German social security data from 1975 to 2002 [Grotheer, Struck, 2006b; Struck, 2006] indicate a moderate but significant extension of short and medium term employment during the 1990s. The changes in Germany occur during the 1990s – previous studies of the 1980s and early 1990s could not grasp this development because of the problems of right censorship in longitudinal analysis and the time lag in the publication of the data. This extension of short term employment is not limited to young and unskilled labour but spreads over all ages and skill categories. 

This picture is supported by employer surveys and case studies (see [Köhler et al., 2006]). They demonstrate that the restructuring and downsizing of large and medium size enterprises in many cases also led to an increasing weight of firm employment systems with short and medium term employment, and a growth of inter-firm mobility and external markets (e.g. in the car and chemical industry, in private banking and insurance companies). However, small firms have been less affected by these tendencies, they had more external flexibility anyway. There are also examples of re-internalisation of firm employment systems in companies of different sizes – particularly in engineering and in the software industry with a shortage of skilled personnel. 

There is no doubt that internal markets have been loosing ground over the last fifteen years in West Germany. Today we can speak of a co-existence of internal and external markets rather than of a hegemony of the former. However, the changes are moderate – so there is no reason to identify a general breakdown of the barriers to internal labour markets like many authors in Germany as well as in the international debate do [Cappelli, 1999]. 

The same is true for primary markets in relation to secondary markets. If we take the standard measure for the low wage sector as an indicator (all full time employees with wages below 2/3 of the median), Germany with its 15 percent did take a middle position in the 1980s between Anglo-Saxon and Southern European countries, on the one hand (in the range of 20 to 25 percent) and the Scandinavian countries, on the other (in the range of 5 percent). Since the mid 1990s the share of low wage full-time workers in Germany has increased from about 15 to 20 percent [Gregory et al., 2000]. Secondary markets are growing, but there is no generalisation of precariousness and employment risks in sight. 

For the last two decades we observe significant modifications of the West German model: external and secondary markets gain in importance vis a vis primary internal markets. We identify two major forces of change: firstly, an increasing surplus of skilled and unskilled labour coupled with growing unemployment; secondly, a general shift in power between capital and labour. The question of the drivers behind these developments is linked to the highly complex and controversial debate on globalisation and the end of the «Rhenish Capitalism» [Streeck, 1997] or its contingent future [Bosch et al., 2007].

3. East Germany: surpassing 
West Germany
The development in East Germany is of special interest in our context. First, the East-West comparison within Germany allows for general insights into the logic of transition of socialist societies in Eastern Europe. Second, the long term consequences of re-unification influence the German model of labour market segmentation as a whole.

The employment structures in the former German Democratic Republic (GDR) were centrally planned in a multi-stage coordination process between the planning authorities and the enterprises. The employment system could be described as an aggregation of internal labour markets with long term employment, internal promotion, little inter-firm mobility and non-existing unemployment [Grünert, Lutz, 1995]. With regard to vocational structures, the GDR had continued long-standing pre-war traditions and built up a strong system of vocational training similar to the West German model. After training many young people stayed in the enterprise; graduates from the university system were guided to specific firms and jobs. 
Compared to other socialist countries, through transition the GDR was exposed to the strongest economic shock therapy coupled with a likewise exceptional social compensation program [Grünert, Lutz, 1995; Köhler et al., 2006]. Within months after the so called peaceful revolution, customs barriers were removed and the monetary union with West Germany was introduced. This integrated a completely unprepared economy into the world market almost overnight. From 1989 to 1992 East Germany lost 3,5 million out of more than 9,7 million previous jobs – that is more than every third job. If we have deducted publicly subsidized employment (approx. 1 million in 1991) and taken into account the transformation of full-time work into part-time work, the losses were even bigger. The East German manufacturing industry lost more than 70 percent of its employment volume in a short period of time. Only the historically unique transfer of money and knowledge from West to East, the early retirement of a million workers and high as well as extensive and lasting public employment services and subsidies helped to avoid large scale protest and social movements.

The consequences of the radical systemic change led to a rapid destruction of internal labour markets in a large part of the employment system and to the emergence and extension of external labour markets [Grünert, Lutz, 1995; Köhler et al., 2006]. Within this framework, however, a limited but still surprising «Renaissance» of internal labour market structures took place. High unemployment and uncertainty together with «socialist» security orientations made employees and employers stabilise employment within the firm and reduce the exchange with the external labour market. This granted employment security at the price of long working hours and low wages – in many cases coupled with payment delays and administrative leaves if orders or cash-flow were low. The mechanism of «social closure» was reinforced by specific organisational demographics: In many outlasting organisations mainly middle-aged personnel survived staff reductions in the early 1990s and together grew older over time in the internal markets. The younger with low firm tenure were dismissed or left voluntarily, the elder were sent into early retirement.

The losers of this system were confined to instable jobs in external markets with relatively small chances of transition into good jobs or were condemned to long-term unemployment combined with periods of subsidised employment. In a comparative perspective, the share of external labour markets in East Germany at the first glance seems to be similar to the West German level [Köhler et al., 2006]. This is, however, connected with a stronger polarisation between internal and external markets. East German external markets have higher levels of labour turnover in total but lower flows between regular jobs [Grotheer, Struck, 2006b], lower transition rates into stable employment and a higher risk of unemployment. Consequently we find a high share of short-tenured personnel by the turn of the century.

Despite of the strong turbulences after the change of system, there was a surprising continuity in the structuring of work and mobility along vocational lines: After re-unification, about two thirds of the remaining employees stayed within their vocational or professional field. Only in the very early 1990s – when economic structures changed rapidly – «windows of opportunity» opened up in certain occupations and economic branches for short periods of time. In the meantime entry barriers to most occupational markets have risen again. 

The rich supply of vocationally skilled personnel, however, did not fuel external vocational markets after the change of system. In the early nineties high levels of unemployment have pushed many skilled and highly skilled workers into newly restructured internal labour markets. In the end of 1990s strong birth cohorts entered a stagnating labour market. Many graduates left their region for West Germany in search for better job opportunities. Taken together, these mechanisms have seriously limited the growth of external vocational markets in East Germany.

The changing labour market structures in East Germany are not without consequence for West Germany: Firstly, the East German labour market is seen by many influential actors in business and politics as a testing field for new models of employment and industrial relations. Processes of externalisation, re-commodi​fi​ca​tion and new recruitment strategies are implemented, closely observed and copied if successful and transferable. This applies also and in particular to the system of industrial relations. Secondly, as has been shown above, the East-West migration has increased the supply of skilled labour, reduced transaction costs for the exchange of labour and supported the expansion of external labour markets in West Germany. This also implies the growth of the low wage sector over the last ten years.
4. Conclusions and open questions
In the first two decades after the Second World War a specific labour market structure emerged in the Federal Republic of Germany as integral part of «Rhenish Capitalism». Basic elements were the hegemony of internal labour markets, a strong protection of wage labour against market forces and a far reaching «vocationalism» in the employment system. In the last two decades there is an increasing evidence of change: a growth of external and secondary markets. East Germany plays the role of a testing field and forerunner. Taken these signs of change together, there seems to be an approximation to the Anglo-Saxon model. However, the modifications of the German model are significant but still rather limited. Internal and primary labour markets are still strong in a comparative perspective and the contours of a new and stable model are not in sight. 

The discussion of the genesis and change of the German labour market structure has shown that the segmentation concepts can be useful heuristic instruments to describe and analyse the dynamics of labour market structures. At the same time we can clearly see that the restructuring of labour markets is a complex economic and societal process and that it posits a series of open empirical and theoretical questions. External labour markets turn out to be a challenge to empirical and theoretical research (see [Marsden, 1999; Köhler et al., 2006]. This issue is also of major importance for research and policy development. Looking at the evidence from Germany but also other Western and Eastern European countries there seems to be a strong economic and political pressure on internal markets with different outcomes in different countries. In many cases the composition and quality of internal and external markets are changing. The low road of externalisation means growing secondary markets with low skill levels and wages and high employment risks. The high road is defined by occupational labour markets where skills and jobs are standardised across firms and security is derived from jobs in one occupation but in many firms.
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