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Disclaimer: 
This report was funded by the European Union. Its contents are the sole responsibility of 
Arab African Advisers and do not necessarily reflect the views of the European Union. 
 
The European Union is an economic and political union of 27 European countries. It is 
founded on the values of respect for human dignity, freedom, democracy, equality, the rule 
of law and respect for human rights, including the rights of, persons belonging to 
minorities. It acts globally to promote sustainable development of societies, environment 
and economies, so that everyone can benefit. 
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Executive Summary 
Clusters are increasingly recognized as a powerful instrument for enhancing productivity, 
innovation, and competitiveness by fostering collaboration among firms, research 
institutions, service providers, and public actors within defined value chains and geographic 
concentrations. International experience demonstrates that well-governed clusters can 
accelerate industrial upgrading, support SME growth, strengthen regional development, and 
facilitate integration into regional and global value chains. 

In Egypt, despite growing policy interest and pilot initiatives, the legal and regulatory 
framework does not yet provide a coherent foundation for cluster development. Current laws 
do not formally recognize clusters as operational entities, nor do they offer a consistent 
mechanism for registration, accreditation, governance, or access to targeted incentives. As 
a result, cluster initiatives remain fragmented, face legal uncertainty, and have limited ability 
to mobilize finance, coordinate public support, or deliver collective services effectively. 

This document presents a set of actionable regulatory, institutional, and incentive 
recommendations to operationalize cluster development in Egypt. It translates the 
findings of the Policy and Regulatory Review and International Best Practices into concrete 
legal amendments, operational procedures, and governance arrangements that can be 
implemented within the existing legal framework, without the need for a standalone cluster 
law. 

The recommendations are structured around five core building blocks. 

First, the document proposes a unified legal definition and formal recognition of clusters 
across key regulations covering investment, Medium, Small and Microenterprises 
(MSMEs), industrial licensing, economic zones, and NGOs cooperatives. These amendments 
establish clusters as eligible beneficiaries of public support and enable cluster-level access 
to incentives, financing, and regulatory facilitation. 

Second, it introduces a national framework for registration and accreditation through a 
National Digital Cluster Registry managed by a National Cluster Unit. The proposed system 
defines eligibility criteria, accreditation tiers, performance standards, and compliance 
requirements, providing a transparent and scalable mechanism to differentiate emerging 
clusters from advanced clusters and link incentives to performance. 

Third, the document sets out regulatory recommendations for legal entity options for 
clusters. Rather than creating a new legal form, it enables Cluster Management 
Organizations (CMOs) to operate flexibly under existing structures — associations, 
cooperatives, limited liability companies, and joint-stock companies — supported by 
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targeted amendments to clarify governance, liability, taxation, financing, and contracting 
powers. This approach preserves legal continuity while ensuring operational effectiveness 
and accountability. 

Fourth, that prioritizes collective, activity-based interventions over firm-level support. 
These measures—covering tax, procurement, infrastructure, regulatory facilitation, and 
green transition instruments—are specifically designed to reward collaborative innovation 
and value-chain integration. By anchoring these incentives in performance-based 
milestones and tier-based accreditation, the framework ensures that public support 
accelerates cluster maturity, drives industrial modernization, and effectively addresses 
systemic bottlenecks. 

Finally, the document defines a governance framework for incentive delivery that 
positions CMOs as dual-purpose entities: facilitators of collective member support and 
gatekeepers of regulatory and compliance standards. This framework proposes that CMOs 
verify project eligibility, enforce operational and environmental protocols, and provide 
rigorous performance reporting to government authorities. Approval and disbursement 
authority are reserved to government institutions. This integrated approach ensures 
transparent incentive delivery, prevents duplication with national MSME programs, and 
guarantees accountability through a clear loop of compliance, verification, oversight, and 
support evidence-based policy adjustment. 

Taken together, these recommendations provide Egypt with an integrated, implementable 
framework for cluster development that aligns legal recognition, institutional architecture, 
incentives, and governance within the existing regulatory environment. By strengthening 
coordination, reducing fragmentation, and linking support to performance, the proposed 
framework offers a practical pathway to scale cluster development as a core instrument of 
Egypt’s industrial, small and medium enterprise (SME), and regional development strategies. 
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1- Introduction 
The Euromed Clusters Forward program is a four-year initiative funded by the European 
Union and led by Anima Investment Network in collaboration with Berytech, Economic 
Research Forum (ERF) and Leaders International. The program aims to empower South 
Mediterranean clusters and their enabling environment by improving regulatory 
frameworks, strengthening capacities, and empowering regional value chains to boost 
employment across the Euro-Mediterranean region. 

Building on the achievements of Euromed Clusters Forward, this project (Clusters 
Regulatory Framework Support Program in Egypt) seeks to advance cluster development 
in Egypt as a follow-up to the national clustering policy roadmap developed by IceAlex in 
2024. The project focuses on three key priorities:  

(i) designing an inter-ministerial committee to drive the cluster development agenda, 

(ii) developing a legal and institutional framework for clusters, and  

(iii) promoting cluster awareness and capacity building.  

Arab African Advisers (AAA) has been contracted to support the implementation of this 
project.  

This report contributes to the second component of the project “Legal and Institutional 
Framework for Clusters”.  

2- Purpose and Scope of the Report 
This document sets out an operational framework to enable cluster development in Egypt 
through targeted legal recognition, institutional arrangements, incentive mechanisms, 
and governance structures. 

It translates the findings of the Policy and Regulatory Review and International Best 
Practices into a set of implementable recommendations designed to integrate clusters 
into the existing legal and regulatory system, and provide a clear operational environment 
for Cluster Management Organizations (CMOs) and cluster members. The report is also 
based on the findings of consultations conducted with key stakeholders between 17 
February and 27 April 2026. 

Specifically, the document covers: 
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• Formal recognition and legal definition of clusters within existing investment, 
medium, small and microenterprise (MSME), industrial, economic zone, and nonprofit 
frameworks. 

• Registration, accreditation, and tiering procedures through a National Digital 
Cluster Registry and structured performance-based accreditation system. 

• Legal entity options and regulatory amendments enabling CMOs to operate flexibly 
under associations, cooperatives, limited liability companies, and joint-stock 
companies, with clear rules on governance, liability, taxation, and financing. 

• Incentives and support frameworks covering tax, procurement, infrastructure, 
regulatory facilitation, and financial and green transition instruments, designed to be 
performance-based, inclusive, and distinct from existing MSME programs. 

• Governance integration and operational responsibilities of CMOs, defining their 
role in coordination, eligibility verification, monitoring, reporting, and interface with 
public authorities. 

The document is intended to serve as a practical reference for policymakers, regulators, and 
implementing agencies in designing and operationalizing Egypt’s cluster development 
system, ensuring legal certainty, institutional coherence, and effective delivery of cluster-
based support. 

3- Cluster Definition and Recognition 
Based on findings of Policy and Regulatory Review of clusters in Egypt, current laws and 
regulations do not explicitly recognize clusters as operational entities, limiting their ability 
to coordinate, access incentives, or participate in government programs. 

International best practices show that examined countries (Germany, Singapore and India) 
with leading cluster systems typically rely on programmatic instruments rather than a 
standalone cluster law. To promote cluster development, governments work through 
existing investment, small and medium enterprises (SME), innovation, competition, 
procurement and industrial-zone laws, plus executive regulations, guidelines, and 
accreditation schemes. 

To strengthen cluster development in Egypt, it is recommended to update - or issue new - 
regulations to formally recognize clusters as eligible beneficiaries of support and enable 
cluster-level incentives, financing, and operational flexibility.  
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The table below outlines proposed legal amendments to support cluster recognition, 
definition, and operational flexibility, specifying the regulation, the recommended 
changes, and the intended purpose for cluster development. 
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Table 1: Proposed legislative amendments to define and formally recognize clusters 

Regulation Proposed amendment Purpose 

Issue Minister of Investment decree defining 
economic clusters, specifying ways of 
establishing, developing and supporting them 
within the mandate of the ministry 

Add article defining clusters as follows:  

“Cluster” refers to a geographically or functionally 
concentrated group of interconnected firms, 
suppliers, service providers, research and training 
institutions, and public actors operating in the same 
or related sectors, which cooperate through a 
formally constituted Cluster Management 
Organization (CMO) to pursue shared productivity, 
innovation and value-chain objectives.  

A cluster may be either an organic (market-driven) or 
policy-driven initiative.  

A cluster seeking registration must demonstrate a 
minimum critical mass, defined by the National 
Cluster Registry Guidelines, including but not limited 
to: 
(a) number of enterprises; 
(b) degree of sectoral and value-chain linkage; 
(c) presence of support institutions; 
(d) geographic concentration; 
(e) maturity level and economic value. 

Specify sectoral scope; minimum number of 
enterprises (suggested: 10 firms for services/tech 
clusters; 15–20 firms for manufacturing clusters 
AND/OR an alternate threshold by 
employment/turnover), presence of at least one 
support institution (training/research & development 

Recognize clusters so they can be referenced 
across incentive, procurement and one-stop-
shop (OSS) processes (fast, simple legal route 
to access benefits and single-window 
support) 

Specify clusters benefiting from incentives 
 



 

          

7 

 

 

Regulation Proposed amendment Purpose 

(R&D)/ business development services (BDS)), and an 
expressed governance arrangement (CMO with board 
& secretariat).  

Amend Prime Minister Decree No. 654/2021 
concerning executive regulation of MSME Law 
No. 152/2020  

Add article defining clusters as follows : 

“Cluster” refers to a geographically or functionally 
concentrated group of interconnected MSMEs, 
suppliers, service providers, research and training 
institutions, and public actors cooperating through a 
formally constituted CMO or other registered legal 
entity to pursue shared productivity, innovation and 
value-chain objectives. 

Scope of MSME Services: Add a new paragraph to 
relevant article: 

MSMEDA may provide services, support programs, 
and capacity-building activities to registered clusters 
and their members, including formalization support, 
finance, training, digitalization and market access. 
This explicitly includes support to feeding industries 
(i.e. upstream supplier and input industries that serve 
larger clusters), which MSMEDA has identified as a 
priority for cluster linkage development. 

MSMEDA may prioritize support for collective 
activities in clusters - including joint procurement, 
shared facilities, and collective bidding - over 
individual firm-level interventions to foster cluster 
cohesion. 

Align executive regulation of MSME Law with 
executive regulation of Investment Law 
definition and ensure MSME-related 
incentives can be applied at cluster level. 

Explicitly authorize MSMEDA to serve clusters 
as collective beneficiaries. 
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Regulation Proposed amendment Purpose 

 Cluster-based formalization pathway: Insert new 
Article under "Registration & Support Procedures": 

MSMEs that are members of a registered cluster 
listed in the National Cluster Registry may benefit 
from an expedited registration, licensing, and 
compliance support pathway, delivered in 
coordination with Local Cluster Support Units. 

Allows collective formalization of clusters. 

 Financing provisions: Add a new paragraph to 
relevant provisions: 

“Accredited clusters and Cluster Management 
Organizations (CMOs) may apply for collective 
financing for shared facilities, digital platforms, and 
capacity-building initiatives benefiting member 
MSMEs, subject to MSMEDA guidelines. 

Allows MSMEDA to fund CMO-led joint 
projects (training centers, Common Facility 
Centers (CFCs), digital hubs). 

 Technical assistance: Add to relevant article:  

Technical services and business development 
programs may be delivered collectively to MSMEs 
through cluster-level interventions, positioning the 
CMO as a vetting agent for government support. 

Legally enables MSMEDA to run cluster-based 
BDS programs rather than firm-by-firm 
interventions. 

Amend Minister of Industry Decree No. 
1082/2017 concerning Industrial Licensing Law 
No. 15/2017  

Add a new Article under “Licensing Procedures” 

“Registered clusters listed in the National Cluster 
Registry may apply for coordinated or batch licensing 
procedures for member firms, subject to IDA’s 
technical criteria.” 

Allows fast-track, group licensing for 
clusters. 
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Regulation Proposed amendment Purpose 

 Facilitation & Risk Classification: Amend relevant 
articles: 

Industrial activities conducted within accredited 
clusters may be classified as lower-risk for the 
purpose of expedited environmental, building, and 
operating approvals, provided the CMO maintains 
compliance with IDA and regulatory standards. 

Allows risk-based fast-tracking for clusters 
with strong governance. 

 OSS: Add a clause to the relevant article: 

IDA shall coordinate with the National Cluster Unit 
(NCU) and General Authority for Free Zones & 
Investment (GAFI) OSS to provide integrated licensing 
and permitting services for cluster members based 
on cluster-level applications. 

Ensures IDA’s OSS connects to the National 
Cluster Registry (which shall be established to 
oversee clusters registration and 
performance) and GAFI’s OSS. 

 Land and facility allocation: Add an article: 

In allocating industrial land or facilities, priority may 
be granted to accredited clusters to support shared 
facilities, common service centers or technology 
hubs. 

Supports CFCs / shared infrastructure in 
clusters. 

Economic Zones legal frameworks: 

• Prime Minister Decree No. 1625/2002 
concerning SEZs Law 83/2002 and its 
amendments 

• IDA Industrial Zones Regulations 
• NUCA Industrial Zone Regulations 

Recognition of clusters: Add a general clause in 
each set of regulations for SEZ + IDA + NUCA: 

“Clusters registered in the National Cluster Registry 
may be recognized as eligible beneficiaries of zone-
level incentives, facilitation services, land allocation, 
and infrastructure support.” 

Makes clusters eligible for zone-specific 
incentives (e.g., customs, utilities, approvals). 
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Regulation Proposed amendment Purpose 

 Land allocation: Insert a clause in each set of 
regulations for SEZs + IDA + NUCA: 

“Accredited clusters may be allocated land on a 
priority basis for the establishment of CFCs, training 
centers, logistics hubs or R&D laboratories, subject to 
compliance with zone master plans.” 

Supports cluster infrastructure needs (testing 
labs, prototyping, shared facilities). 

 Permitting and service procedures: Insert a clause 
in each set of regulations for SEZs + IDA 

“Cluster members may access simplified and 
expedited permitting processes through collective or 
batch applications submitted by the CMO.” 

Enables batch/cluster-level licensing 
applications to reduce duplicative procedures 
and improve ease of doing business for 
cluster firms. 

 Fiscal incentives: Add a clause to SEZs regulations 

“The Authority may extend zone-based incentives to 
accredited cluster members that meet performance 
thresholds related to exports, value-added, and 
employment.” 

Aligns cluster incentives with existing zone 
incentive systems. 

 Collaboration with CMOs: Add a clause to executive 
regulation of SEZs + IDA + NUCA laws: 

“Economic zone authorities may enter into 
cooperation agreements with CMO to support 
training programs, supplier development, innovation 
activities, and infrastructure operation.” 

Enables SEZs / NUCA / IDA to formally 
collaborate with CMOs. 
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4- Framework Formal Recognition and Registration of 
Clusters 

To operationalize the proposed legislative amendments and enable clusters to access 
incentives and coordinated support, Egypt requires a clear and transparent system for 
recognizing and registering clusters. International experience demonstrates that high-
performing cluster systems rely on a national registry, formal accreditation tiers, and a 
dedicated coordination mechanism with clearly defined responsibilities. Building on these 
lessons, the proposed framework establishes a National Digital Cluster Registry managed 
by a National Cluster Unit (NCU), supported by an oversight body and a structured 
accreditation model. This ensures consistency, accountability, and scalability in cluster 
development across Egypt. 

4-1- Institutional Mandate and Governance 
International best practice indicates that the most effective route for cluster recognition is 
the creation of a National Digital Cluster Registry, managed by a dedicated National 
Cluster Unit (NCU). The NCU will be hosted administratively within a designated authority 
— to be determined by the Supreme Committee for Cluster Development — to ensure 
strong coordination across investment, industrial development, SME support, and economic 
zone policies. 

The NCU will serve as the operational arm of the Registry and will be responsible for: 

• day-to-day administration and maintenance of the Registry 

• processing cluster applications and issuing digital certificates 

• assigning unique Cluster IDs and integrating cluster data with OSS systems 

• supporting monitoring, evaluation, and learning (MEL) functions. 

High-level oversight of the Registry will be provided through the national coordination 
mechanism established by the government. Detailed roles and responsibilities of the 
Supreme Committee for Cluster Development, supporting technical bodies, and local units 
will be set out in the Roadmap for the Operationalization of the Cluster Development 
Coordination Mechanism document. 

To ensure differentiation based on maturity and performance, the Registry will apply a tiered 
accreditation model (Basic / Accredited / Excellence). This model promotes inclusivity for 
emerging clusters while reserving advanced incentives for high-performing clusters that 
meet defined governance and activity standards. 
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4-2- Registration and Accreditation Process 
A clear, standardized registration and accreditation process is essential to ensure that 
clusters are formally recognized, transparent, and eligible for targeted incentives and 
support programs. The process establishes the operational, governance, and performance 
framework for clusters, providing clarity to both cluster members and government agencies. 

The National Cluster Registry, managed by the designated Cluster Unit, serves as the central 
authority for assessing eligibility, granting recognition, and monitoring ongoing compliance. 
Accreditation ensures that clusters meet minimum standards of membership, governance, 
strategy, and operational capacity, while also enabling tiered access to financial, regulatory, 
and infrastructure incentives. 

In designing the Registry and accreditation criteria, the NCU should build on existing 
baseline work already conducted in Egypt. The Ministry of Local Development (MoLD), in 
collaboration with the World Bank under the Urban and Local Development Project (ULDP), 
has undertaken a systematic mapping of clusters across governorates and developed 
cluster selection criteria. This work provides a ready foundation for the National Cluster 
Registry and should be formally integrated into the NCU’s setup process to avoid duplication 
and accelerate implementation. 

Registration and recognition process (operational flow) 

The following operational flow outlines the steps for cluster registration, evaluation, 
accreditation, and ongoing compliance, integrating guidance for applicants and technical 
appraisal criteria. 
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Figure 1: Cluster registration process 

1. Pre-application advisory (optional but recommended): 

o Short technical consultation (1 meeting) with the Registry/Cluster Unit to 
assess readiness and documentation checklist — helps reduce incomplete or 
low-quality submissions.  

2. Application submission (digital) — minimum required documents: 

o Basic entity registration documents for the proposed CMO (association / 
cooperative / company registration certificate) and bylaws/constitution. 

o List of founding members (firms, institutions) with basic details (VAT/Tax 
identification number (TIN), address, sector). 

o Cluster strategic note (max 10 pages): sectoral focus, geographic boundary 
(map), value-chain linkages, anchor firms, and priority interventions. 

o Governance chart (board composition, secretariat, advisory committees) and 
proposed management / financial model (membership fees, expected public 
co-funding). 
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o Evidence of minimum critical mass: membership list showing the required 
number of firms / employment / turnover threshold, as defined in the National 
Cluster Registry Guidelines. 

o Proposed performance indicators ( jobs, exports, R&D spend, shared facilities 
utilization) and an operations and maintenance (O&M) plan for any common 
facility. 

o If applying for incentives: detailed project report / budget and financing plan 
for the incentive-funded items (such as CFCs, 1 labs, digitalization). 

3. Evaluation & appraisal (technical review within the Registry): 

o Triage for completeness (5 working days), followed by technical appraisal 
(30 calendar days) based on the eligibility and quality criteria defined in the 
National Cluster Registry Guidelines. 

o For Accredited / Excellence tiers, a short site interview / visit and 
independent benchmarking (could be developed drawing on European 
Cluster Excellence Initiative (ECEI) methodology, running a Bronze, Silver and 
Gold Label cluster benchmarking system, which evaluates: 

 governance 

 strategy 

 services 

 financing 

 stakeholder engagement 

  

 
1 A Common Facility Center (CFC) is a shared facility established for a cluster’s members to collectively use equipment, 
services, or infrastructure that individual firms cannot afford or justify on their own. It is not a training center or an incubator 
(though it may contain those). It is usually production-oriented or innovation-oriented and supports the competitiveness of the 
cluster as a whole. It could include: shared production equipment (e.g. 3D printers, specialized manufacturing or processing 
machinery, packaging, grading, sorting equipment, food processing lines); shared testing & quality labs (e.g. material testing, 
certification labs, calibration services, R&D labs); shared logistics & storage (e.g. dry or cold storage, warehouse and distribution 
centers, consolidated transport / export logistics); shared services (e.g. design/engineering services; prototyping services; 
digitalization and Industry 4.0 tools, common branding/marketing support); and shared training & skilling infrastructure (e.g. 
training halls, demonstration centers). 
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4. Decision & grant of recognition / tier 

o Registry issues digital certificate (with expiry/renewal date) and a unique 
Cluster ID (used for OSS, procurement preferences, tax verification).  

o Accreditation tiers determine the level and type of eligible incentives.  

5. Ongoing compliance & reporting 

o Annual report submission (membership, budget, KPI outcomes, utilization of 
shared facilities) and mid-term verification for funded capital items.  

o Non-compliance triggers graduated sanctions (warnings → probation → 
removal of registry status → potential clawback of incentives).  

Legal instrument: A Prime Ministerial decree establishing the National Digital Cluster 
Registry and NCU, and specifying the registration process, required documentation, 
eligibility criteria, Accreditation Rules, mandate and staffing of NCU. 

5- Regulatory Recommendations for Legal Entity Options for 
Clusters 

To enable CMOs to operate effectively within the existing Egyptian legal framework, 
targeted regulatory amendments and clarifications are recommended. These should allow 
flexibility across different cluster models while ensuring sound governance, accountability, 
and fiscal oversight. CMOs may continue to operate under existing legal forms — 
associations, cooperatives, limited liability companies (LLCs), or joint-stock companies — 
provided the following regulatory adjustments are adopted. 

Recommended Regulatory Amendments and Clarifications 

• Formally recognize CMOs across multiple legal forms (associations, cooperatives, 
LLCs, and joint-stock companies) as eligible entities for managing clusters and accessing 
cluster-specific incentives, subject to meeting defined governance and reporting 
standards. 

• Clarify governance requirements for CMOs regardless of legal form, including 
minimum standards for: 

o member representation and decision-making, 

o separation between management and oversight functions, and 
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o transparent rules for admission, exit, and benefit allocation among members. 

• Limit liability exposure for individual cluster members, particularly where CMOs 
operate as associations or cooperatives, by clarifying that incentive-related obligations, 
reporting, and compliance rest with the CMO as a legal entity rather than individual firms. 

• Align taxation treatment with the functional role of the CMO, ensuring that: 

o nonprofit CMOs are not unintentionally taxed on pass-through funds or incentives 
managed on behalf of members, and 

o commercially oriented CMOs (e.g. joint-stock entities) are taxed on service fees 
or profits, not on incentive flows earmarked for members. 

• Enable CMOs to open accounts, receive, and manage public and donor funds, 
including blended finance and challenge funds, through clear legal provisions allowing 
CMOs to act as fiduciary or intermediary entities under defined safeguards. 

• Permit CMOs to enter contracts on behalf of members (e.g. collective procurement, 
infrastructure services, utilities, or shared facilities), with explicit legal standing to reduce 
transaction costs and legal uncertainty. 

• Ensure consistency with existing cooperative and company laws, avoiding the 
creation of new legal entities, while issuing implementing regulations or ministerial 
decrees that clarify how CMOs operating under each form can qualify for cluster 
incentives. 

• Develop and publish a model template for the articles of association of an LLC or joint-
stock company intending to operate as a CMO, clearly setting out permissible cluster 
management activities, profit distribution mechanisms, capital structure, and board 
formation requirements. The template shall be made available through the websites and 
OSS offices of GAFI, MSMEDA, IDA, and the SEZ authorities, to be used as a reference 
during incorporation and to reduce ambiguity regarding the legal nature and operational 
scope of CMOs. 
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Table 2: Proposed legislative amendments regarding CMOs 

Regulation Proposed amendment Purpose 

Prime Minister Decree No. 104/2021 
concerning executive regulation of 
NGO Law No. 149/2019  

Add to permitted purpose in relevant article: 

Associations may engage in cluster development and 
cluster management activities, including coordinating 
enterprises and institutions within a geographic or 
sectoral concentration, managing shared facilities, and 
delivering collective services. 

Add CMO as an acceptable activity 

 Amend relevant article (income generation): 

Registered cluster associations may collect 
membership contributions and service fees necessary 
for the management of cluster activities, provided 
revenues are reinvested in the association’s non-profit 
objectives. 

Explicitly permit associations to charge 
membership fees and service fees 
related to cluster functions to align with 
global cluster financing practice 

 Add article as follows: 

Cluster associations may operate shared facilities, 
laboratories, training centers or common service 
centers, and may contract with public and private 
entities for the delivery of such services. 

Explicitly allow associations to manage 
shared facilities and enter service 
contracts 

 Add a clause to the relevant article: 

Accredited cluster associations may receive public 
funds, incentives, and grants related to industrial 
development, SME development, innovation, and 
value-chain upgrading. 

Enable associations to legally receive 
incentive-linked government incentives 
earmarked for clusters 
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6- Incentives and Support Framework 
The aim of this section is to recommend a range of practical incentives to encourage cluster 
formation and growth, ensuring alignment with strategic priorities, sustainability, and 
effective governance. 

6-1- Tax Incentives 
Objective: Provide targeted tax incentives to encourage cluster formation, collaborative 
innovation, and investment in modernization, digitalization, and sustainability, while avoiding 
duplication with existing MSME programs. 

Recommended Measures: 

1- Corporate income tax exemptions (initial years) 

• Offer 3–5 years of exemption specifically for registered cluster members. 

• Eligibility criteria: Must be a registered cluster entity under a CMO and engage in 
collaborative activities beyond standard MSME operations (e.g. joint R&D, shared 
facilities). 

• Eligibility and reporting should track participation by women-led, youth-led, or 
informal enterprises, and consider regional targeting where relevant. 

• Overlap mitigation: Exemptions do not apply to firms already receiving other MSME 
tax holidays; the CMO tracks claims to prevent duplication. 

2- Accelerated depreciation on equipment and technology investments 

• Allow cluster members to write off the cost of new equipment and technology faster, 
encouraging upgrades and lowering upfront capital costs while easing cash flow 
constraints.  

• Cluster-specific feature: Applies only to assets used in cluster-wide initiatives (e.g. 
shared labs, collective production upgrades). 

• Overlap mitigation: Firms already claiming depreciation benefits under MSME 
schemes must provide proof of additional cluster-related investment. 
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3- Collaborative Innovation and R&D Tax Credits: 
• Provide additional tax deductions or social insurance contribution discounts, 

supplementing existing national R&D tax credits. 

• Eligibility criteria: Formal cluster consortia consisting of at least three cluster 
members, or partnerships between cluster members or industry-academia 
partnerships verified by the CMO.  

• Benefits are contingent upon achieving specific developmental milestones (rather 
than firm size or business turnover), such as the successful prototyping of local 
alternatives to imported components, attainment of "green" product certification, 
filling specific identified gaps in the local value chain, or measurable improvements in 
cluster-wide productivity. 

• Governance linkage: The CMO shall act as the primary vetting and monitoring agent 
to prevent duplication and ensure impact. The CMO verifies project eligibility, 
validates the collaborative nature of the effort, and monitors outcomes to ensure the 
incentives are utilized effectively and do not overlap with general firm-level tax 
holidays. 

• Overlap mitigation: These new credits are designed to be exclusive to cluster 
members to create a clear "differentiator" and incentive for joining a formal cluster. 

Key Considerations: 

• Establish a central tracking system (managed by the CMO) to monitor cluster tax 
claims and prevent double-dipping. 

• Communicate clearly to potential cluster members the net benefit of registering, 
showing how these incentives are both exclusive and additive relative to MSME 
programs. 

6-2- Government Procurement Access 
Objective: Provide cluster members with preferential access to public procurement 
opportunities, strengthening competitiveness, collaboration, and market reach, while 
avoiding duplication of existing MSME support programs. 
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Recommended Measures: 

1- Preferential treatment in public procurement 

• Registered cluster members receive priority consideration in tenders for goods and 
services aligned with cluster activities. 

• Eligibility criteria: Must be verified by the CMO and meet quality, innovation, and 
sustainability standards specific to the cluster sector. 

• Eligibility should prioritize participation by women-led, or youth-led enterprises 
and consider regional equity. 

• Overlap mitigation: Preference applies only where MSME-specific procurement 
schemes do not already grant equivalent priority, to avoid double benefits. 

• Governance linkage: The CMO verifies eligibility and ensures equitable access. 

2- Frameworks for collective bidding 

• Explicitly authorize collective bidding through the CMO’s legal entity (where the CMO 
is a private firm or cooperative) to allow small firms to jointly access larger 
government contracts. The CMO shall act as a guarantor of delivery responsibility for 
the cluster consortium. 

• Governance linkage: The CMO certifies eligible participants, ensures fair 
representation, and monitors compliance with tender requirements. 

3- Monitoring and reporting 

• The CMO maintains a registry of all cluster members participating in procurement 
incentives, ensuring equitable access and preventing misuse. 

• Periodic reporting allows government agencies to evaluate impact and adjust 
eligibility or conditions as needed. 

Key Considerations: 

• Ensure incentives are tangible and deliver real opportunities that outweigh the 
administrative effort of registration. 
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• Communicate clearly the additional value of cluster registration compared to 
standard MSME procurement programs, highlighting benefits such as enhanced 
competitiveness, collaborative opportunities, and market reach. 

• Consider pilot programs in select clusters to test mechanisms, refine processes, and 
demonstrate early success, encouraging wider uptake. 

6-3- Infrastructure and Utilities Support 
Objective: Reduce operating costs and improve the efficiency of cluster members by 
providing preferential access to essential infrastructure and utilities, while offering 
capabilities and technologies that would otherwise be unaffordable for many MSMEs. 
Provide immediate, tangible savings to encourage registration and active engagement in the 
cluster.  

Recommended Measures: 

1- Subsidized or priority access to utilities (electricity, water, broadband) 

• Cluster members receive preferential pricing or priority allocation of essential 
utilities under cluster-level agreements, reducing operational costs and supporting 
growth. 

• Cluster-specific feature: Benefits apply only within designated cluster zones or to 
firms formally registered under a CMO. 

• Overlap mitigation: These benefits are offered in lieu of, not in addition to, parallel 
MSME utility subsidy programs, preventing duplication. 

2- Shared infrastructure facilities 

• Establish or co-manage shared facilities such as testing labs, logistics hubs, storage 
units, digital platforms, or fabrication centers, lowering capital expenditure for 
smaller firms, supporting modernization, and promoting shared use of high-cost 
assets. 

• Governance linkage: Facilities are owned or managed jointly by the CMO and 
relevant government or private partners, ensuring transparent rules for access, 
pricing, and maintenance. 
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3- Plug-and-play facilities for SME clusters 

• Establish plug-and-play facilities for SME cluster members based on the needs of the 
economic activity — pre-equipped, ready-to-use workspaces that eliminate upfront 
investment barriers. These facilities represent a practical and replicable model for 
cluster infrastructure support, enabling SMEs to begin production or operations 
quickly with shared utilities, basic equipment, and connectivity already in place. 
CMOs could play a facilitation role in matching cluster members to available spaces. 

• Governance linkage: The CMO serves as the liaison between cluster members and 
facility operators, vetting firms for space occupancy based on their cluster activities 
and ensuring equitable access and fair allocation of available spaces. 

4- Collective infrastructure agreements 

• Enable collective negotiation for services (e.g., broadband packages, renewable 
energy solutions, waste management) at reduced rates through bulk purchasing. 

• Governance linkage: The CMO coordinates provider engagement and ensures fair 
allocation among members. 

• Overlap mitigation: These agreements are exclusive to cluster members, creating 
a clear differentiator from MSME programs. 

5- Campus cluster spaces:  

• Encourage universities to allocate physical space on campus for industrial cluster-
based firms at subsidized rates to bridge the gap between academic research and 
practical industrial needs. 

• This measure positions universities as anchor institutions for industrial innovation. By 
providing physical space to cluster-based firms, universities reduce operational 
barriers for businesses while simultaneously securing a "living lab" environment. This 
investment enhances the university's research impact and educational relevance, as 
faculty gain access to real-world industrial challenges and students benefit from 
direct professional exposure to high-growth, innovative cluster environments." 

• Eligibility criteria: Access is reserved for cluster members who are actively engaged 
in collaborative R&D or pilot-testing projects with the host academic institution. 
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• Governance linkage: The CMO serves as the liaison between the cluster and the 
academic institution, identifying the specific technical needs of the cluster and 
vetting member firms for space occupancy based on their potential for innovation 
and knowledge transfer. 

• Overlap mitigation: The CMO verifies that firms occupying these spaces are not 
simultaneously receiving duplicate rental subsidies or infrastructure support from 
other government-funded incubators or industrial park programs. 

Key Considerations: 

• Communicate to firms the direct financial and operational benefits of joining a 
cluster, including lower utility costs, access to shared facilities, and improved service 
predictability. 

• Ensure transparent pricing models for shared infrastructure, managed through the 
CMO, to maintain fairness and avoid elite capture. 

• Align infrastructure support with national goals for digital transformation, 
sustainability, and industrial modernization. 

6-4- Regulatory Facilitation 
Objective: Reduce administrative burdens, streamline compliance, and accelerate business 
processes for cluster members through targeted regulatory support that is distinct from 
existing MSME facilitation programs. These measures should make cluster membership 
more attractive by offering predictable, efficient, and coordinated regulatory services. 

Recommended Measures: 

1- Fast-track licensing and permitting 

• Provide expedited review and approval processes for cluster members, coordinated 
by the CMO. 

• Cluster-specific feature: Applies only to firms formally registered under a CMO and 
operating within designated cluster activities. 

• Overlap mitigation: Fast-track privileges are not extended where MSME fast-track 
schemes already exist; instead, cluster members receive sector-specific 
prioritization tied to their cluster activity. 
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• Governance linkage: The CMO acts as the primary interface with relevant ministries 
and authorities, ensuring accuracy and reducing processing time. 

2- Adaptive regulatory compliance for cluster activities 

• Introduce operational flexibility regarding licensing and permitting requirements. This 
includes, but is not limited to, adjusting fixed-premises mandates and standard 
facility requirements to accommodate sector-specific operational models - such as 
mobile production, seasonal harvesting, or decentralized processing - that are 
currently constrained by rigid, one-size-fits-all licensing frameworks. 

• Governance linkage: The CMO acts as the technical intermediary between cluster 
members and regulatory authorities. The CMO is responsible for: 

o Specifying requirements: Proposing sector-specific compliance standards to 
relevant authorities (e.g., GAFI/MSMEDA) that align with the reality of the 
cluster’s activities. 

o Validation: Certifying that individual cluster members meet these adjusted 
standards, thereby acting as a guarantor of compliance to the regulatory body. 

3- Single-window services for compliance and reporting 

• Establish a cluster-level single-window platform – digital and/or physical – through 
which firms can manage licensing, reporting, and regulatory submissions. This 
reduces transaction costs and administrative complexity, especially for smaller firms 
with limited compliance capacity. 

• Governance linkage: The CMO manages submissions, tracks deadlines, and 
supports firms in meeting regulatory requirements. 

4- Simplified customs clearance for cluster exports 

• Offer streamlined customs procedures, pre-clearance options, or dedicated lanes for 
cluster members engaged in export activities. 

• Cluster-specific feature: Applies only to goods produced within the cluster or joint 
export initiatives coordinated by the CMO. 

• Overlap mitigation: Ensures that benefits do not duplicate MSME export facilitation 
schemes; instead, incentives are targeted at cluster-based collective exports or 
value-chain integration. 
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• Governance linkage: The CMO coordinates documentation, liaises with customs 
authorities, and verifies eligibility. 

5- Export and technical readiness 

• Provide targeted technical assistance to help cluster exporters comply with 
regulatory requirements of export destinations, with priority to the upcoming EU 
Digital Product Passport (DPP) regulations starting in 2027. 

• To maximize impact, technical assistance shall be delivered through collective 
training sessions and shared consulting services organized by the CMO, rather than 
fragmented individual firm support. 

• Eligibility criteria: Assistance is available to clusters demonstrating a clear export-
oriented strategy and a commitment to shared compliance infrastructure, as 
validated by the CMO. 

• Overlap mitigation: The CMO shall verify that participating firms are not receiving 
redundant technical assistance for the same compliance activities from other 
government programs or export development funds. 

Key Considerations: 

• Design regulatory incentives to reduce time, cost, and uncertainty, creating a clear 
advantage for firms that register with the cluster. 

• Empower CMOs to play a central role as facilitators, ensuring that regulatory 
procedures are coordinated, predictable, and transparent. 

• Coordinate regularly between CMOs and regulatory authorities to maintain 
alignment, address bottlenecks, and ensure mechanisms remain distinct from and 
complementary to MSME programs. 

6-5- Financial and Green Transition Incentives 
Objective: Enable cluster members to access financing for technology adoption, 
modernization, and sustainable production, while attracting investment in strategic sectors. 
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Recommended Measures: 

1- Blended finance and challenge funds 

• Provide partial grants, concessional loans, or competitive funding to clusters for 
joint technology, R&D, or innovation projects, particularly those supporting green 
production or digital modernization. 

• Eligibility: At least two or more cluster members must collaborate on the proposed 
project; priority can be given to women-led, youth-led, or regionally disadvantaged 
clusters.  

• Overlap mitigation: Projects should not duplicate other MSME grant or R&D 
programs. 

• Governance linkage: The CMO or designated financial intermediary evaluates 
proposals, verifies eligibility, monitors implementation, and reports outcomes to 
ensure accountability. 

2- Regional innovation grants 

• Offer competitive grants to clusters adopting digital, energy-efficient, or circular 
economy technologies. 

• Overlap mitigation: Grants are targeted at collaborative projects, avoiding 
duplication with standard MSME R&D or innovation support. 

3- Green finance facilitation 

• Coordinate with banks, development partners, and international funds to enable 
cluster members to access green loans or sustainability-linked financing. 

• Cluster-specific feature: Benefits available only to verified cluster members 
implementing approved sustainable practices. 

Key Considerations: 

• Ensure incentives prioritize projects with measurable productivity, environmental, 
and social impact. 

• Communicate clearly the additional benefits of cluster-specific finance programs 
to encourage participation and co-investment. 
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• Reward inclusivity by structuring awards for women-led or youth-led initiatives, or 
regionally disadvantaged initiatives. 

• Encourage clusters to use challenge funds to address sector-specific bottlenecks, 
upgrade capabilities, and trial new business models. 

• Attract private co-investment through blended finance and challenge fund to 
leverage additional resources from development partners. 

6-6- General Key Considerations 
• Tie incentives and access policies to performance-based metrics, including 

productivity, innovation, employment, sustainability, and inclusion (women, youth, 
informal enterprises, and regional equity). 

• Adopt tiered incentive delivery, where incentives shall be structured by cluster 
maturity:  

o Basic / organic clusters: Focus on awareness, capacity building, and basic 
formalization.  

o Accredited / excellence clusters: Focus on sophisticated R&D, advanced 
"green" transitions, and international export branding. 

• Priority sectors for financial and green transition incentives: Incentives targeting 
selected priority clusters should include support for collective legal entity formation, 
proximity-based processing infrastructure, and green certification. 

• Focus cluster support on SMEs with growth potential: Cluster incentives should be 
directed at SMEs with demonstrable capacity for integration, growth, and 
formalization. Micro-enterprises that lack the operational and financial capacity for 
formal scaling and should generally be allowed to remain organic, benefiting at most 
from awareness and facilitated linkages rather than full cluster membership. 
Eligibility criteria (such as local market share) could be used. This prevents premature 
pressures on micro-producers while ensuring public resources are concentrated 
where cluster-level value addition is achievable. 

• Ensure transparency and accountability by linking all incentives to clear governance 
frameworks, with CMOs managing eligibility, monitoring, and reporting. 



 

          

28 

 

 

• Avoid duplication by coordinating with existing MSME and sectoral programs, using 
central tracking systems to monitor uptake. 

• Mobilize additional investment by leveraging private-sector co-investment and 
development-partner funding alongside public incentives. 

• Design for long-term sustainability, not short donor cycles: Cluster development 
requires sustained support over 3 to 5 years to produce meaningful structural change. 
The incentive and governance framework should be designed with this in mind, where 
public institutional commitments (via the NCU and relevant ministries) provide the 
long-term continuity, while donor-funded components are structured around 
discrete, deliverable milestones that fit within shorter project cycles without 
disrupting the overall cluster development trajectory. 

• Encourage international partnerships: Promote collaboration between local CMOs 
and international cluster organizations, industry associations, and development 
networks to build local capacity through knowledge exchange, benchmarking, and 
peer learning. International linkages also open pathways to global value chains, export 
markets, and green technology transfer that would be difficult for individual cluster 
members to access independently. 

• Promote environmental sustainability and green transition by aligning incentives 
with energy efficiency, circular economy practices, and green finance adoption. 

• Support human capital development by integrating workforce training, industry–
academia linkages, and skill-building programs, particularly for youth and local 
communities. 

• Utilize digital tools to facilitate application, compliance, reporting, and real-time 
monitoring, enabling evidence-based adjustments and improved accessibility for 
cluster members. 

7- Governance Integration for Incentive Delivery 
Incentives are most effective when paired with strong governance. CMOs provide the 
operational backbone for managing, coordinating, and monitoring cluster activities, 
ensuring that tax, procurement, infrastructure, and regulatory incentives translate into real 
improvements in cluster performance, productivity, and competitiveness. A clear 
governance framework is, therefore, essential to ensure incentives are delivered 
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transparently, avoid overlap with existing MSME programs, and maintain accountability 
across all actors. 

Incentives remain approved and disbursed by relevant government authorities, with CMOs 
acting as the primary access point for applications, eligibility verification, coordination, and 
monitoring. 

Objective: Ensure that all incentive mechanisms for cluster development are delivered 
transparently, efficiently, and equitably through a clear governance framework. This 
framework should define the roles and responsibilities of the CMO, prevent overlap with 
existing MSME programs, and strengthen coordination, oversight, and performance 
monitoring across all cluster incentives. 

CMOs are envisaged as legally independent, member-based organizations representing 
cluster firms, operating under private or non-profit legal forms, with public authorities 
exercising oversight rather than direct management. 

Recommended Measures: 

The following measures define how CMOs interface with government authorities and cluster 
members to administer, coordinate, monitor, and report on incentive delivery, while 
maintaining clear separation between policy approval, disbursement, and oversight 
functions. 

1- CMO as the central administrator of incentives 

o The CMO should serve as the primary entity responsible for managing 
applications, verifying eligibility, and monitoring the utilization of all cluster-
level incentives. 

o Incentive schemes should be explicitly linked to the CMO governance 
framework to ensure transparency, accountability, and equitable distribution. 

o This linkage clarifies oversight, establishes a recognized gatekeeper, and 
enhances trust among government, firms, and development partners. 

o Responsibilities include maintaining an up-to-date member registry, certifying 
collaborative activities (e.g. joint R&D, collective bidding), and ensuring 
compliance with cluster requirements. 

o Centralization reduces duplication, strengthens oversight, and provides a single 
point of coordination for firms and government agencies. 
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2- Transparent eligibility and performance criteria 

o Establish clear, publicly available criteria for accessing tax, procurement, 
infrastructure, and regulatory incentives. 

o Criteria should be linked to contribution to cluster objectives, such as 
collaboration, innovation, employment generation, sustainability practices, or 
local value addition. 

o The CMO should report regularly on which firms qualify and the basis for 
eligibility, reinforcing transparency and building trust among stakeholders. 

3- Central tracking and monitoring system 

o Develop a unified system managed by the CMO to record all incentives accessed 
by cluster members. The system should be standardized for integration with the 
National Cluster Monitoring System, allowing government agencies to monitor 
compliance, prevent overlap with MSME programs, and evaluate overall cluster 
performance. 

o This system prevents double-dipping with MSME programs, monitors uptake, and 
identifies gaps or duplication across incentive schemes. 

o This also supports evidence-based adjustments to incentive design and 
strengthens overall policy coherence. 

4- Reporting and accountability mechanisms 

o The CMO shall enforce operational protocols ensuring that all cluster operations 
and member activities adhere strictly to the safety, environmental, and quality 
standards established during initial cluster accreditation. 

o The CMO performs regular performance audits to verify ongoing adherence to 
these protocols and maintains eligibility records for all cluster members. Failing 
to meet agreed-upon operational standards, which could lead to the suspension 
of access to incentives. 

o Require CMOs to submit periodic reports to relevant authorities, to ensure 
transparent oversight and facilitate the authorized distribution of fiscal and 
financial benefits. Reports will cover: 

▪ number of firms benefiting from incentives 
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▪ outcomes achieved (e.g. exports, innovation, investment) 

▪ compliance issues, risks and emerging bottlenecks 

▪ recommendations for policy refinement 

o Compliance oversight should be carried out by the designated government 
authority, which verifies reporting accuracy, ensures adherence to incentive 
conditions, and takes corrective action where governance or compliance gaps are 
identified. 

o These reports support continuous improvement and ensure incentives are 
achieving their intended impact. 

5- Inclusive governance structures 

o Establish internal governance structures, such as an executive committee or 
advisory board, to oversee strategic direction, ensure balanced decision-making, 
and support accountability within the CMO. 

o CMOs should incorporate representation from cluster members, local 
authorities, and sectoral experts in advisory or oversight committees. 

o This ensures incentives reflect real industry needs and priorities and supports 
balanced, transparent decision-making. 

o Inclusion of SMEs is essential to avoid concentration of benefits among larger 
firms. 

6- Alignment with national strategies and MSME frameworks 

o Governance structures must ensure that cluster incentives are complementary 
to – but do not duplicate – national MSME support programs. 

o Regular coordination between CMOs, MSMEDA and relevant ministries is 
necessary to clarify boundaries, adjust programs, and maintain overall policy 
coherence. 

Key Considerations: 

• Ensure strong governance to make incentives effective, fair, and fiscally sustainable, 
while producing measurable improvements in productivity, innovation, and 
competitiveness. 
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• Enable CMOs to balance two roles: facilitator (supporting firms) and gatekeeper 
(ensuring compliance), with adequate capability, resources, and autonomy. 

• Build transparent governance to increase credibility of the cluster model and 
encourage private-sector participation and co-investment. 

 


