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Preface 
 
 

The time has come for Palestine to adopt a new development model to 
respond to the newly emerging challenges facing the country. 
 
Clusters development is the model which our Government endorsed as 
the appropriate paradigm to correct development imbalances between 
regions of Palestine. Uneven development has been caused by the focus 
on developing economic sectors without full attention to geographic 
distribution among different governorates. 
 
This paradigm requires the exploration of innovative and creative 
solutions to some of Palestine’s problems in order to achieve even 
development based on geographic clustering of resources, economic 
sectors, and institutions to enable clusters to be interconnected and 
mutually supportive. Clusters should be integrated on the basis of 
specialization so that their complementarity becomes evident and 
cooperation is enhanced. This helps in achieving dynamic growth and 
development by mobilizing the active involvement and contribution of 
all members of society and development partners. 
 
Clusters must evolve both horizontally by developing basic 
infrastructure and vertically by focusing on economic sectors in each 
region within the framework of our National Development Plan. 
 
Under this model, Bethlehem is a tourism cluster. Qalqilia, Tulkarem, 
Jenin, Tobas, and Salfit constitute an agriculture cluster, while Nablus 
and Hebron are an industrial cluster. Gaza can be divided into coastal, 
industrial, and agricultural clusters. Jerusalem, the Capital City should 
cluster health and education. This clustering is based on the competitive 
advantage of each Governorate and complementarity arising from 
cooperation among various sectors of the economy. 
 
In 2017, my book “Palestine: New Development Perspective addressed 
this issue of clusters development not only to bridge the gap between 
regions but also to best utilize donors aid for the benefit of all. 
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I am grateful to the Palestine Economic Policy Research Institute 
(MAS) for researching deeply a number of our government 
development agenda items. I thank Dr Raja Khalidi, MAS Director-
General and Dr. Peter Wilson who authored this work and situated the 
Palestinian model of clusters development into its international and 
theoretical framework. 
 
 

Dr. Mohammad Shtayyeh 
Prime Minister   
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Foreword 
 
 
A year ago, when the Prime Minister, Dr. Mohammad Shtayyeh, addressed 
the event in October 2019 commemorating the 25th anniversary of the 
establishment of MAS, he suggested a number of topics of priority to the 
national economy that he thought were worthy of in-depth study by the 
Institute. These included major pillars of the current Government policies, 
especially disengagement from colonial dependency on the Israeli economy, 
cluster-based economic development, and development financing. 
Notwithstanding the emergency faced by Palestine since the Covid-19 
pandemic, given the close association of these topics with MAS expertise and 
research record, the Institute pursued and has now completed in-depth studies 
on two of these topics.  
 
MAS presents here the first of the two publications, which looks at 
depth into the theory of cluster-based economic development, global 
experience, and best practice and Palestinian realities and potentials in 
this respect. As perhaps the trademark economic policy innovation of 
the 18th Palestinian Government, initiatives to establish agricultural 
clusters in the north of the West Bank, industrial clusters in Hebron and 
Nablus have begun to take shape in 2020. These initiatives and 
investments attempt to capitalize on regional economic sectoral 
comparative advantages and existing networks of back- and forward-
linkages that strengthen the resilience and economic empowerment of 
communities and entrepreneurs, within a long-term strategy of favoring 
the productive sectors of the Palestinian economy.  
 
The cluster-based development approach has been thoroughly assessed in this 
study by Dr. Peter Wilson, an international expert with solid experience in 
Palestine and elsewhere. The study concludes with a number of necessary and 
feasible recommendations for the current efforts to bear fruit and lay the 
foundations for successful emulation in other sectors and regions of Palestine. 
MAS is pleased to add this this reference study to its research record, which 
we believe will help to advise policy-makers and development practitioners 
alike in the coming phase of harmonizing strategies and coordinating efforts 
on the ground. Sustained attention will be required if cluster-based economic 
development is to retain a pivotal role among other socio-economic 
development strategies needed for Palestine to weather the current hostile 
political horizons and fragile economic environment.  
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Finally, we wish to extend our sincere appreciation to the author, discussants, 
and reviewers, especially Dr. Luis Abugattas for his contribution.   We are 
especially proud that the preparation of this strategic policy document 
received funding from the Arab Fund for Economic and Social Development 
(AFSED), attesting to the strong links between Palestine and its Arab depth. 
 
 

Raja Khalidi 
Director General 
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EXECUTIVE SUMMARY 
 
 

Porter (1998) defines clusters as “geographic concentrations of interconnected 
companies and institutions in a particular field”. The concept of clustering, 
where enterprises are co-located in specific geographic areas, has been the 
subject of intense academic research over the last twenty years. It is widely 
accepted that such agglomerations bring economic benefits to both enterprises 
and the regions in which they are located, though improvements in 
competitiveness and knowledge. The level of derived benefit is often directly 
related to the ability of a particular cluster to successfully implement 
collective and collaborative initiatives, in which there is a high level of trust 
among cluster members and supporting institutions. Advanced economies are 
more likely to have technology-based clusters, as well as strong links between 
clusters and research centers and universities where process/product 
innovations occur. The sustainability of these clusters is likely to be more 
robust. They are more likely to be able to self-fund their cluster initiatives, 
and to possess strong leadership. They are firmly supported by institutions 
that promote collaboration, including Chambers of Commerce (CoCs), 
technology centers and specialized research centers at universities. 
 
In transient and developing economies, clusters often go unnoticed until a 
government or donor-funded initiative identifies them, singling them out for 
development. Such clusters are more likely to engage in basic development 
opportunities based on an understanding of what clusters are; how they, as 
individual enterprises, bring advantages by being co-located; and how 
working collectively brings benefits. Building trust between cluster members 
is very important. Cluster initiatives focus on building technical and 
management capacity to improve operations at enterprise level; improve 
management and technical skills; and obtain access to new markets. 
 
In Palestine, there are few - if any - links with universities. Institutions for 
collaboration also require considerable development and improved cluster 
awareness, if they are to become successful at supporting clusters. Again, 
building trust between institutions in clusters is very important. Palestinian 
clusters are less likely to be sustainable without funding, largely as many 
cluster members are MSMEs in an early stage of development and maturity, 
where survival and continued existence are a priority. In these clusters, 
initiatives are more likely to succeed if assistance is delivered directly to 
participating enterprises, via collective and collaborative approaches. 
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The examination of clusters in post-conflict, developing and transient 
economies shows mixed results, with several clusters quickly becoming 
dormant after funding and/or leadership was withdrawn. Only when a cluster 
sees clear advantages at enterprise level, does it thrive and become 
sustainable. In these economies, the majority of cluster initiatives aim at 
enterprise improvement and market access. If these activities fail to deliver, 
then confidence in the cluster approach is lost and the cluster starts to fail in 
terms of collaboration. Thereafter, only when a cluster matures will it be 
possible to re-start collaboration, but this is likely to take time and - if the 
cluster is subject to intense external competition - survival will become an 
overriding issue. 
 
In many countries, cluster development has become a central element of 
industrial, regional and innovation policy-development. Public institutions 
knowingly encourage the emergence and development of clusters as tools for 
increasing the competitiveness of regions. The objectives and activities of 
clusters may be related to their level of maturity (i.e. their lifecycle stage), and 
the maturity of the economy in which these clusters operate. It is clear from 
research that there is no single methodology for cluster development, as it 
depends on numerous factors. There is no magic path to success, but all 
clusters will need: 
 
1. To be identified and to establish appropriate agglomeration before 

committing public funds. 
2. Clear strategy with short- and long-term goals. 
3. Cluster initiatives that serve all cluster members. 
4. Strong leadership and governance.  
5. Strong level of trust among cluster members; and between them and 

institutions for collaboration. 
 
An important part of this research has been to review the five clusters that 
were engaged in the Private Sector Cluster Development Project (PSDCP) 
between 2013 and 2017. This project was set-up to develop five pilot clusters: 
the Shoe and Leather Cluster in Hebron, the Furniture Cluster in Salfit, the 
Cultural and Creative Arts Cluster in Jerusalem, the Stone and Marble Cluster 
in North Hebron and the Date Palm Cluster in the Gaza Strip. Of these five 
clusters, only one is still operating effectively, with the other four having 
become dormant for a number of reasons: a lack of funds, the withdrawal of 
support from host CoCs, a lack of leadership, and the erosion of trust after 
disputes over funds for cluster initiatives.  
 

 



xv 
 

Table 1: Summary of Snapshot Diamond 
 

Element Comment 

Factor 
conditions 

Palestine has poor factor conditions in almost all areas. While these 
do not prevent cluster development, they do not provide an 
environment for clusters to expand and thrive. It is unnecessary to 
excel in all areas, but it is very important to align industry and 
education with the needs of clusters, in order to ensure the sufficient 
availability of technical and management skills for all industries. 

Firm structure Firm structure is low in development, classified as Stage 1 or 2 
according to the Churchill and Lewis classification. Competition is 
based on price, with little innovation. Nearly all enterprises scored 
low in the Enterprise Effectiveness Evaluation (EEE); their 
competitive advantages are price and proximity to their key markets - 
Israel and the West Bank. 

Demand Demand for clusters’ products is restricted by the inability to move 
such products freely outside Palestinian borders. Stimulating 
domestic demand is critical, as access to international markets is 
severely limited. Increasing imports of consumer goods are a threat; 
local clusters need to be efficient and have well-designed products 
and services to compete. 

Related and 
supporting 
institutions  

Difficult supply chains; fragmented institutions; institutions not 
providing the correct level of support; and the absence of certain key 
technical services (e.g. testing and approval) hinder clusters in 
Palestine. Educational institutions have poor links to industry and 
offer few industry-based courses. Support is poor from related 
industries. There are very few backward and supply-chain linkages, 
caused by restricted access to international supply-chains. Support 
from institutions is poor, and CoCs view clusters as a threat to their 
membership. 

Culture An important part of future cluster development will be to understand 
the local culture of cluster members, in order to manage expectations 
and ensure that complementary activities for improvement are 
developed. 

Strategy Case studies on Palestinian clusters reveal well-defined strategies, 
which contained both short- and long-term goals. The bottom-up 
approach allowed cluster members to buy into activities, while the 
pilot program supported them though a subsidized financial 
contribution and knowledge/experience in strategic planning and 
running cluster initiatives. 

Leadership Each cluster had a manager, until finance was no longer available. 
Some host CoCs withdrew their support, despite serving as a focal 
point and headquarters for some clusters. Leadership is critical for 
cluster success. 
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Element Comment 

Governance Most clusters decided to be part of a CoC Sectoral Committee, in 
order to provide a governance structure and a legal presence. Once 
the CoCs withdrew their support, the clusters found themselves 
without a legal framework or institutional support. 

Trust  Trust was built among cluster members: good examples are the Shoe 
and Leather Cluster and the Furniture Cluster. Unfortunately, their 
trust in supporting institutions has eroded, due to the reduction or 
withdrawal of support. 

The 
Occupation 

The Oslo II Accord and the Occupation, particularly in Area C, will 
continue to restrict opportunities for cluster development. 

Source: Researcher 

 
As demonstrated by the Snapshot Diamond Analysis, the socio-economic and 
political climate of Palestine makes the development and sustainability of 
clusters difficult, but not impossible. This is evidenced by the success of pilot 
clusters, when they had funding and strong leadership via the PSDCP 
technical team. Table 1 summarizes some of the key information from the 
Snapshot Diamond. It identifies typical conditions in Palestine, within which 
clusters will have to operate. 
 
Identifying the correct mix of elements for a national, economic-development 
policy - within which clusters can successfully operate - will be a challenge 
for Palestine. Such a policy is probably better reserved for the macro level, 
and government should provide a holistic support system for clusters within 
it. In Palestine, at the time of writing, it seems that the National Economic 
Development Plan (2017-22) is the most relevant, overarching policy 
document that favors cluster development. 
 
It is important to point out that cluster-based policies, unlike sectoral or 
industrial policies, should be neutral with regard to industry or type of 
economic activity. It is therefore imperative that appropriate cluster 
tools/mechanisms are made available, to assist clusters and enable their 
development, thus empowering them to contribute to the wider economy. The 
Snapshot Diamond Analysis shows that Palestine is considered to be a factor-
driven economy. The road to increased prosperity is for it to move to 
becoming an innovation-driven economy. This will take time and resources. It 
is recommended that emphasis be placed on vastly improving institutions; 
linking higher education to industry; increased skills’ training and labor-
market readiness of human resources; and technological readiness. This can 
be achieved by utilizing some of the (example) policy tools and mechanisms 
outlined in Table 15. 
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It is recommended that the PA create a system whereby clusters can be 
established within a legal framework. Most PSDCP clusters were 
incorporated into CoC Sectoral Committees, effectively passing control to 
local CoCs, some of which became unhelpful partners. 
 
It is proposed that the PA promote an industrial policy that is complementary 
to cluster development. This should be set within a framework that is socially 
responsible, while encouraging investment, trade and enterprise-development, 
and improving skills/capabilities at the national level. A suggested framework 
for cluster development is detailed at Figure 13. The Paris Protocols and the 
Oslo II Accord will undoubtedly need urgent renegotiation for cluster 
development to succeed, and for internationalization to be achieved in the 
future. 
 
An important part of such a framework is the creation of a separate Cluster 
Coordination Agency (CCA), receiving both financial and governance support 
from the private sector and the PA. Typically, this would be set up as a 
public-private organization, with both government and private-sector 
representatives on the governing board. It is important to ensure that the CCA 
is independent of government influence and is mandated to assist cluster 
development in line with industrial (and other governmental) policies. The 
CCA can also independently seek funding, to ensure that supported policies 
are not directed by donors’ political/economic agendas. 
 
An important conclusion is that the majority of MSMEs in Palestine are still 
at an early stage of management and technical maturity. Following from this 
research, several areas are proposed that are central to successful cluster 
development in Palestine. Table 1 shows many shortcomings that still need to 
be overcome; however, in areas that have already been strengthened, it is 
evident that clusters do indeed thrive (e.g. the Shoes and Leather Cluster in 
Hebron). It is recommended that all clusters should: 
 
• Dramatically increase the skills of all MSME management and technical 

personnel at the enterprise level. 
• Develop strong links with universities to increase knowledge and 

innovation through joint initiatives. 
• Encourage the use of ICT systems across all clusters. 
• Provide assistance to the emerging ICT cluster in Palestine, through the 

increased use of ICT. 
• Build trust to enable the emergence of stronger networks and 

partnerships. 
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Within this approach, special attention must be paid to the specific needs of 
three key business areas identified by the PA: manufacturing, agriculture and 
technological services. It is important to appropriately design cluster 
programs and actions that meet the requirements of any given cluster, as well 
as the specific characteristics of any given region. For example, cluster 
initiatives in Area C are more likely to be ‘soft’ activities based on skills’ 
development and capacity building, working to improve transaction methods 
and reduce costs. They are unlikely to be ‘hard’ initiatives such as building 
infrastructure, which may not be approved by the Israelis or - if implemented 
without approval - may be destroyed, causing the cluster to incur large 
financial costs. 
 
Finally, it is important to re-emphasize that almost all economic policy 
recommendations and cluster initiatives assume the existence of an 
operational and effective state, particularly an authority that can tax, enforce 
contracts, and organize public spending for a wide range of activities. The 
Oslo II Accord, to which the PA and the Government of Israel (GoI) are 
party, severely restricts this ability. Nevertheless, cluster development can 
greatly assist industrial and business enhancement by implementing 
appropriate initiatives that will help move the economy towards more 
efficiency. 
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1 INTRODUCTION 
 
 

Since Michael Porter first introduced the concept of clusters in 1990, 
governments and industries worldwide have researched and facilitated cluster 
development, using a variety of cluster-based initiatives and tools to stimulate 
economic growth. The literature suggests that firms and regions benefit from 
clustering: such positive evidence has led to widespread adoption of clusters 
within the economic development field. It is now widely recognized that 
industry clusters produce a competitive advantage through local 
agglomeration, providing a persuasive context for national and economic 
development. Palestine is no exception, and the concept of economic 
development through clusters has gained a new momentum with the current 
Palestinian government, led by Dr. Mohammad Shtayyeh.  
 
As such, the purpose of this paper is to inform the Palestinian Authority (PA) 
on how to make cluster strategies an economic development success. The 
Palestine Economic Policy Research Institute (MAS) is conducting this 
exploratory study, focusing on cluster-based local and national development. 
To provide such insights, this paper covers cluster development and cluster 
typologies, exploring conditions in Palestine that are conducive to the 
development of clusters. It also discusses how policy tools can enable cluster 
competitiveness, proposing a framework for national cluster management and 
organization. 
 
A developing body of literature reviews cluster and networking dynamics and 
their effect on increasing and sustaining) economic development. Much of 
this literature tends to focus on developed economies, where cluster initiatives 
are used to try to gain competitive advantage. Such economies are normally 
free-market systems, where trade is governed by bilateral, multilateral or 
World Trade Organization (WTO) rules. However, cluster-based policies, 
activities and interventions are increasingly being used by transient and 
developing economies, and there is a growing body of evidence on how these 
interventions are making positive contributions to economic development. 
 
In terms of reviewing opportunities for Palestine and successful strategies for 
economic development through the implementation of cluster activities, the 
current political position of Palestine is considered to be critical. In this 
context, it can be said that the Palestinian economy is neither transitional nor 
developing, largely due to the restrictive practices placed on Palestinian 
borders, imports, exports and tax collection, all by the state of Israel. Rather, 
the economy can be considered as being static and non-progressive. 
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Subsequent to the Oslo Accords of 1993, the Palestinian economy has faced a 
series of continuing problems. These include the separation of the West Bank 
from the Gaza Strip; followed by economic restrictions crafted in the Paris 
Protocol; the first and second intifadas; the blockade of the Gaza Strip and 
subsequent three wars. When combined with restrictions on the freedom of 
movement enforced by the Israeli Occupation; inadequate access to basic 
services and resources; restrictions on investment and trade; and reduced 
access to finance; the result is an unsustainable economy, artificially 
supported by aid from donors. The main objective of the Paris Protocol was to 
“lay the groundwork for strengthening the economy of Palestine and for 
providing its right of economic decision-making in harmony with its own 
development plans and priorities”. The Protocol also intended to establish “a 
sound economic base” for relations between the two parties, based on the 
view that the economic field represents a “cornerstone in their mutual 
relations”. It contains eleven articles: two relate to its scope, framework, and a 
joint economic committee while nine other articles address trade, taxation, 
imports, banking and labor arrangements, as well as policies relating to the 
agricultural, industrial and tourism sectors. However, restrictive practices 
imposed by the Israeli Occupation have prevented the successful 
implementation of the Protocol’s objectives. Both industrial and agricultural 
output has declined in Palestine, with a resulting increase in unemployment. 
Economic development pre-assumes the presence of an effective state and 
government. In particular, economists advocate the existence of an authority 
that can tax, enforce contracts and organize public spending for a wide range 
of activities. The PA has limited opportunities for economic and industrial 
growth; however, cluster development might offer opportunities to strengthen 
their fragile economy by providing opportunities via clusters.  
 
This report will not offer advice on how to change the complex 
macroeconomic climate of Palestine, which ultimately requires a political 
solution and concessions from Israel. It outlines interventions that could be 
implemented, which may strengthen the resilience of the Palestinian 
economy. Both the agricultural and industrial sectors have the potential to 
drive long-term, sustained investment, and both have a high potential to 
absorb labor and create direct and indirect job opportunities, thus promoting 
better living standards and improving national income. However, fulfilling 
this potential is likely to be difficult, given the restrictions imposed by the 
Occupation. As such, increasing economic resilience is essential - and part of 
an ongoing dialogue - to bringing free and unrestricted economic 
development to Palestine. One economic development tool that this report 
covers is that of clusters and how they develop economic prosperity at the 
local, regional and national levels. Based on international practice and 
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experience, this report offers some recommendations for cluster-based tools 
and mechanisms that fit within current policies for Palestine, as well as 
providing an organizational framework for national cluster development. 
 
The report includes several chapters. After the Terms of Reference, Chapter 2 
provides an executive summary. Chapter 3 contains a literature review and 
background information on clusters, cluster development, MSME 
development and cluster policy. Chapter 4 provides a ‘Snapshot Diamond 
Analysis’, based on Porter’s Diamond Model, to identify threats to cluster-
based programming, outlining how clusters in Palestine might be developed. 
Chapter 5 highlights examples of cluster development through case examples. 
Chapter 6 details cluster policy recommendations and Chapter 7 covers 
cluster policy management. Chapter 8 outlines key conclusions. 
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2 LITERATURE REVIEW 
 
 

This chapter reviews important literature on the competitive development of 
MSMEs, across a wide variety of clusters in the Palestinian economy. It 
demonstrates how cluster theory enhances the competitiveness of industries as 
a whole. While it is clear that many enterprises within industry, agriculture 
and tourism are subject to immediate influences that may affect their 
competitiveness, including daily restrictions imposed by the Israeli 
Occupation, there is a need to assess factors that directly (or indirectly) affect 
the development of clusters in Palestine.  
 
Due to the wide scope of the subject, this Chapter has been divided into 
sections that discuss each factor, explaining its relevance to the main study 
topic. These sections are:  
 
• What are clusters? 
• Types of clusters. 
• Benefits of clusters. 
• Clusters’ competitive advantages. 
• Stages of cluster development. 
• MSME development. 
• Cluster policy. 
 
2.1 What are Clusters? 
 
Cluster theory and the application of cluster-based economic development 
policies/initiatives have drawn the attention of governments, consultants and 
academics around the world. These have often been at the forefront of 
regional economic development during the past decade.  
 
The idea that is fundamental to industry clusters dates back many years and 
goes by many different names, including “industrial district”, 
“agglomeration”, and others. Early concepts of clustering started with 
Marshall (1920), who characterized the concentration of specialized industries 
in particular localities as “industrial districts”. This local concentration of 
specialized activities exhibited external economies in the ready availability of 
skilled labor, the growth of supporting/ancillary trade, and the specialization 
of firms in different stages/branches of production. Such external economies 
are dependent upon the size of the industry, region or economy. Marshall 
argued that once enterprises located together - and specialization processes 
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were underway – such specializations became cumulative and embedded in 
that locality. Although Marshall described the phenomenon of industrial 
districts as an integral feature of industrial organization, he did not provide 
any explanations on how and why these emerged in certain places, and not in 
others. Markusen (1996), building on Marshall’s early writing, argued that in 
order for an industrial district to develop, it is necessary that a group of firms 
merges with the people who live in the same territory, and who, in turn, 
possess complementary social and cultural features.  
 
As noted by Brusco (1991), Italy became a champion of the industrial district 
model in the mid-1970s, when a number of industries and towns in certain 
districts became economically successful. The most notable examples were 
the textile industry in Carpi and Prato, the furniture industry in Brianza and 
Cascina, and the footwear industry in Vigevano. Markusen (1996) also 
underlined that the Italian variant of the Marshallian, industrial district model 
was mainly characterized by the fact that firms (often with the help of 
regional governments and trade associations) consciously networked with 
each other to solve problems, adjust production cycles and reduce over-
capacity, in order to respond to new customer demands for flexibility. 
Markusen (1996) proposes that unlike passive Marshallian firms, Italian 
districts exhibited a frequent and intensive exchange of personnel between 
customers and suppliers, and co-operation among competitors to share risk, 
stabilize markets and share innovation. Active trade associations provided a 
shared infrastructure, as well as a forum through which to develop a collective 
strategy.  
 
Becattini et al (2003) made an important contribution to locally-demarcated 
production systems, as defined in the Marshallian concept of an “industrial 
district”. They contended that the unit of analysis was no longer a single firm 
or an industry sector; but a cluster of interconnected firms located in a small 
area. Within Marshall’s formulation of industrial districts, it was unnecessary 
that local companies intentionally cooperate for a specific industrial district to 
exist and operate. Becattini et al (2003) argued that concerted efforts to 
cooperate among district members, while building governance structures, 
would improve organizational unity and location structures. 
 
The term “cluster” is now the one that is most widely used by economists and 
cluster development practitioners. Harvard Business School’s Professor 
Michael Porter (1990, p.78) is largely credited with creating the term 
“cluster”. He describes clusters as “geographic concentrations of 
interconnected companies and institutions in a particular field.” Later, Porter 
(1998) also defines them as including:  



7 
 

• Linked industries and other entities, such as suppliers of specialized 
inputs, machinery services, specialized infrastructure, distribution 
channels, customers, manufacturers of complementary products, and 
companies related by skills, technologies, or common inputs. 

• Related institutions, such as research organizations, universities, standard-
setting organizations, training entities, and others. 

  
Cluster theory advocates that enterprises which are part of a geographically-
defined cluster profit from being a part of that cluster. These benefits result in 
the growth of the region’s economic output. Such benefits result from 
colocation and geographic proximity, creating lower input costs for firms 
through agglomeration, while enabling knowledge spillovers that enhance 
innovation and increase productivity. Firms in clusters that generate these 
benefits are more competitive, and regions with effective clusters experience 
greater growth. 
 
There is some confusion relating to the concept of clusters, as it can mean 
different things to different people. One of the reasons for this is that there is 
no unified theoretical framework for examining clusters. This has resulted in a 
wide variety of definitions. Feser (1998) hypothesized that there is no single 
cluster theory, but rather an extensive range of theories and ideas that 
constitute the logic of clusters. There are arguments that support this situation, 
which can result in negative policy ramifications. Held (1996) claims that this 
can be harmful in that - given the rush by various governments to encourage 
clusters - some fundamental issues have been slighted, including appropriate 
research methods and even the definition of the term “cluster” itself. The 
Department of Trade and Industry (2005) in the United Kingdom (UK) 
explained that the two key elements in clustering are, firstly, that firms in the 
cluster must be inter-linked and, secondly, that groups of inter-linked 
companies must be located in close proximity to one other.  
 
Carrie (1999) defined clusters as networks of companies, their customers, and 
suppliers of all relevant inputs, including materials, components, equipment, 
training, finance and so on. He further illustrated that a clothes’ 
manufacturing sector, for example, may contain one or more clusters of firms, 
which could include the farms that produce natural raw materials, spinners, 
weaving/knitting mills, dyers/finishers, textile engineers, fashion designers, 
and fashion-show organizers who set the trend in terms of the touch and feel 
of materials, colors, cuts and styles. Additionally, such a sector could include 
clusters of other firms such as warehousing/distribution providers, high-street 
stores and retail outlets, licensees, franchisees, agents, wholesaler 
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associations, service-providers, universities/colleges, professional advisers 
and research institutions, the latter engaged in exploring better designs and 
production processes, as well as the application of computerized systems. 
 
As Wilson et al (2014) pointed out, there is often confusion concerning the 
distinction between ‘clusters’, and other related concepts such as ‘networks’. 
A standard clarification is that clusters require a geographical concentration of 
firms/institutions, and not just the mere existence of connectivity between 
actors (Coulander 2010). More generally, the cluster concept contains certain 
common features such as networking, agglomeration and location in the same 
value-chain (Nadabán and Berde 2009, Malmberg and Power 2006, Boja 
2011, Ketels 2004).  
 
As the understanding of clusters has become more widespread among 
academics and practitioners, the key components/attributes of a successful 
cluster are now clearer. In summary, Wilson (2014) suggests that successful 
clusters exhibit several of the following attributes: 
 
• Spatial agglomeration of similar and related economic activity.  
• Critical mass of actors, in order to make it work. 
• Proximity of actors that generates social relations and trust, allowing for 

the sharing of common resources while accelerating knowledge 
spillovers. 

• Inclusion of both vertical and horizontal linkages between representatives 
from the same or related industries. 

• Interlinked relations, and interaction between local collaboration and 
competition. 

• Self-awareness amongst participants. 
• Wanting - and sharing - a common goal.  
 
Therefore, it is suggested that, for industrial policy-makers and practitioners, 
knowledge of clusters is important for the successful understanding of the 
developmental growth potential of local and national economies. In particular, 
there should be knowledge of the methods that clusters can use, and actions 
that they can adopt, to generate additional, cluster-wide benefits. This, in turn, 
will enhance economic growth.  
 
For the purposes of this paper, the now-recognized classic definition, as 
proposed by Porter (1990), will be the basis for further discussion. The 
definition is “geographic concentrations of interconnected companies and 
institutions in a particular field”. 
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2.2 Types of Clusters 
 
There are numerous typologies categorizing clusters, according to a 
variety of dimensions. This includes geographic scope; breadth; depth; 
activity base; elements of growth potential; competitive position; 
innovative capacity; governance; and ownership structure. Normally, a 
mixture of quantitative and qualitative data is used to analyze clusters.  
 
Enright (2000) proposed terms defining the extent to which a cluster 
exists, based on the two concepts of self-awareness and self-
reinforcement. He postulated that: 
 

• Working clusters are those in which a critical mass of local 
knowledge, expertise, personnel and resources create agglomerative 
economies. These are used by member firms to their advantage, in 
terms of competing with firms outside their cluster. Working clusters 
tend to have dense patterns of interactions among member firms that 
differ both quantitatively and qualitatively from interactions that these 
same firms have with others not located in their cluster. They often 
have complex patterns of competition and cooperation, and are often 
able to attract mobile resources and key personnel from other 
locations. Even if participants do not call themselves a “cluster”, the 
interdependence of local competitors, suppliers, customers and 
institutions tends to be common knowledge. 
 

• Latent clusters are those that have a critical mass of firms in related 
industries, sufficient to reap the benefits of clustering, but not 
sufficiently developed (to the necessary level of interaction and 
information flows) to fully benefit from colocation or geographic 
proximity. This can be due to a lack of knowledge of other local firms; 
a lack of interaction among firms and individuals; a lack of a common 
vision for their future; or a lack of the requisite level of trust for them 
to find and exploit common interests. In any case, such groups of firms 
do not think of themselves as a cluster and, as a result, do not consider 
exploring the potential benefits of closer relationships with other local 
organizations. Clear linkages among such firms are absent. 
 

• Potential clusters are those that have some of the elements required 
for the development of successful clusters. However, these elements 
require further enhancement to allow firms to benefit fully from the 
impact of agglomeration. Often, there are important gaps in inputs, 
services, or information flows that are necessary for cluster 
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development. Like latent clusters, they lack the interaction and self-
awareness of working clusters.  
 

• Policy-driven clusters are those earmarked by governments for 
support. However, they lack a critical mass of firms - or favorable 
conditions - for organic development. Examples are the numerous 
electronics and biotechnology “clusters” found in government 
programs. Policy-driven clusters tend to be selected on political 
grounds rather than any detailed, analytical process. They tend to rely 
upon the notion that policy can create clusters from relatively 
unfavorable conditions.  
 

• “Wishful thinking” clusters are policy-driven clusters that lack not 
only a critical mass, but also any particular competitive advantage than 
might promote organic development. 

 
The geographic scope of a cluster refers to the territorial area of firms, 
customers, suppliers, support-services and institutions that are embedded 
in the relationships/activities of that cluster. It can range from a small area 
within a city, to an area covering a large part of a country. For example, an 
Agro-Business Park in Jericho might be classified as part of a wider 
agricultural cluster in the geographical area of Jericho, as it shares - or is 
part of - the same value chain (VC). This is also true of the Hebron Shoe 
and Leather Cluster, which can be classified as a cluster as its firms cover 
several key parts of the VC, including manufacturers of leather, shoe 
components, shoes and footwear; as well as retailers. On the other hand, 
an industrial park in Hebron is unlikely to lead to a cluster, as there will 
probably be many different types of businesses located within it, sharing 
different VCs. Technically, this cannot be classified as a cluster. 
Governments often try to create a cluster environment by creating 
organized Industrial Zones/Parks. While these do offer some common 
benefits (such as shared power, water/sewage systems, communications 
etc.), they do not enjoy the typical benefits that clusters realize via the 
agglomeration of enterprises in the same VC. Such attempts at creating 
clusters frequently fail, due to there being an inappropriate agglomeration 
of enterprises in the same VC, and insufficient (if any) local, supporting 
institutions. Having such a diversity of industry within these Industrial 
Zones/Parks negates the advantages of the agglomeration of enterprises 
within the same VC. As such, they are less likely to realize cluster-based 
benefits. 
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Markusen, (1996) emphasizes the fact that Italian-style (Italianate) 
clusters, and ‘industrial districts’ with a high level of MSME involvement, 
are not necessarily typical of all countries where clusters can be found. 
Table 2 summarizes cluster typologies.  

 
Table 2: Cluster Typologies 

 

 Italianate Satellite Hub-and-Spoke 

Main features  

• Mainly MSME  
• Strong specialization  
• Strong local rivalry and 

networking 
(“coopetition”)  

• Trust-based 
relationships 

• Mainly MSMEs, 
dependent on external 
firm(s)  

• Often based on cheap 
labor  

• Large local firms and local 
MSMEs  

• Clear hierarchy  

Main strength  
• Flexible specialization  
• High product quality  
• Innovative potential  

• Cost advantage  
• Skills/tacit knowledge  

• Cost advantage  
• Flexibility  
• Weight of large firms  

Main 
weakness / 
vulnerability  

• Path dependence, slow 
adaption to radical 
change in economic 
environment or 
technology  

• Dependency on 
external actors for 
sales, inputs, and 
know-how  

• Limited scope for local 
activities to create 
competitive advantage  

• Whole cluster depends on 
the performance of a few 
large firms  

Typical 
trajectory  

• Stagnation/decline  
• Changing internal 

division of labor, 
outsourcing of certain 
activities to other 
locations  

• Emergence of hub-and-
spoke structure  

• Stagnation  
• Upgrading, integration 

of backward/forward 
steps, offering 
complete package to 
external clients  

• Stagnation/decline (if 
large firms 
stagnate/decline)  

• Upgrading, changing 
internal division of labor 
(large firms outsource 
activities locally)  

Promising 
policy 
interventions  

• Collective action to 
shape locational 
advantages, public-
private partnership  

• Typical instruments of 
MSME upgrading 
(training at all levels, 
technology extension)  

• Partnership between large 
firms/business 
associations and public 
MSME support agencies 
to strengthen MSMEs  

Source: Markusen, 1996 
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In addition, Markusen (1996) outlines that there are important distinctions 
in the geographic profiles of ‘traded’, ‘local’ and ‘natural, resource-based’ 
industries and clusters. 
 
Local industries and clusters are made up of local industries. Local 
industries provide goods and services almost exclusively to the area in 
which they are located, which explains why they must spread all across 
their country. Indeed, local industries are engaged in employment in every 
region, regardless of the natural or competitive advantages of a particular 
location. As a result, their regional employment should be roughly 
proportional to regional population. 
 
Traded industries and clusters are made up of traded industries. Traded 
industries sell products and services across economic areas (exporting out 
of the region), and are concentrated in specific regions where they choose 
to locate production due to competitive advantages afforded by such 
locations. Employment levels in traded industries vary greatly by region, 
and have no clear link to regional population levels.  
 
Natural, resource-based industries and clusters are concentrated 
geographically as well, but have to locate in proximity to deposits of 
natural resources. They may serve global markets but have little choice of 
location. In Europe, they account for around 5% of employment. 
 
2.3 Benefits of Clusters 
 
A business - or industrial - cluster often benefits from advantages that stem 
from its spatial proximity. Since these advantages are available to single firms 
that neither chose nor paid for such benefits, they are also called externalities, 
external economies or spillovers. Each specific cluster has its own particular 
set of benefits, but in general, clusters have advantages that can be described 
as follows: 
 
• Demand: Being adjacent to a final market (on the demand side) and 

being close to other firms within the same VC. This can provide clustered 
firms with competitive advantages in terms of travel and transaction costs. 

• Specific labor markets: The concentration of firms operating in the same 
cluster attracts skilled workers and enables the training of new ones, 
making clustered firms more efficient and reactive to a change in prices or 
an increase in demand. 
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• Increased productivity: A reduction in production costs (i.e. transport 
costs, labor market, labor division, entrepreneurship, cooperation, etc.) 
made possible through collaborative projects. 

• Reduction of transaction costs: This also made possible through 
collaborative projects (rules, relational capital, etc.). 

• Innovation: Cooperative research and competition make innovation a 
requirement for most cluster enterprises. When competition within the 
cluster increases, it is important for cluster firms to innovate to retain their 
share of business.  

 
Enright (1996) proposed that buyer-supplier relationships, common 
technologies, common buyers, common distribution channels and common 
labor pools were important in binding a cluster together. He also stated that a 
cluster involves a certain degree of spatial proximity between its members, 
and that geographic proximity enables face-to-face networking, the 
emergence of common labor markets and the diffusion of knowledge, 
especially implicit knowledge that is difficult to classify. 
 
More often than not, the location of a cluster occurs naturally, with enterprises 
co-locating for numerous business reasons. Examples are: 
 
• Proximity to market (e.g. Moroccan garment clusters and their proximity 

to Europe). 
• Availability of raw materials (e.g. Egyptian textile clusters and their 

proximity to Giza 86 cotton, and North Hebron/Bethlehem stone and 
marble clusters and their proximity to stone deposits). 

• Availability of power (e.g. British steel clusters and their proximity to 
coal mines). 

• Climate (e.g. tea clusters in India and wine clusters in California). 
• Availability of labor (e.g. large Chinese population has led to the rise of 

many labor- sensitive manufacturing clusters). 
• Proximity to natural ports and transport hubs (e.g. the logistics cluster in 

Rotterdam).  
• Proximity to suppliers (e.g. Silicon Valley cluster and its proximity to 

intellectual knowledge via local tech universities). 
 
There are some costs associated with the external development of successful 
clusters. These usually relate to the implementation of collaborative 
initiatives, the expense of building and operating collective equipment, 
facilities and services and the cost of a full- or part-time cluster manager. 
Normally, these costs are covered by a small contribution from each cluster 
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member (enterprise). In pilot cluster projects, such expenses are often heavily 
subsidized by donor agencies, in order to help ‘start up’ clusters that have 
been identified as having strong potential. 
 
2.4 Clusters and Competitive Advantage 
 
Porter’s (1990) Diamond Model emphasizes that for clusters to possess a 
competitive advantage, they require four determinants: Factor Conditions; 
Demand Conditions; Related and Supporting Industries; and Firm Strategy, 
Structure and Rivalry. There are also two outside influences: Chance and 
Government. 

 

 
Figure 1: Porter’s Diamond Model for Competitive Advantage 

 

 
Source: Porter, 1990 
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2.4.1 Factor Conditions 
 
Factor conditions refer to a country’s situation concerning factors of 
production (i.e. skilled labor, natural resources and infrastructure). These are 
necessary for firms to compete in a given industry. Porter (1990) argues that 
created elements of factor conditions are more important in determining a 
country's competitive advantage than naturally-inherited elements, such as 
land and natural resources. Created elements relate to skills, infrastructure and 
scientific/technological knowledge. He further suggests that a primary role of 
government in driving the economy forward is to encourage and challenge 
business in that country to focus on creating, and developing, elements of 
factor conditions. 
 
2.4.2 Related and Supporting Industries 
 
Related and supporting industries refers to the presence (or absence) of 
internationally competitive suppliers and other related industries in that 
cluster. Their presence provides the foundation on which a cluster can thrive 
and develop. Enterprises are often reliant on coalitions and partnerships with 
other companies, in related/supporting industries, in order to create additional 
value for customers and become more competitive. Suppliers are particularly 
vital to improving cluster-firm innovation, through more efficient and higher-
quality inputs, timely feedback and providing technical inputs and market 
advice. 
 
2.4.3 Demand Conditions 
 
Demand conditions refer to the nature of national/local demand for both 
services and tangible products. They cover the size/type of customers for 
cluster products, in terms of the quantity of products demanded and the 
quality of products made available. Larger, more vibrant customer markets 
will demand improved products and/or services, motivating clustered firms to 
differentiate and innovate. 
 
2.4.4 Firm Strategy, Structure and Rivalry 
 
Firm strategy, structure and rivalry suggests that competition within a cluster 
leads to clustered enterprises finding ways to increase their production, reduce 
costs and develop new products/services through innovation. The 
concentration of market power, the degree of competition and ability of rival 
firms to penetrate national markets are influential here. The more intense the 
rivalry amongst clustered enterprises, the more they are motivated to innovate 
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and improve their products/services, in order to maintain their competitive 
advantage. Porter (1990) argued that domestic, inter-cluster firm rivalry is a 
powerful stimulus to the development of competitive advantage. It occurs 
because of the pressure exerted by other clustered firms, who are also 
developing improvements and innovative ideas for themselves. He argued that 
rivalry among domestic firms often goes beyond a pure price war - companies 
push each other towards providing better-quality services and creating new 
products/processes. Competition may reach a point where clustered firms 
might not preserve their advantages for long periods. However, active 
pressure from competitors - and the fear of falling behind - stimulates new 
thinking and innovation. 
 
2.4.5 Chance 
 
Chance events are developments outside the control of firms (and usually 
governments too). Examples are wars, external political developments, major 
demand changes in overseas markets, new breakthroughs in basic 
technologies, etc. They create gaps that can reshape industry structures and 
provide opportunities for firms to displace one another. 
 
2.4.6 Government  
 
Governmental choice of policy can influence each of the four determinants. 
Successful policies work in industries where the underlying determinants of 
national advantage are present, and reinforced by government action. 
Government can improve the prospects of a cluster gaining competitive 
advantages, but it lacks the power to create such advantages on its own.  
 
These four attributes, along with government and chance, interact with one 
another, transforming the Diamond into a system that promotes or impedes 
the creation of competitive advantage for firms, clusters, and countries. Figure 
2 summarizes some of the key conditions. 
 
All conditions need to be present - and favorable - for an industry/company 
within a country to attain competitiveness. This systemic nature promotes 
clustering, enabling vertical linkages up and down the VC and supply chain, 
as well as horizontal linkages between individual enterprises within a cluster.  
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Figure 2: Summary of Typical Diamond Model Attributes 

 

Chance Demand Conditions Factor Conditions 
Firm Structure, 

Strategy and Rivalry 
Related and 

Supporting Industries 
Government 

• Random events 
• Natural disasters 
• Scientific 

breakthroughs 
• Terrorist attacks 
• Pandemics 

• Size of domestic 
market 

• Sophistication of 
customer demand  

• Customers’ needs 
are anticipated  

• Natural resources 
• Human resources 
• Capital resources 
• Infrastructure 
• Scientific knowledge 
• Technical innovation 

• Company strategies 
• Structure of 

enterprises 
• Management systems 
• Intense competition 

between rivals 

• Presence of 
supporting 
organizations and 
competitive 
enterprises  

• Domestic suppliers 
with a global 
presence 

• Government policies 
• Industry regulation 
• Government working 

as a catalyst and 
challenger 

Source: Researcher, 2020 
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2.5 Stages of Cluster Development  
 
One of Porter’s precepts is that national prosperity is created, not inherited. 
This contrasts with the comparative advantage theory, in which resource 
endowments underlie regional and country competitiveness. Factor-driven 
economies represent a preliminary stage of economic development. The next 
stage is investment / efficiency-driven (i.e. raising the productivity of factors 
through more investment) and the third stage is innovation driven economies. 
 
Positive economic development is a process of sequential upgrading. A 
country’s business environment tends to evolve in order to support/boost 
progressively sophisticated methods of competition by enterprises based 
within it. This process can be described as a sequence of developmental 
stages, each with a different set of economic characteristics and challenges, as 
illustrated in Figure 3.  
 

Figure 3: Porter’s Stages of Competitive Development 
 

 
Source: Porter, 1990 

 
2.5.1 Factor-Driven Stage  
 
The first developmental stage is the Factor-Driven Stage. In this stage, 
competitive advantage is based exclusively on endowments of labor and 
natural resources. Wages are relatively low.  
 
2.5.2 Investment- and Efficiency-Driven Stage  
 
In the Investment-Driven Stage, efficiency in the production of standard 
products/services becomes the dominant source of competitive advantage. 
Economies concentrate on manufacturing and exports. Firms pay higher 
wages, but are susceptible to financial crises and external, sector-specific 
demand shocks.  
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2.5.3 Innovation-Driven Stage  
 
The Innovation-Driven Stage sees the production of innovative 
products/services at the global, technology frontier, using the most-advanced 
methods available. This becomes the dominant source of firms’ competitive 
advantages. The national business environment is characterized by strengths 
in all areas of the Diamond, together with the presence of deeply-rooted 
clusters with strong links to the many parts of their VC. Clusters are critical 
drivers in generating productivity and encouraging innovation. Institutions 
and incentives supporting innovation are well-developed, increasing the 
efficiency of cluster interactions. Companies compete with unique strategies 
that are often global in scope, and they invest strongly in advanced skills, 
latest technologies and innovation. 
 
2.5.4 Cluster Lifecycle 
 

Clusters can be found in any economy, and at any stage of its development, 
from the factor-driven stage to the innovation-driven stage. Clusters are also 
known to have their own developmental phases, as depicted by Figure 4. The 
Pre-Cluster Stage is the simple co-location of various enterprises. These have 
little significance in terms of competitive performance. In the Emerging 
Cluster Stage, a number of enterprises in the agglomeration start to build 
linkages. During the Mature Stage, formal or informal institutions of 
collaboration start to play a more active role in the clustering process, and the 
internal dynamics of new firm creation through start-ups, joint ventures and 
spin-offs becomes a hallmark of the cluster. As time goes by, markets, 
technologies and processes change, thus, the core competencies of firms and 
their clusters change accordingly. In order for a cluster to survive, become 
sustainable and avoid stagnation, it has to innovate and adapt to change. This 
can result in a Transforming Cluster, leading to (one or several) new clusters 
that focus on new, core activities. Clusters’ evolutionary process is history-
dependent, driven by the decisions of multiple actors, and in such situations 
coordination can help a cluster reach an evolutionary path leading to higher 
prosperity.  
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Figure 4: Cluster Development Phases 

 
Source: Adapted by the Researcher from Clustering Policy for Turkey, 2010 

 

2.5.5 Cluster Improvement 
 
Developing economies have been supported by a variety of donor-funded, 
cluster-focused projects, designed to kick-start cluster development and build 
cluster-based capacity. Projects in non-EU countries span the globe, including 
a recent project in Palestine, where AFD supported PSCDP from 2013 to 
2017.  
 
Support for MSME cluster development is also provided to developing 
countries by organizations such as the OECD (via their Development and 
Cooperation Directorate - see http://www.oecd.org) and the UN Industrial 
Development Organization (UNIDO, via their Clusters and Networks 
Development Program - see http://www.unido.org). Europa Inter-Cluster 
(2010) cites the three following points as prerequisite for healthy cluster 
development: 
 
1. Framework Conditions. These include quality research and development 

(R&D) institutions, educational establishments, a dynamic business 
climate, effective policies for innovation and business start-ups. All these 
are important in creating an environment conducive to cluster 
development. 

2. Cluster Actors. Some cluster members exhibit high levels of 
competitiveness and competence, setting an example for other companies 
in that cluster. 

3. Cluster Organization and Management. The strength and future prospects 
of a cluster are linked to the strengths and professionalism of cluster 
management, and its ability to provide effective support services. 
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Many civil-society organizations are also involved in cluster-based initiatives 
and their development. The development of clusters has received much 
academic attention, concerning appropriate governance structures, best 
methods for coordination, training of cluster actors and the implementation of 
initiatives.  
 
It is important to point out that multinational enterprises (MNEs) are often an 
effective vehicle for the transfer of technology and knowledge from clusters 
in advanced countries, to those in developing ones. They contribute to the 
competitive development of local clusters through skills’ transfer and 
technical upgrades. Several studies (Blomstrom and Kokko 1998, Rodrigues-
Clare 1996, Caves 1974, Haskel et al 2002) have stressed the importance of 
technological development generated by MNEs in the economic systems of 
recipient countries. More specifically, the literature suggests that the presence 
of hi-tech MNEs is likely to instigate a process of reduction in the 
technological/productivity gap between foreign and domestic firms. Gereffi 
(1994) shows that a similar view is shared by global value chains (GVCs), 
particularly those that work in producer-driven VCs. 
  
In his analysis, Gereffi (1994) points out that MNEs are an important vehicle 
of knowledge, as well as a significant link to international markets for clusters 
located in the developing world. A firm may upgrade its position in the GVC 
by improving its products/processes, or by learning how to perform new 
functions. For example, a firm could learn design for a market or distribute a 
given product. However, as Humphrey and Schimts (2001) explain, 
integration within a GVC may also impose a set of strategic limits, including 
the choice of products that a firm will develop or services that it will provide.  
 
2.6 MSME Development 
 
The Palestinian economy is mainly comprised of MSMEs. They have an 
important place in the national economic structure, employing the largest 
number and contributing significantly to the overall economic welfare of the 
country. MSMEs in Palestine account for 99.8% of all enterprises (Palestine 
Central Bureau of Statistics - PCBS 2018). Therefore, it is important to 
understand how MSMEs develop and how their development might affect 
existing (or potential) clusters in Palestine. 
 
Several business-growth, model classifications exist (e.g. Greiner 1972, 
Churchill and Lewis 1983, Scott and Bruce 1987, O’Farrell and Hitchens 
1988; Gibb and Davies 1990, Delmar et al 2003; Barringer et al 2005, Dobbs 
and Hamilton 2007). These researchers have categorized business growth as 
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a series of separate stages through which firms move, each related to specific 
management issues that must be addressed if growth is to be sustained. The 
Churchill and Lewis (1983) model has been chosen as a reference tool in this 
paper. This model proposes six stages of small business growth. Table 3 
illustrates that each stage portrays a unique index of size, diversity and 
complexity; and is described by five management factors - managerial style, 
organizational structure, and extent of formal systems, major strategic goals 
and owner’s involvement in the business.  
 



Table 3: Small Business Growth Model 
 

 

Stage I Stage II Stage III D Stage III G Stage IV Stage V 

Existence Supervised 
Success -  

Disengagement 
Success - Growth Take-Off Resource Maturity 

Management style • Direct 
supervision 

• Supervised  
• Supervision 

• Functional • Functional • Divisional • Line and staff 

Organizational 
structure 

• Simple • Simple   • Decentralized  

Extent of a formal 
system 

• Minimal to non-
existent planning 

• Minimal cash-flow 
planning 

• Basic • Developing • Maturing 
• Operational and 

strategic planning 

• Extensive 

Major strategy • Existence • Survival • Maintaining profitable 
status quo 

• Get resources for 
growth 

• Growth • Return on investment 

Business and owner • Owner does 
everything 

• Owner gives well-
defined orders to 
limited number of 
employees 

• Owner monitors strategy    

Main problems • Acquiring 
customers and 
delivering the 
service/product 

• Cash-flow 
• Expanding the 

customer base 

• Relationship 
between revenues 
and expenses 

• Replacement of 
capital assets 

• Financing growth 

• Key decisions to exploit 
company’s 
accomplishments and 
expand/maintain stability 
and profitability 

• Use the company as a 
platform for growth 

• Disengagement issues  
• Start new enterprise, 

leave, retire 

• Consolidates 
company and 
marshals resources 
for growth 

• Hiring new people 
to manage the 
company’s future. 

• Financing rapid 
growth 

• Delegation, with 
controls on 
performance or 
abdication 

• Tolerate high debt 
equity 

• Consolidate and 
control financial 
gains 

• Retain the 
advantages of small-
size, including 
flexibility of 
response and 
entrepreneurial spirit 

Source: Churchill and Lewis, 1983 
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This growth model has significant implications for the development of 
clusters within the context of Palestine. As successful cluster development 
requires a number of factors to be in place, where the development of the 
cluster’s member MSMEs (as individual firms) is important. Understanding 
how MSMEs develop over time will inform us on how an individual 
enterprise can impact the dynamics of a cluster, assisting in the planning of 
the most-beneficial initiatives, while simultaneously anticipating bottlenecks. 
 
A final comment is made on the characteristics of culture, which according 
to Wilson (2016), impact how MSMEs within clusters develop their 
competitiveness and their business strategies. Wilson (2016) proposed that 
numerous cluster initiatives focus on the process of identifying clusters, 
developing econometric models and implementing collaborative projects, but 
miss out the vital elements of company and people dynamics, the main 
drivers of competitiveness at cluster-level. Through his study, Wilson (2016) 
demonstrated that despite the existence of numerous cluster initiatives, 
MSMEs in his sample group took little advantage of opportunities afforded 
to them. This indicated that other factors influenced competitive 
development. By using a framework of cultural indices and characteristics, 
coupled with a longitudinal analysis of clustered firms, empirical results 
showed that firm-level competiveness could correlate with national, cultural 
characteristics. Wilson thus proposed that the study group’s cultural 
characteristics contributed to low levels of innovation, and an inability to 
react to market and technological changes. As such, culture was integrated 
into the framework of Porter’s Diamond, as a natural factor that must be 
considered when designing cluster-based initiatives. 
 
2.7 Cluster Policy Development 
 
2.7.1 Cluster Policy Evolution 
 
In the early years of cluster policy development, experts were primarily 
interested in analyzing the precise advantages of clustering (Brown 2000, 
Rosenfeld 2002a, Martin and Sunley 2003, Sölvell et al 2003). Their intention 
was that research results could provide policy-makers with better arguments 
and recommendations on whether (and how) to implement cluster-based 
policies. Many different approaches have since been used to try to evaluate 
specific cluster policies (Uyarra and Ramlogan 2012), although there remain 
significant challenges in this regard (Aranguren et al 2013, Schmiedeberg 
2010, Aragón et al 2013). Indeed, Perry (2005, p.833) argues that “it has been 
possible to pick and mix research evidence too freely” which, together with 
the relative imprecision of the cluster concept, helped to fuel the escalating 
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adoption of cluster policies around the world. There are several restrictions on 
effectively assessing cluster policy, including the absence of a precise 
definition of clusters and the lack of a uniform methodology for evaluation. 
 
In practical, policy-application terms, as noted by Bailey (2003), there is 
considerable confusion over what the term ‘cluster’ actually means, and 
different definitions are provided. The OECD (2009, p.26) observes that “a 
frequent mistake made by policy-makers and analysts is to think that clusters 
are synonymous with deliberate policies or deliberate cooperation in formal 
networks”. Most examples of developed clusters discussed in the literature, 
including notable cases such as Silicon Valley in San Francisco and textiles in 
Prato, have emerged without specific policies to foster networking or cluster 
behavior (Sölvell et al 2003). Lind (2003) undertook an analysis of over 700 
clusters in 49 nations, identifying only one such instance - the electronic 
goods’ cluster at the Hsinchu Science Park, Taiwan. This competitive cluster 
developed primarily due to conscious governmental action to attract firms to 
the Park.  
 
Before investing public money in developing and implementing cluster 
policies, policy-makers need to acquire a comprehensive understanding of the 
respective, regional, cluster landscape. Knowledge of the existence of clusters 
involves distinguishing between at least three alternatives:  
 
• Existing clusters. 
• Emerging clusters.  
• No-potential cluster contenders.  
 
It is important to make an assessment that focuses on cluster characteristics, 
such as geographic concentration, critical mass, interaction/cooperation 
between companies and supporting organization. Economy-wide cluster 
studies typically involve several phases, over at least four to six months.  
 
In summary, assessing the existence of clusters provides policy-makers with 
important information for:  
 
• Understanding the business landscape and its strengths and weaknesses. 
• Prioritizing policy efforts. 
• Identifying the need and opportunity for a particular cluster policy. 
• Justifying future policy measures and creating transparency. 
• Validating and communicating a political strategy, while enhancing the 

process of making (funding) decisions. 
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In practice, this type of categorization is far from trivial, providing essential 
information on the need for - and the extent and future direction of - cluster 
policy. 
 
The old model used for setting policy is where government drives economic 
development through policy decisions and incentives. In the new model, 
economic development is a collaborative process involving government at 
multiple levels, working with companies, education/research establishments 
and institutions for collaboration (Porter 2003). As Hansen (2007) shows in 
his model, cluster policy is now evolving from a top-down, government-led 
approach, to a collaborative, bottom-up approach (See Figure 5). 
 

Figure 5: Evolution of Cluster Policy  
 

Evolution of National Cluster Policy 
 

FROM: 
 

• National five-year plans 
• Industrial location policy 
• Growth pole strategies 
• Support to lagging regions 

 

 

TO: 
 

• National coordination of regional 
clustering implementation 

• Support to regional, provincial 
and private led clustering 
initiatives 

 

Source: Hansen, 2007 

 
Wilson (2014) suggests that, after first assessing potential opportunities, 
cluster policy development should follow a process described by the 
following phases:  
 
1. Discussion initiation. 
2. Economic analysis. 
3. Policy analysis. 
4. Policy development. 
5. Policy implementation. 
6. Monitoring and evaluation (M&E). 
7. Policy modification. 
 

 
Top Down 

 
Bottom Up 
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Further suggestions on how these phases are undertaken - and how policy is 
shifting in emphasis to being more collaborative - can be found at Annex I 
and Annex II. These are adapted from Wilson (2014) and Cluster Navigators 
(2016). Both sources emphasize a move to a more consensual and 
collaborative approach to cluster policy, through more engagement with the 
private sector and supporting institutions. 
 
Depending on the industrial/economic cluster and VC, a cluster’s 
characteristics will vary, having different weights and values. It is therefore 
very difficult to design a generic set of policy instruments that suit all cluster 
frameworks. Thus, it is important to thoroughly understand the specific 
cluster environment before embarking on any cluster policy development. 
 

2.7.2 Clusters and Other Governmental Policies (e.g. Industrial and Trade 
Policies) 

 
Once a cluster(s) is better understood, it becomes possible for policy-makers 
to develop appropriate support policies. Note, however, that policy initiatives 
simply aimed at picking winners and nurturing them through 
subsidies/protection have been widely discredited, as they rarely succeed. 
Porter (2007) wrote that:  
 

“Cluster-based policies, unlike sectoral or industrial policies, are neutral 
with regard to industry or type of economic activity. In cluster theory, all 
clusters are good. Enhancing cluster externalities and spillovers will 
increase productivity and prosperity in any cluster. Hence government 
should not choose among clusters or try to promote one over another 
through applying policy instruments direct to specific clusters, but rather 
create policies that support upgrading in every cluster. Cluster policy is 
thus fundamentally different from sectoral or industrial policy.  

 
Issues such as tariff and non-tariff barriers are generally aimed at the national 
economy and “sectors”, rather than “clusters”. While clusters might be 
affected by such barriers, they are not usually specifically targeted by trade or 
industrial policies. This is why, in most literature and in practice, there is 
evidence of policies aimed at “enabling” clusters through numerous activities 
(encouraging R&D, improving education, investment in collaborative 
infrastructure, building specialized centers of excellence, etc.).  
 
Generally, most policies that affect clusters can be expected to be more robust 
if they operate at local and regional levels. These might be highly relevant 
when designing and implementing cluster policies. While instruments used on 
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national/supranational scales could set conditions for the development of 
clusters, they must be complemented by action on the regional and local 
levels. In other words, clusters should be supported with governmental 
initiatives that support their development at the local level, and at the cluster 
level. Given the wide range of potential clusters in Palestine, policy support is 
likely to be best-directed to help fill the gaps found within MSMEs which 
form such clusters.  
 
As cited in Wilson (2014), a broad vision of a cluster policy statement can be 
expressed as “all governmental actions in collaboration with other public and 
private institutions, which are targeted towards cluster formation and/or 
development and efficiency strengthening”. This generally correlates with the 
cluster policy definitions of Raines (2000), Fromhold Eisebith and Eisebith 
(2005), and Asheim et al (2002). In addition, Benner (2012, p.85) outlined 
that no matter what is seen or understood by cluster policy-makers, the key is 
to understand the differences of cluster policies from other existing policy 
approaches. This distinction lies in the main targets of cluster policy, which is 
not oriented exclusively towards the development of any specific firm or 
industry, but rather towards the whole VC of activities within the cluster. 
Given that cluster policy is part of industrial policy, it can only conform to the 
system of a market economy insofar as the industrial policy does as well. 
Therefore, it can be said that cluster policy should be directed at facilitating 
and enabling existing national economic and trade policies. What is important 
is the good choice of policy tools and mechanisms that will assist the cluster, 
while also correlating with stated, national policies. 
 
2.7.3 Successful Clusters 
 
There are a number of successful clusters in the developed world, such as 
electronics and multi-media, as well as: 
 
• Cultural product-agglomeration in California (Scott 1996). 
• Technology-intensive, industrial clusters in Baden-Württemberg, 

Germany (Sabel et al 1989, Herrigel 1993). 
• Software and telecommunications’ equipment cluster in Ireland 

(Gallagher et al 2002, Görg and Ruane 2000). 
• Machine tools’ networks in Northern and Central Italy (Paniccia 1998).  
 
Dynamic clusters are a widespread phenomenon, not only in developed 
nations but also in developing economies. The wine cluster in Chile, the 
surgical instruments’ cluster in Pakistan, the cotton knitwear cluster in 
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Tirupur (India), and the footwear cluster in the Sinos Valley in Brazil are a 
few examples of successful clusters in developing economies. These dynamic 
clusters were able to establish themselves in regional and global markets, 
record high rates of growth, and generate wealth and prosperity for their 
members. 
 
Successful clusters are based on systemic relationships among member firms. 
These can be built around common or complementary products, production 
processes, core technologies, natural resource requirements, skills’ 
requirements and/or distribution channels. Emphasis is on linkages that arise 
from mutual interaction between individual industries and associated 
institutions. Clusters rise through the flow of information or products between 
companies functionally linked together.  
 
Agglomeration, competition and collaboration between producers, customers 
and competitors - whether based on geographical proximity or linked by 
complementary expertise - promote efficiency and increases cluster 
specialization. Well-established clusters have the ability to regularly re-invent 
the way in which they operate. This contributes to ensuring their long-term 
sustainability. As clusters mature and become more defined in their direction, 
many implement M&E methods to assess the success of their strategies and 
common/joint initiatives. 
 
Clusters produce external outputs. “Hard” external outputs create advantages 
such as a larger pool, greater variety, lower cost of supplies/components, 
specialized/customized services, more highly-skilled labor and potential 
partners. “Soft” external outputs include increased access to tacit knowledge 
concerning technology, markets, opportunities for networking, and aggregate 
interests/needs.  
 
Innovation, imitation and entrepreneurship propel virtually all competitive 
clusters. Not only do firms improve the competitiveness of their main 
activities, but they also absorb new functions and activities, generating 
technological spillovers. Through such processes, firms and entire industrial 
sectors can evolve from a position of low-tech to high-tech, and thus move to 
higher-value activities. Innovation builds a strong company, but imitation - 
and the competition that follows from it - generates strong clusters. Imitation 
is as important to a cluster as innovation, as it involves the circulation of new 
concepts and practices among clustered companies. As these circulate, they 
spur further innovation. 
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A review of the literature - coupled with the researcher’s personal experience 
- shows that successful clusters can occur across many stages of economic 
development. However, there is a bias in success towards clusters that have 
access to technology; or are highly specialized with unique products that are 
in demand nationally or internationally. Some examples are: 
 
• Aarhus, Denmark (87% of global wind turbines). 
• Auckland, New Zealand (global center for top-class “super yacht” 

production). 
• Bresle, France (75% of global perfume bottles). 
• Motorsport Valley, UK (home to Formula 1 racing teams and 

engineering). 
• Chemelot Limburg Province, Netherlands (chemicals). 
• Costa Brava, Spain (70% of global production of corks for sparkling 

wine). 
• Hangji, China (30% of global toothbrushes). 
• Izmir, Turkey (regional center for dried figs and raisins). 
• Montebelluna, Italy (75% of global ski boots). 
• Qiaotou, China (60% of global buttons).  
• Samoa, Virgin Islands (regional center for coconut oil production). 
• Sialkot, Pakistan (the largest global producer of surgical instruments). 
• San Francisco Bay Area, California (Silicon Valley, which serves as a 

global center for hi-tech, innovation, venture capital and social media). 
 
2.8 Summary of Literature Review 
 
This literature review has demonstrated that there is a wide variety of cluster 
typologies and numerous key attributes important to cluster development. The 
literature provides several hundred examples of clusters around the world. 
However, it is not possible to measure their success or compare one cluster 
with another, as there is no unified methodology for measuring cluster 
dynamics. A successful measurement for one cluster might not be relevant to 
another. However, it is clear that these clusters play an important part in local 
economic development, whether they are small agricultural clusters in Africa 
or large automotive/medical science clusters in the Baden-Württemberg 
region of Germany.  
 
While there is much empirical literature detailing the efficiency gains of 
enterprises from clustering in middle- and high-income countries, less is 
known about the impact of spatial focus on firm-level productivity in low-
income countries; and in particular the unique situation of the passive-conflict 
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economy of the occupied Palestinian territories. This is partly due to problems 
in identifying productivity spillovers to firms that result from being located in 
a cluster. Identification of the impact of clustering on productivity and 
economic development is confused by the option of self-selection, as it is very 
difficult to decide whether the most successful firms choose to locate within 
certain clusters, or whether it is clustering itself that increases firm-level 
productivity.  
 
Particularly relevant for this paper is that the literature review has not found 
any evidence where industrial and trade policies are required for cluster 
development (ToR activity #5). In fact, as research and practice have shown, 
cluster policy should be neutral, providing an enabling environment for all 
clusters. 
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3. SNAPSHOT DIAMOND ANALYSIS 
 
 

This Chapter provides a short analysis of the state of Palestine’s factor 
conditions, focusing on those factors outlined in the 9-Factor Model at 
Figure 6, adapted from Porter’s Diamond Model for Competitive Advantage 
(see Figure 1). 
 
3.1 Background 
 
In order to understand the context in which cluster development can advance 
in Palestine, a snapshot review has been undertaken using Porter’s Diamond 
Model (1990), supplemented with additional elements proposed by Cho 
(2005). References are made to several MSME development models (in 
particular Churchill and Lewis (1983)) and to previous work undertaken by 
PSDCP on its five clusters in the West Bank and Gaza Strip. These five 
clusters are: 
 
• The Shoe and Leather Cluster based in Hebron. 
• The Stone and Marble Cluster based in North Hebron. 
• The Furniture Cluster based in Salfit. 
• The Tourism and Creative Arts Cluster based in East Jerusalem. 
• The Date Palm Cluster based in the Gaza Strip.  
 
In light of the commentary provided by Wilson (2016), clusters are examined 
from the perspective of influences imposed by national cultural 
characteristics. Understanding these influences can assist in designing more 
appropriate cluster initiatives, as well as enhancing the 
management/governance of clusters. 
 
The 9-Factor Model captures an economy's cache of resources and 
capabilities – these can be exploited to enhance national competitive 
advantage (NCA). The local (home-based) determinants of NCA are factor 
conditions; demand conditions; related and supporting industries; firm 
strategy, structure and rivalry. Using this Model highlights the competitive 
drivers of clusters within the national economy, and their significance for 
cluster development. While each cluster is likely to explore its own, specific 
determinants of NCA, this research paper applies the Diamond analysis from 
an overall, country-wide perspective. Given the relatively small size of 
Palestine, emphasis is placed on how competitiveness is realized at the 
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cluster level; and how this can inform policy-makers on which cluster 
initiatives might be most effective.  
 
The topic of global competitiveness can be said to occur at the crossroads 
between international economics and the strategic management of firms in a 
cluster. Competitiveness incorporates many facets of both disciplines: 
international trade, global supply/demand, industry structures, intensity of 
competition within industries and strategies utilized by competitors. 
 

Figure 6: The 9-Factor Model 
 

 
Source: Cho, 2009, adapted Wilson, 2012 
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3.2 Factor Conditions 
 
This section considers Palestine in terms of factor conditions, such as skilled 
labor, physical resources, capital and infrastructure. These are considered 
necessary for clusters to compete in a global market. Factor conditions 
include any factors of production that a firm uses in its business. They may 
be traditional, such as land, labor, capital and naturally occurring raw 
materials, or non-traditional, such as manmade structures that facilitate 
commerce (e.g. basic infrastructure, such as roads, water systems and 
telecommunications) and any that are specific to the firm (e.g. 
entrepreneurship and innovation). Other factors would be educational and 
legal systems.  
 
Porter (1998) classifies factor conditions into five major categories: physical 
resources, knowledge resources, capital resources, infrastructure, and human 
resources (HR). The more advanced these factors are, the more they will 
enhance the success of businesses located in the country as they provide 
needed inputs and systems for firms use to gain competitive advantages over 
their rivals. Without them, the firms would have to expend their own 
resources to provide such structures for commerce and transactions. 
 
Factor conditions can also include the quality of university research, 
deregulation of labor markets, or liquidity of national stock markets. Such 
conditions as these often provide initial advantages and can subsequently be 
built upon. It is known that nations, or regions within a nation, typically have 
their own set of factor conditions. The development of industry depends on 
the optimal use of specific factor conditions that prevail in these locations. 
This is undoubtedly the case for some clusters in Palestine, such as the Date 
Palm Cluster and the Stone and Marble Cluster. The existence of natural, 
physical resources allowed for their development. When considering factor 
conditions, it is important to appreciate that Palestine is under severe 
developmental restrictions, largely due to the Israeli Occupation. This 
enforces innumerable restrictions on the Palestinians and their economy, 
preventing them from accessing much of their land resources, and from 
exploiting much of their natural resources.  
 
The Palestinians are isolated from global markets. There are no operational 
airports, or ports, in the Palestinian territories, again due to Israeli 
restrictions. The domestic road network presents major problems in terms of 
facilitating access and movement. As highlighted and acknowledged by 
numerous international organizations, including the World Bank (2017), 
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UNCTAD (2019) and the IMF (2018), the Occupation is preventing 
sustainable economic growth. 
 
3.2.1 Geographical Location and Natural/Physical Resources 
 
Palestine comprises two, main, geographical areas. The first is the 
landlocked West Bank, sharing borders with Israel and Jordan, covering an 
area of approximately 5,860 km². The second is the Gaza Strip, covering 
about 360 km², sharing borders with Israel and Egypt. It has access to the sea 
and has a small port currently blockaded by the Israelis - no sea traffic is 
permitted. 
 
Key natural resources in Palestine include arable land and water, allowing 
agriculture to flourish in the Jordan Valley. Additional natural resources 
include stone and marble deposits, predominately found in the areas 
surrounding Bethlehem and Hebron. Given the cultural and religious history 
of the area, there is substantial growth-potential in tourism (and religious 
tourism), but this has been suppressed by continued Occupation. 
 
A major impediment to Palestinian development is poor infrastructure, 
caused largely by Israeli restrictions on raw materials required for 
infrastructural upgrades, and a lack of funding from the PA. As a result, 
Palestine has poor road infrastructure, inadequate and irregular power 
supplies, defective sewage systems and intermittent water supplies. This is 
particularly true in Palestinian towns and villages located near Israeli 
settlements, which assume precedence over such supplies. 
 
In addition, Palestinian movement/access is severely restricted in the West 
Bank, due to a network of roads built for the exclusive use of Israelis only. 
These roads connect Israeli settlements/infrastructure with Israel itself, 
restricting Palestinian vehicular access across the territory. Access to and 
from the Gaza Strip is also heavily curtailed, with visas required to travel 
across Israel itself. This has a significant impact on business operations, 
negatively affecting the economic development of enterprises in Palestine. 
The PA is trying to find a solution, in light of the rising number of vehicles 
and the obvious need for a more efficient road network to facilitate 
movement of goods/services. However, given that much of the Israeli road 
network is (partly) funded by the U.S., the PA has refused to agree to 
proposed developments that imply an acceptance of a divided West Bank. 
 
According to the website of the Renewable Energy and Energy Efficiency 
Partnership (REEEP), Palestine is 100% dependent on fuel imported through 
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Israel for power generation, gasoline etc. Israel also controls energy imports 
into Palestine, and does not allow trade in electricity and petroleum products 
between the PA and other countries. Only 9% of electricity was generated by 
the Palestine Electric Company in the Gaza Strip. Imports from Israel (87%) 
power most of the West Bank and the shortfall in the Gaza Strip, with power 
also imported from Jordan to power Jericho (1%); and from Egypt to power 
Rafah in the Gaza Strip (3%).1 
 
Continuing political and economic instability has impeded significant 
liberalization of the telecommunications industry in Palestine. However, in 
January 2018, the mobile operator Jawwal was finally able to launch third-
generation (3G) services in the West Bank, after years of disputes with 
Israeli authorities, convincing them to remove their ban on allowing 
Palestinian mobile companies to operate the necessary frequencies for such 
services. However, the range of 3G frequencies is severely limited: one 5-
MHz frequency is dedicated and 5 others are shared. This indicates that 
Palestinians are only allowed to use one specific frequency within the West 
Bank. Israelis can use their mobile phones in Israel and the West Bank, while 
Palestinians are required to coordinate with Israel in border areas. A decade 
of work was necessary to realize this achievement and - to date - 3G services 
are available in the West Bank only, and not in Gaza. While 3G is a welcome 
development, the telecom sector is prevented from further development, 
particularly in Area C, where they cannot build infrastructure (e.g. masts). 
Given that most of the world is currently operating 4G and moving to 5G, 
Israeli obstruction of the Palestinian telecom sector negatively impacts the 
ability of Palestinian companies, mobile operators, internet service-
providers, and the state as a whole, to benefit from further technological 
innovation. 
 
3.2.2 Population, Demographics and Education 
 
According to PCBS, 2020 data shows that the population of Palestine is 
continuing to rise. It is currently reported to stand at about 5.038 million, 
with approximately 2.01 million in the Gaza Strip. Ramallah is considered 
the de facto capital of Palestine. Along with (its twin city) Al-Bireh, 
Ramallah is home to approximately 340,000 inhabitants. Around 21.9% of 
the population is aged 15-24 years, and the annual population growth rate is 
2.94%. The Israeli Occupation, which has spanned more than 50 years, 
continues to disrupt daily life in Palestine and poses a major challenge for 
Palestinians in terms of autonomous economic development. Some of the 

 
1  https://www.reeep.org/palestine-2012 
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greatest challenges are meeting the needs of young people, creating jobs, as 
well as enabling free and unencumbered access and movement.  
 
3.2.3 Labor Supply  
 
According to the Labor Force Survey of 2019 (PSBC 2020a), the supply of 
labor exceeded demand, and consequentially unemployment was high at 24% 
for those aged 15+ years. Employment in the local market increased from 
881,000 in Q3 of 2019 to 906,000 in Q4. The annual growth rate of the 
working age population (15+ years) was 3.2%. Table 4 shows the 
distribution of employment by economic activity, indicating that just under 
20% of the working population was engaged in employment activities in 
clusters favored by the PA: agriculture and manufacturing. However, this 
figure could be less, as these two categories include other economic 
activities. An additional, favored, potential cluster – tourism – is unlisted as a 
stand-alone sector. Therefore, it is not possible to determine the number 
employed in this important, and developing, segment of the economy. 
 

Table 4: Percentage Distribution of Employed Persons  
(15+ Years) in Palestine by Economic Activity (2016-19) 

 

Economic Activity 2016 0172  2018 2019 

Agriculture, hunting, forestry, and 
fishing 

7.4 6.7 6.3 6.1 

Mining, quarrying, and 
manufacturing 

13.2 13.1 13.0 12.3 

Construction 16.3 17.2 17.7 17.4 

Commerce, hotels, and restaurants 20.9 21.6 21.7 22.6 

Transportation, storage, and 
communications 

6.3 6.5 6.2 5.9 

Services and other branches 35.9 34.9 35.1 35.7 

Total  100.0 100.0 100.0 100.0 

Source: PCBS Labor Force Survey, 2019 

 
In terms of labor competitiveness, Palestine has low (but not very low) labor 
costs. Israel shares a long border with Palestine. Israeli industrial zones and 
settlements in the West Bank are a constant threat to Palestinian employers, 
as Israeli firms pay higher wages.2 This is a complicated economic and 
political setting for factories and farms embedded in Israeli-occupied 
territory. When considering the informal economy, obtaining exact data is 

 
2  According to the PCBS Labor Force Survey of 2019, average wages for Palestinian 

workers in the Israeli labor market and Israeli colonial settlements is about twice as much 
as average wages in the West Bank. 
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difficult, thus not allowing for an accurate projection of this sector’s size. 
However, it is believed to be of considerable size in Palestine, but much less 
so in Israel. 
 
The lack of suitable, labor-market opportunities in Palestine leaves many 
Palestinians with no alternative but to seek employment at Israeli 
settlements. PCBS (2020c) reports that the number of Palestinians employed 
in Israel - and in Israeli settlements - was about 120,000 in Q1 of 2020. 72% 
had a work permit, 19% worked without any permit and 9% had an Israeli 
identity card or foreign passport. Construction is the largest employer, 
accounting for 63% of total Palestinian employment in Israel and the 
settlements. There are also more than 1,000 factories with sophisticated 
manufacturing processes, producing a wide range of products: aluminum, 
foodstuffs, textiles and furniture. 
 
The number of Palestinians employed specifically in Israeli settlements (i.e. 
not in Israel itself) was about 21,000 in Q1 of 2020, a decrease from 24,000 
in Q4 of 2019 (PCBS, 2020c). In terms of comparing wages across the 
region, Table 5 shows that Palestine does not have the lowest wage-costs per 
hour. This poses problems for Palestinian enterprises, should they choose to 
adopt a strategy that focuses on becoming lowest-cost suppliers. Such 
strategies are not sustainable, as there will always be an alternative source 
that is cheaper for customers to buy from. 
 

Table 5: Minimum Wage Comparisons 
 

Country Labor Cost 
(US$/Hour) Lebanon 1.71 

Jordan 1.94 

Bulgaria 1.96 

Palestine 2.52 

Romania 2.91 

Israel 8.09 

Source: Data extracted from 
https://en.wikipedia.org/wiki/List_of_min
imum_wages_by_country 
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3.2.4 Education and Training 
 
The education system in Palestine delivers high literacy rates: PCBS (2020b) 
reported that the overall literacy rate for those aged less than 45 years was 
99.2% in 2018. 
 
There are some 27 universities and colleges for further learning across the 
Palestinian territories (including Gaza). Of these, PCBS reports that 14 offer 
the subjects listed in Table 6. A large proportion of graduates focus on 
business and administration, and education sciences, with few opting for 
subjects that might meet immediate employment opportunities in 
manufacturing and service based enterprises. Developing such skills, 
including manufacturing process technology, industrial engineering, product 
design, etc., would be particularly useful for all manufacturing clusters 
including those established clusters involved in the furniture, shoes and 
leather, and stone and marble sectors. 
  

Table 6: Percentage of Persons (20-29 Years) with an Intermediate 
Diploma or Bachelor’s Degree in Select Fields of  

Education, by Region and Gender (2018) 
 

Field of 
Education 

Palestine West Bank Gaza Strip 

Male
s 

Female
s 

Tota
l 

Male
s 

Female
s 

Tota
l 

Male
s 

Female
s 

Tota
l Business and 

administratio
32.3 23.0 26.7 34.5 26.9 29.8 29.9 17.8 22.9 

Teacher 
training and 

6.5 22.1 15.9 3.2 16.9 11.8 10.1 29.0 21.0 

Health 12.5 9.0 10.4 11.5 9.4 10.2 13.5 8.6 10.7 

Humanities 5.3 10.2 8.3 5.0 8.2 7.0 5.6 12.9 9.9 

Social and 
behavioral 

4.6 10.7 8.3 4.1 11.9 9.0 5.2 8.9 7.3 

Engineering 
and 

9.0 3.1 5.5 9.5 3.8 5.9 8.6 2.2 4.9 

Computing 5.5 3.9 4.5 6.2 5.2 5.6 4.7 2.1 3.2 
Source: Palestinian Central Bureau of Statistics, 2019, and Database of Labor Force Survey, 

2018. Ramallah-Palestine (http://www.pcbs.gov.ps/post.aspx?lang=en&ItemID=3513) 

 
Table 7 shows that unemployment is highest for graduates who study the 
most-popular subjects: business and administration; and teacher training. 
Equipping the workforce with skills relevant to job opportunities should be a 
key priority and challenge for Palestine.  
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Table 7: Labor Force Participation Rate and Revised Unemployment Rate for Graduates who Hold  
Associate Diploma Certificate and Above in Palestine by Specialization, Region and Gender (2019) 

 

Specialization 
Revised Unemployment 

Rate by Gender 
Revised Unemployment 

Rate by Region 
Labor Force Participation Rate 

by Gender Both 
Sexes 

Female Male Palestine Gaza 
Strip 

West 
Bank 

Both 
Sexes 

Females Males 

Education science and teacher 
rehabilitation 

42.1 50.6 20.7 42.1 53.1 29.1 67.0 62.6 81.5 

Humanities 33.5 46.2 16.7 33.5 52.9 16.9 64.0 58.4 73.2 

Social and behavioral sciences  33.3 53.7 15.2 33.3 43.3 24.3 68.3 56.3 84.2 

Mass media and information  50.2 68.0 41.5 50.2 59.6 18.1 75.1 56.2 89.9 

Business and administration  27.8 47.3 18.6 27.8 46.8 17.3 72.1 50.2 91.1 

Law 20.3 34.7 16.9 20.3 28.0 13.1 68.6 47.9 76.4 

Natural sciences  27.2 43.5 8.7 27.2 35.0 21.4 71.5 65.1 80.5 

Mathematics and statistics  21.9 32.3 8.0 21.9 31.3 14.7 72.7 64.1 88.6 

Computer sciences 30.4 45.5 23.9 30.4 43.1 20.5 77.0 52.6 96.3 

Engineering and engineering 
occupations 

22.4 45.8 16.8 22.4 38.8 16.5 84.9 70.5 89.2 

Architecture and construction 29.2 46.1 25.6 29.2 54.0 14.8 83.1 73.7 85.5 

Health 25.7 35.0 18.6 25.7 42.0 11.8 77.9 70.4 84.9 

Personal services 13.0 18.1 11.2 13.0 28.4 7.3 63.8 35.0 89.4 

Other specializations 30.2 56.7 9.0 30.2 48.0 21.0 69.2 57.8 82.1 

Total 31.3 47.5 18.6 31.3 47.0 19.1 71.4 58.9 85.7 
Source: PCBS, 2020a 
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Moreover, the Palestinian economy is dominated by MSMEs. According to 
the definition used by PCBS, 90.5% of companies are micro (with fewer than 
5 employees), 89% are small (5-19 employees), and 1% are medium (20-99 
employees). Large businesses thus employ about 0.01% of the total labor 
force.3 During Torino Process workshops with the European Training 
Foundation (ETF) in 2014,4 representatives of chambers of commerce (CoCs) 
stated that the majority of small companies look for unskilled and semi-skilled 
workers, in order to pay lower wages. This creates a significant problem for 
young graduates who are looking for their first career opportunity, and where 
an academic qualification might provide a wage advantage. 
 
As cited on Wikipedia (2020), there are many technical/vocational education 
and training (TVET) centers across the West Bank and Gaza Strip. They 
consist of vocational secondary schools, vocational training centers, private 
cultural centers, charitable associations and developmental institutions. They 
tend to focus on agriculture, commerce, hotel management and home 
economics. Furthermore, Hilal (2016) states that there are some 31 TVET 
establishments, yet enrolment in TVET still suffers from the exclusionary 
effects of negative public attitudes. 24% of surveyed TVET graduates stated 
that their local community perceives TVET negatively, as male-oriented and 
for low achievers.  
 
3.2.5 Research and Development 
 
R&D in Palestine is generally restricted by a lack of funds. PCSB (2013) 
indicated that areas attracting the largest R&D funds were physical sciences, 
engineering and technology, medical sciences, agricultural sciences, social 
sciences and humanities. In terms of the field of scientific research, 34.2% of 
researchers work in humanities, 27.7% in social sciences, 11% in natural 
sciences, 11% in engineering and technology, 5.8% in medical sciences and 
4.8% in agricultural sciences. As pointed out by Morar (2017), the majority 
of enterprises stated that external obstacles limited their capacity for 
innovation, in particular the lack of a technological and knowledge base in 
Palestine, as well as the lack of sponsoring institutions. In addition, 
partnership between the industrial sector, government, and universities was 
weak across most Palestinian industrial activities.  
 

 
3  The data source is the PCBS Census of Establishments for 2017. 
4  Torino Process (Palestine), European Training Foundation (2014). See 

/www.etf.europa.eu/en. 
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It is important for an economy to develop expertise and knowledge, partly 
through R&D and higher education. In The Knowledge Economy, the KAM 

Methodology and World Bank Operations, Chen et al (2006) use a 
Knowledge Assessment Methodology (KAM) to specify levels of knowledge 
and innovation in an economy, as typically found in most developed 
countries. Developed economies score highest on the Knowledge Economy 
Index (KEI). This is supported by the ERBD (2019), in that the best-
performing EBRD countries were Estonia, Slovenia, and Lithuania, with KEI 
scores of between 6.0 and 6.9. At the other end of the scale were Egypt, the 
West Bank and Gaza Strip, and Turkmenistan, with KEI scores of between 
2.2 and 3.2. There are various assessment methodologies, but the World 
Bank’s KAM includes four key pillars that provide an indication on how an 
economy performs relative to the level of innovation and use of knowledge 
for competitive development. These are broadly classified as: 
 
• Economic incentive and institutional regime (EIIR). 
• Innovation and technological adoption. 
• Education and training. 
• ICT infrastructure. 
 
EIIR comprises incentives that promote the efficient use of existing and new 
knowledge, and entrepreneurship. An efficient innovation system is made up 
of firms, research centers, universities, think tanks, consultants and other 
organizations that tap into the growing stock of global knowledge, adapting 
it to local needs and creating new technological solutions. An educated and 
appropriately-trained population is capable of creating, sharing and using this 
knowledge. 
 
3.2.6 Finance 
 
In spite of the difficult operating environment, Palestinians have managed to 
establish a financial sector composed of most of the standard sub-sectors: 
banks, a securities market, insurance companies, payment system, housing 
finance companies, microfinance institutions and financial leasing 
companies. Yet, important needs in financial services have not been met (e.g. 
for micro-credit, households and MSMEs). It is widely believed that the lack 
of capital investment in MSMEs has been - and will continue to be - a major 
disadvantage, not only for Palestinian clusters but also for the Palestinian 
economy as a whole. There is an emerging, national, credit-rating system 
that banks and other financial institutions can use, while some new financial 
products are appearing on the market, particularly equity investment funds 
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aimed at serving the MSME market. These are starting to make a modest 
impact on economic development. 
 
Overall, the Palestinian financial sector continues to face substantial risks 
against the backdrop of the current fiscal crisis, which resulted from the 2019 
dispute between the Government of Israel (GoI) and the PA regarding the 
clearance of revenues. Recovery from this situation was projected to be slow 
(Arezki et al 2020), and the negative impact has placed commercial and 
retail banks under pressure for liquidity. Of concern is a possible disruption 
in Correspondent Banking Relationships (CBRs) between Palestinian banks 
and their Israeli counterparts, due to de-risking by Israeli banks. The 
immunity and indemnity packages given by the GoI to Palestinian banks 
with CBRs are set to expire in May 2020 and February 2021 respectively, 
when a longer-term and more sustainable system is expected to be put in 
place. 
 
3.2.7 Conclusions on Factor Conditions 
 
The factor conditions experienced by Palestine undoubtedly place the 
economy at a disadvantage, and in particular the issue of cluster development. 
In terms of industrial infrastructure, Palestine does not possess many of the 
required features for successful cluster development. The need for continual 
investment, especially in road transportation systems and telecommunications 
is evident, and the Palestinian economy draws relatively few advantages from 
economically-inherited or socially-created factors of production. Although the 
country possesses a strong and literate workforce, it can be argued that there 
are few natural resources that result in a competitive advantage for Palestine. 
This review has shown that MSMEs - who might form part of an industrial 
cluster - compete on price and rely on low labor costs. Although Palestinian 
labor costs are low when compared to the more developed countries in the 
region, these costs rank relatively high when compared with other regional 
competitors, such as Jordan and Lebanon. When coupled with low levels of 
labor productivity in MSMEs, this ultimately affects the final price of the 
product or service (Flassbeck et al, 2018)5. The final price can become less 
competitive than in neighboring countries. Despite the relatively competitive 
levels of regional labor costs, MSMEs in Palestine still win business based on 
price, and they are firmly fixated on price-sensitivity in their markets. Little 

 
5https://www.mas.ps/files/server/2019/Financing%20of%20Government%20ActivityPMACLE

AN.pdf 
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attempt is made to compete using other factors, such as innovation, service 
development, or design differentiation (Fallah, 2019)6. 
 
The Palestinian workforce numbers some 900,000 persons, a somewhat 
small figure when compared to neighboring countries. The cost-related 
advantages that Palestine enjoyed for almost two decades have been reduced, 
and are now challenged by other, lower-cost, developing countries. This is 
evident in the Shoe and Leather Cluster and the Furniture Cluster as imports, 
particularly from China, are rising and threatening locally-produced 
merchandise. 
 
Whilst Palestine has a high literacy rate, the lure of relatively well-paid, 
unskilled work in Israel and Israeli settlements is reducing the development 
of skills. It is understood that basic education increases the efficiency of each 
individual worker, but workers who have received little formal education can 
carry out only simple, manual work, finding it much more difficult to adapt 
to more advanced production processes and techniques. The nature of work 
is changing around the globe, and there is an increasing usage of ICT, 
computerization and adaptive manufacturing. This is often referred to as the 
4th Industrial Revolution (World Economic Forum 2016). Technology is 
distorting the borders of firms, as apparent in the rise of ICT-platform 
marketplaces. Using digital technologies, entrepreneurs are creating global, 
platform–based businesses that differ from traditional production processes 
in which inputs are provided at one end and outputs are delivered at the 
other. Technology is changing the skills required for work. The demand for 
less-advanced skills, which can be replaced by technology, is declining. At 
the same time, the demand for advanced, cognitive skills, socio-behavioral 
skills, and skill combinations associated with greater adaptability, is rising. 
 
The lack of a higher education system that appropriately serves business and 
enterprise can become a constraint on business development, with firms 
finding it difficult to produce more-sophisticated or value-intensive products, 
and move up the value chain. Suitable higher education and training, aimed 
at serving industry needs, is crucial for economies that want their firms to 
move up value chains, beyond simple production processes and products. In 
particular, today’s globalized economy requires economies to nurture pools 
of well-educated workers, who are able to adapt rapidly to their changing 
environment.  
 

 
6  Fallah, B. (2019) Developing the Competitiveness of Palestinian Product and Increasing 

Its Market Share:  Footwear and Leather Sector. MAS. 
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Vocational and continuous on-the-job training is also important. Ensuring a 
constant upgrading of workers’ skills - to meet the changing needs of an 
evolving economy - is often neglected. One of the most important drivers of 
competitive improvement is the ability of firms to utilize knowledge and 
innovate. The relationship between technology and economic development is 
strong, and Palestine needs to develop such a linkage. 
 
This short review indicates that university-industry research is weak in 
Palestine, and neither of the two parties is responsive to the other’s needs. 
The majority of research is aimed at the humanities, and less than 5% is 
concerned with agriculture, considered a potentially important cluster by the 
PA. Very few MSMEs invest in R&D; and the ability to facilitate a scientific 
and engineering culture that encourages innovative thinking is absent, 
despite Palestine having a high level of literacy. This is evidenced by the low 
number of graduates is scientific/engineering fields (Table 7), and the 
general low levels of enterprise-based technology and techniques. The 
current situation shows that the knowledge infrastructure of Palestine is at a 
disadvantage, as there is a lack of appropriately-skilled personnel who can 
drive a more knowledge-based economy.   
 
Select factor disadvantages (i.e. labor and energy costs, cost of finance, etc.) 
have started to affect all Palestinian manufacturers, and have the potential to 
inhibit to the competitiveness of downstream industries. Manufacturers that 
need to deal with increasing costs that are beyond their control often force 
their suppliers to devise solutions that will minimize production costs (i.e. 
more efficient processes, logistics, etc.). To some extent, this is the case in 
Palestinian clusters. The researcher witnessed some cluster members, 
particularly in manufacturing, sub-contract part of their operations to other 
MSMEs, while simultaneously operating as sub-contractors to Israeli 
manufacturers and agents.  
 
One final comment on factor advantage is that Palestine enjoys a unique 
historical and cultural infrastructure. Long experience in interacting with 
European and other Arabic cultures has provided Palestine with skills that 
can serve as a competitive advantage. Palestine has a strong, oriental culture 
that is both receptive and responsive to western culture and values. This asset 
can serve as a source of competitive advantage when dealing with 
international markets. 
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3.3 Firm Structure, Strategy and Rivalry 
 
Firm strategy, structure and rivalry refer to the basic fact that competition 
leads to businesses finding ways to increase production and accelerate the 
development of technological innovation. The environment in which 
enterprises are created, organized and managed - and the nature of domestic 
rivalry between them - leads to increased competition. A range of cultural 
aspects, such as employee interactions, working values and employee-
employer relations are very important. Porter (1990) argues that the 
relationship between domestic rivalry and the determination of competitive 
advantage is complementary. Rivalry creates demand for firms’ products; 
therefore, firms work to decrease costs, improve quality and innovate (Grant 
1991). 
 
3.3.1 MSME Development 
 
To understand the context of how MSMEs operate within Palestine, and 
what significance certain factors have on influencing cluster development, 
reference is made to the analysis of the five clusters listed in Table 8. This 
analysis was carried out under the remit of PSDCP, implemented by the 
Ministry of National Economy (MoNE) and FPCCIA, with funding from 
AFD.  
 

Table 8: PSDCP Clusters 
 

 

Cluster Name Location 

Shoes and Leather Hebron 

Stone and Marble North Hebron 

Furniture Salfit 

Tourism and Creative Arts East Jerusalem 

Date Palms Gaza 
 

Source: Researcher’s discussions with the PSCDP team, 2020 

 
The framework for the analysis of these clusters is based on Porter’s 
Management Value Chain Model (Figure 7). Based on this model, an in-
depth EEE tool was formulated to analyze enterprises in PSDCP’s chosen 
clusters (see Annex III for the assessment tool). The project’s team made use 
of this tool during their data-collection and analysis work. The findings are 
important to enlighten and inform on potential plausible cluster initiatives 
and cluster policies.  
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Figure 7: Management Value Chain Model 
 

 
Source: Porter, 1990 

 
It is important that an enterprise has a set of complementary systems and 
management skills within these core competencies, if it is to be competitive, 
as detailed below. 
 
3.3.1.1 Primary Activities 

 
• Inbound logistics (e.g. materials’ handling, warehousing, inventory 

control, transportation). 
• Operations (e.g. operating machinery, assembly, packaging, testing and 

maintenance). 
• Outbound logistics (e.g. processing orders, warehousing, transportation 

and distribution). 
• Marketing and sales (e.g. advertising, promotion, selling, pricing, 

channel management). 
• Services (e.g. installation, servicing, spare-parts management). 
 
3.3.1.2 Support Activities 

 

• Firm infrastructure (e.g. general management, planning, finance/legal, 
investor relations). 

• Human resource management (e.g. recruitment, education, promotion, 
rewards’ system). 
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• Technological development (e.g. R&D, ICT, product development, 
process development). 

• Procurement (e.g. purchasing raw materials, leasing properties, contract 
negotiations with suppliers). 

 
Individual companies in the five clusters (Table 8) were assessed vis-à-vis 
each pillar of the EEE tool (Table 9). The assessment was applied to different 
members across the cluster’s VC, including (where appropriate and possible) 
suppliers, processors, manufacturers and associated sub-sectors that provide 
one (or more) linkages within a cluster. Enterprises within each of these 
pillars were assessed and given a score (out of 100) for each pillar. The 
PSDCP team considered any score under 60% to necessitate development 
initiatives that could bring enterprises up to a minimum standard.7  
 

Table 9: Results of Cluster Enterprise Effectiveness Evaluation  
 

Pillar 
Shoes & 
Leather 

Stone & 
Marble 

Furniture Tourism 
Date 
Palms 

Firm infrastructure 31% 26% 35% 50% 41% 

HR management 37% 38% 45% 64% 50% 

Technology development 29% 18% 39% 48% 33% 

Procurement 51% 42% 53% 63% 45% 

Inbound logistics 33% 29% 45% 48% 56% 

Operations 28% 29% 43% 56% 49% 

Outbound logistics 55% 36% 51% 60% 61% 

Marketing and sales 35% 28% 37% 50% 35% 

Service 38% 16% 68% 69% 43% 

Profit margins 0% 20% 5% 0% 5% 

Support services 6% 21% 5% 17% 7% 

Policy support 0% 7% 4% 21% 2% 
Source: Compiled by Researcher from the PSDCP Enterprise Analysis, 2013 

 
Table 9 shows that scores are low, when compared to the pre-determined, 
acceptable level of 60%. Almost all areas require intervention to further 
develop enterprises within selected clusters. It should be noted that the scores 
for profit margins are considered to be of less value, due to (in many cases) 
enterprises refusing (or not being able) to provide the information required. 

 
7  The sample size for the number of enterprises assessed in each cluster is as follows: Shoes 

and Leather 32, Stone and Marble 28, Furniture 25, Tourism 16, Date Palms 31. 
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Notably, many of the manufacturing-sector enterprises lack health and safety 
systems, quality assurance systems and production management systems. 
Raw materials and finished goods’ warehouses are poorly organized, leading 
to potentially lost or damaged goods. Several manufacturing processes can 
easily be improved, with simple changes to methods and procedures. 
Management styles are traditional and paternalistic, and payment systems’ 
outdated. No use is made of industrial or quality engineering, and the 
application of equipment and technology is low, while much equipment is 
old. No particular cluster is outstanding, nor are there any outstanding, 
individual enterprises where competitive strategies are different, giving them 
a competitive advantage over other cluster members. No single company 
dominates selected clusters through size, sales’ volume, technological 
capability or management ability. 
 
It is not surprising that the majority of cluster members are MSMEs. These 
are typically family-owned businesses usually managed by a family member. 
In most cases, the owner is an elder relative/family member, who was 
frequently involved in all activities of the firm (HR, procurement, marketing, 
operations and finance). The rest of the company is often unstructured, with 
an absence of clear-cut, functional roles and responsibilities among staff. 
Critical decisions are made by senior family members, often based on 
instinct rather than on quantitative or qualitative analysis. In these cases, the 
vision of the company is limited to the vision of family members. Many 
cluster members were asked what they considered their competitive strengths 
to be. The majority responded that “quality” and “price” were their 
competitive advantages. Most cluster members produce similar merchandise 
or offer similar services, and few cluster members differentiate in terms of 
offering products/services that are innovative or unique. The degree of 
competition is encouraging in terms of global competitiveness, as final 
products would be acceptable in many international markets, particularly 
those in developing, central, Asian countries. However, the nature of 
competition (i.e. mainly quality and price) is not acceptable. The 
respondents’ statements - that quality and price were their advantages - are 
not deemed sustainable competitive advantages in today’s global market. 
There will always be a competitor who can produce a high-quality product, 
or provide a cheaper service. It is now well-recognized that quality is not a 
competitive attribute, and neither is price. Good quality can be considered a 
pre-requisite for any business transaction, and value should be substituted for 
price. 
 
Anecdotal evidence suggests that for a long time, competition in Palestine 
has been based on the price of a product/service. More emphasis should be 
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placed on design, innovation, product development, ethical/environmental 
good practice, adding value to sales’ transactions and providing after-sales 
support. 
 
3.3.2 Ease of Doing Business 
 
Ease of doing business is an indicator of how easy - or restrictive - it is to 
start and maintain a business in an economy. The easier this process, the 
more that entrepreneurs are encouraged to set up formally, thus becoming 
legitimate organizations in the national economy. The more difficult that 
bureaucracies and business procedures are, the less likely it is that enterprises 
will formalize, thus denying government tax revenues and employees state 
benefits. Measurements reviewed in determining this index (while tracking 
changes in regulations) cover eleven areas in the life cycle of a business. 
These are: starting a business, dealing with construction permits, obtaining 
electricity, registering property, securing credit, protecting investors, paying 
taxes, trading across borders, enforcing contracts, resolving insolvency and 
employing workers. 
 
According to the World Bank (2020), the ranking of Palestine for ease of 
doing business is 117 out of 189. This is caused by negative factors such as 
employment costs, legal rights, tax regulations and access to finance.  
 

Table 10: Regional Comparison of Ease  
of Doing Business 

 
Economy Global 

Position 
Rank 

Within United Arab Emirates 16 1 

Bahrain 43 2 

Morocco 53 3 

Saudi Arabia 62 4 

Oman 68 5 

Jordan 75 6 

Qatar 77 7 

Tunisia 78 8 

Kuwait 83 9 

Malta 88 10 

Djibouti 112 11 

Egypt, Arab Rep. 114 12 

West Bank and Gaza Strip 117 13 



52 
 

Economy Global 
Position 

Rank 
Within Iran, Islamic Republic 127 14 

Lebanon 143 15 

Algeria 157 16 

Iraq 172 17 

Syrian Arab Republic 176 18 

Libya 186 19 

Yemen, Republic of 187 20 
 

Source: “Economy Profile West Bank and Gaza Doing Business, 
2020”, World Bank Publications, Washington 

 

As seen in Table 10, the overall position of the West Bank and Gaza Strip is 
low when compared to its nearest neighbors, with the United Arab Emirates 
having the least-restrictive procedures in place.  
 
It should be noted that Palestine has improved its position in recent years, 
rising from 140 in 2016 to 117 in 2019. This indicates that business reforms 
are starting to take effect. However, such a high score indicates that there are 
restrictions on new business start-ups and inward investment. Analysis 
across regional economies shows that, while employment regulations 
generally increase the tenure and wages of workers, overly-rigid regulations 
may have undesirable, side effects. These may include less job creation, 
smaller company size, less investment in R&D, and longer spells of 
unemployment and thus the obsolescence of skills. This may reduce 
productivity growth and impact negatively on cluster development. The 
more difficult it is to carry out business, the more likely it is that enterprises 
will be located in the “informal” economy. This can help to keep prices low, 
which is then exploited by the market. The position of Palestine in the 
rankings shows that it is more difficult to carry out business than other 
countries in the region. Therefore, Palestine offers less incentive for business 
development, potentially adding to its informal economy. 
 
3.3.3 Conclusions on Firm Structure, Strategy and Rivalry 
 
A typical structure of an MSME enterprise in Palestine is one that is owned 
by a family and run by a member of that family. Many MSMEs in Palestine 
do not possess an institutionalized or formalized structure. The operating 
strategy of these enterprises is often based on being a sub-contractor, where 
price is their main advantage. Competition on price does not help to reduce 
the size of the informal economy. It can be assumed that where MSMEs are 
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under pressure to lower their operating costs, they might employ 
unregistered labor. Unregistered labor can be cheaper, but it prevents the 
development of a labor market that would meet the needs of Palestinian 
clusters in terms of quality and productivity. Reducing prices should come 
from initiatives that improve productivity and reduce operating costs, not by 
avoiding formal employment and enterprise regulations. Where clusters have 
a high number of unregistered enterprises and employees, they might find it 
difficult to secure external, development support. 
 

The low scores in nearly all the EEE pillars indicate that the majority of 
MSMEs require a substantial amount of skills’ development and capacity 
building across all business areas (Table 9). Such low scores also indicate 
that participating companies, and ultimately their clusters, could be classified 
as being at only Stage 1 or Stage 2 in development, as proposed by Churchill 
and Lewis (1983). While the intensity of rivalry among companies can vary, 
there seems to be evidence that some Palestinian MSMEs are finding it 
difficult to compete on product or service differentiation, and are losing 
business to lower cost-based countries, particularly China. 
 
From the situational analysis of the five clusters, it can be assumed that the 
level of competition in Palestine is low to moderate. MSMEs will have 
difficulty in competing with larger organizations, and their ability to compete 
- and develop a structure that creates rivalry within the cluster - is low. Few 
MSMEs have tried to develop a competitive advantage to rival large 
companies, particularly those who are importing. Their strategies focus on 
low-cost production, they do not use innovative techniques, and they 
undertake limited design/product development activities. 
 
Enterprises need to upgrade their skills and technology to become more 
innovative, and thus more competitive. This will drive rivalry, enhanced by 
shared resources for same or similar goods/services. Competitors frequently 
share information about product and process innovations, as well as market 
opportunities within their supply chain. These networked relationships exist 
when firms rely on the same sources of raw materials, technology, human 
resources, services and information, even though they may use these 
resources to produce goods and services for very different markets. 
Therefore, the more enterprises innovate through the acquisition of new 
technology, new materials and designs; the more the rivalry; encouraging 
competitors to develop, or risk falling behind in their competitiveness. Best-
practice clusters are innovation-led. 
 
 



54 
 

3.4 Demand Conditions 
 
Demand conditions influence the pace and direction of innovation and 
product development within potential Palestinian clusters and, according to 
Porter (1990), demand is determined by several major characteristics. These 
are the mixture of customers’ needs and wants, the diversity of available 
products, and growth rates in getting products to market, along with 
mechanisms that transmit domestic preferences to foreign markets. 
 
Porter states that a country can achieve national advantage in an industry or 
market segment if home-based demand provides clearer and earlier signals of 
demand trends to domestic suppliers, than to foreign competitors. Moreover, 
home markets normally have a much higher influence on an organization’s 
ability to recognize customers’ needs than foreign markets do. Given the 
border restrictions imposed by the Israeli Occupation, home demand could 
be a critical factor for Palestinian cluster development. Restrictions on many 
goods and technologies could reduce Palestinian competition with imports, 
particularly where these imports are basic, consumer goods produced with 
superior technology, lower costs and higher skills than Palestine can provide. 
In such a case, home demand for domestic, manufactured goods could fall. 
Porter's model indicates that a primary source of competition for firms in a 
given industry comes from domestic demand. Generally, demand conditions 
are associated with a country's level of economic development, but Porter’s 
model assumes an open economy, not one that is restricted, as in the case of 
Palestine. 
 
Very demanding consumers create an awareness in firms that causes them to 
focus on the needs and preferences of this consumer base. Demand quantities 
(levels) drive firms to higher levels of efficiency and productivity. Thus, high 
levels of demand in a country drives firms in an industry to become globally 
competitive. 
 
3.4.1 Demand and Pattern of Growth 
 
The total number of viable clusters operating in Palestine is unknown, as no 
overall, cluster-mapping exercise has been undertaken. However, France 
Clusters identified seventeen potential clusters as part of initiating the 
PSDCP. Many of these work as sub-contractors for Israeli agents, 
particularly the Textiles Cluster in Jenin, and the Furniture Cluster in Nablus 
and Salfit. The Tourism and Creative Arts Cluster in Jerusalem receives a 
diverse number of visitors from all parts of the world. However, almost 
without exception, all trade is through Israeli buyers or buying agents, and 
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incoming tourists are subject to Israeli visa requirements and restrictions. 
Palestinian domestic tourism is low. With the exception of the Date Palm 
Cluster in the Gaza Strip, domestic demand is lowest for the Stone and 
Marble Cluster in North Hebron. The Shoe and Leather Cluster in Hebron, 
while supplying Israel, also has strong domestic demand. However, this is 
currently under threat by Chinese imports.  
 
All clusters in Palestine have a big problem with access and movement due 
to the Israeli Occupation. This restricts access to external markets and drives 
firms to collaborate with Israeli agents and customers to facilitate sales. 
Discussions with a number of core members within Palestinian clusters (and 
the situational analysis of those clusters as shown in Table 8) indicate that 
few companies have managed to form independent sales relationships 
outside of Palestine. Moreover, nearly all rely on Israeli agents or customers. 
There are few, if any, formal joint-ventures or strategic alliances, licensing 
agreements, co-production, or other forms of Business to Business (B2B) 
partnerships that would allow for the transfer of some intellectual knowledge 
and technical capability to Palestine. This has undoubtedly contributed to a 
slow level of development in nearly all MSMEs and potential clusters. 
 
The ability of clustered members to supply products can be a function of the 
strength of their network within their cluster. The cluster situational analysis 
of PSDCP demonstrated that while there was a willingness to come together 
for the sake of the project, few MSMEs showed that they were part of any 
formal buyers’ network that might afford them some form of business 
advantage. Many cluster members had the ambition to export, but lacked an 
understanding of the requirements of overseas buyers. Relationships with 
international buyers’ networks are becoming more dependent on a variety of 
criteria and, as Kurt Salmon Associates (2013) pointed out in their global 
sourcing report, issues such as speed to market, cost and social standards are 
becoming increasingly important (Figure 8). 
 

Clusters within Palestine will find it increasingly difficult to compete 
internationally if they do not improve their competitiveness. Access to 
equipment, technology and innovative materials will be required, along with 
capacity building within clustered enterprises.  
 

International buyers impose many stipulations (requirements), of which 
MSMEs in Palestine are generally unaware. Clustered enterprises firmly 
believed that cost and quality were their strong points, and they failed to 
understand more sophisticated, buying requirements. This was largely due to 
their isolation from international markets; while undertaking business 
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through intermediaries who are not always able (or willing) to pass on 
market knowledge. 
 

Figure 8: Important Factors for Choosing a Sourcing  
Location or a New Supplier 

 

 
Source: KSA Global Sourcing Report, 2013 

 
 

3.4.2 Conclusions on Demand Conditions  
 
An inability to access external markets, by the majority of Palestinian clusters, 
is one of the key constraints to their development. Movement of products over 
borders (controlled by Israel) is problematic and often generates extra costs, 
potentially damaging goods that are delivered late. This is not conducive to 
selling outside Palestine, as external, buyer confidence in assured delivery is 
low. The exception is products sold via Israeli agents, who are able to move 
such products more easily. Even the Tourism and Creative Arts Cluster in 
Jerusalem has some constraints, as most inbound tourism is 
managed/controlled by Israeli companies, via ports of entry such as Tel Aviv 
and Haifa. This provides limited opportunities for the cluster to promote and 
sell tourist services in East Jerusalem. Tourists find that, for the most part, 
they are unknowingly directed to Israeli-dominated tourist businesses, such as 
restaurants, hotels and tour guides. 
 
Demand for cluster products in the Shoe and Leather Cluster of Hebron and 
the Furniture Cluster of Nablus and Salfit are under increased pressure from 
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imports from China and Turkey. However, demand for tourist services within 
East Jerusalem continues to grow. Much of the demand for manufactured 
products is from Israeli companies or agents, where clustered members are 
effectively sub-contractors. This limits their access to, and knowledge of, the 
market and stifles their development opportunities.  
 
The markets for products of the Shoe and Leather Cluster and Furniture 
Clusters can be said to be buyer-led. This has compounded the negative 
impact on the development of clustered MSMEs. Firstly, and as evidenced by 
the research, there was little need for each MSME to invest in marketing and 
design, so long as orders kept coming in. Secondly, because MSMEs have 
limited bargaining power with buyers, it forced them to limit their production 
to the item categories that buyers demanded. Such buyer-led markets tend to 
restrict innovation and market knowledge at MSMEs. The above clusters are 
starting to recognize that they need to service markets more independently, 
but realize that they lack key skills in design and market knowledge (which 
could be provided by the Israeli agent or buying company). These buyer-led 
markets are dominated by Israel. Therefore, one can conclude that domestic 
demand for products produced in Palestine does not provide a source of 
competitive advantage. Primarily, domestic demand is not sophisticated 
enough to affect (or pre-empt) international demand. Furthermore, and of 
greater importance, the size of domestic demand does not secure the position 
of companies in Palestinian clusters. 
 
While the domestic market cannot be considered sophisticated and 
demanding, it is well recognized that international buyers encourage 
companies/suppliers to innovate, and meet increasingly higher standards of 
quality, features and service. The Palestinian domestic market does not have 
this influence on the clusters and, despite increasing competition from 
imports, the clusters are not responding. A key influence on demand is price. 
This is an important driver for buyers when placing business in Palestine, and 
provides a significant advantage over regional competition. The development 
of Palestinian clusters has largely been based on exploiting lower labor costs, 
but this is unlikely to be sustainable in the long term. 
 
3.5 Related and Supporting Industries 
 
This aspect of the Diamond Model focuses on the importance of related and 
supporting industries and organizations that directly or indirectly affect a 
given cluster. It encompasses suppliers and distributors that serve a cluster 
on a regular basis, as well as consulting companies, contractors, and even 
outsourcing ventures.  
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The Model proposes that the stronger related and supporting industries are; 
the stronger a cluster will be. The underlying assumption is that highly 
competitive related/supporting industries will drive a cluster to be more 
competitive too. For example, using state-of-the-art technologies or globally 
progressive manufacturing practices such as “Lean Techniques” 8 in such 
industries would likely lead to knowledge spillovers into Palestinian clusters, 
and result in them adopting such technologies and practices for their own 
improvement. Similarly, related and supporting industries that exhibit unique 
practices will create competitive advantages for the firms that they serve. 
Another example is that business relationships between cluster members 
improve if suppliers offer technical advice, market intelligence and feedback 
on product development.  
 

Related and supporting industries include companies at an early stage of the 
VC that supply inputs of raw materials and intermediate goods/services used 
in the assembly of final products.  
 

Other suppliers to the clusters include those associated with tertiary services, 
such as education, and legal and technical advice. In this part of the Diamond 
Analysis, the elements reviewed are only industries that are related and/or 
support Palestinian clusters’ vertical VCs.  
 
Figure 9 describes an example of a Textiles VC. It shows all the typical 
linkages from fiber to market, and how the whole VC is supported by a wide 
variety of related/supporting industries. The textiles’ industry in Palestine 
lacks many of these linkages, confined largely to garment manufacturers 
operating on a sub-contracting, “cut and make” basis. 
 

Palestinian clusters are not well served by supporting institutions and despite 
the network of CoCs and their services to MSMEs in the various clusters are 
weak, as these services tend to focus on permits, certificates of origin and 
soliciting donor aid for “projects”. 
 

While many clusters lack supporting institutions, some innovative activities 
are occurring in the Stone and Marble Cluster, where there is a testing center 
at the University at Hebron. Moreover, the Stone and Marble Union is 
attempting to develop cluster strategies for its members. Additionally, the 
Shoes and Leather Cluster has recently opened a joint-use, testing center, 
where some functional testing of components and final products can be 
carried out. 

 
8  Lean Techniques are a method of reducing waste, increasing value and improving 

customer satisfaction. 
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Figure 9: Example Value Chain (Textiles) 
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3.5.1 Raw Material Suppliers and Backward Linkages 
 
MSMEs in Palestinian clusters mostly acquire their raw materials from 
imports, and not from within the country via a domestic supply chain. For 
instance, Palestine does not grow trees suitable for the majority of its 
furniture production, nor does it produce enough leather of the quality or 
variety required by the Shoe and Leather Cluster. This hinders the domestic 
development of these clusters’ products. In addition, many products are 
prohibited from entering the West Bank due to Israeli restrictions, as they are 
considered to be “dual use”. This is restrictive in terms of cluster 
development, and can increase processing costs where more modern 
equipment or materials might be available. 
 
Consequently, the development of backward linkages in Palestine has been 
poor. It might be said that this is largely due to the high cost of investment 
required for setting-up such operations, and the insecurity of investing in the 
occupied West Bank, where the political situation is considered unstable by 
many potential investors. Palestine therefore faces stiff competition from 
countries that are well-supported by backward linkage industries. Many other 
low-cost manufacturing countries (e.g. Turkey, India, South Korea, Taiwan 
and China) have domestic sources of inputs for many clusters, and this gives 
them a competitive advantage. 
 
The dependence on imported raw materials can result in longer lead times. 
This adversely influences the competitiveness of a cluster. When coupled 
with severe restrictions imposed by the Israeli Occupation, enterprise 
initiatives undertaken by other international clusters (e.g. supply chain 
development, knowledge and technology sharing) are difficult - if not 
impossible - for Palestine-based clusters. 
 
Palestinian clusters do have a small number of local suppliers of equipment. 
However, these are nearly all agents, as little; suitable equipment is 
manufactured in Palestine. 
 
3.5.2 Information and Communications Technology 
 
Palestine has a developing ICT sector. This can be a factor condition as well 
as a supporting industry, and is central to business development given the 
importance of communications in trade. However, it is not considered to be 
competitive in Palestine: there are few providers, and there are some 
technical restrictions imposed by the Israelis in terms of upgrading systems 
and technology. 
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Use of ICT by MSMEs in Palestinian clusters is minimal, as evidenced by 
research carried out by PSDCP in 2014. Although donor-funded projects 
within the sector tried to address technical upgrading and development of 
systems suitable for Arab content, the use of specific software for business or 
product development is low. It is worth pointing out that, during the 
operation of the PSDCP, an ICT cluster based in Ramallah made an 
application to join the project but was unsuccessful due to a poor proposal.  
 

In January 2018, Jawwal, a mobile telecom operator, finally launched 3G 
services in the West Bank after many years of discussion with Israeli 
authorities, to convince them to lift their ban on such services and grant 
Palestinian operators the necessary frequencies. Even so, the range of 
frequencies is limited, with only one dedicated 5 MHz frequency and 5 
others which are shared with Israel. To date, 3G services are available in the 
West Bank, but not in the Gaza Strip. Developments on advancing this level 
of technology might open up: such development opportunities can create a 
more robust ICT cluster. 
 
3.5.3 Related Industries 
 
Porter’s Diamond approach highlights the importance of proximity between 
firms and strong, related industries that improve cluster competitiveness. 
Examining related industries for Palestinian clusters does not reveal many 
opportunities. The Textiles Cluster in Jenin relies totally on imported fabric 
and accessories, and tends to operate as a sub-contractor for Israeli agents 
that provide the orders and all raw materials. The firms produce on a “cut 
and make” (CM) basis only. There is an obvious link between leather tanners 
and shoemakers in the Shoes and Leather Cluster in Hebron. In the Date 
Palm Cluster in the Gaza Strip, there are good links with manufacturers of 
animal feed and handicrafts, and there is potential for increased coir 
production. The Stone and Marble Cluster has strong links to the 
construction sector across Palestine. Meanwhile, the Furniture Cluster is 
developing improved links with the construction sector, enabling them to fit 
furniture in kitchens and bedrooms at new and restored buildings. However, 
to make gains on such advantages requires linkages between any two 
industries to be stronger, through better communication between the 
organizations and clustered firms, including the execution of joint projects 
between related industries. 
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3.5.4 Research Centers 
 
In terms of research centers, there is no strong evidence of institutions 
providing innovative support or carrying out R&D for many of the clusters in 
Palestine. In particular, manufacturing, agriculture and tourism have little to 
support them, and this corresponds to the low factor conditions across all 
these industries, and the general low level of innovation shown by nearly all 
Palestinian companies. Some attempts have been made to provide test 
centers for the Shoes and Leather Custer and the Stone and Marble Cluster, 
but these are not accredited to international standards. 
 
3.5.5 Service Providers 
 
There are a number of service providers important to Palestinian clusters, as 
discussed below: 
 
3.5.5.1 Logistics 

 
Given the importance of logistics for all MSMEs and Palestinian clusters, 
particularly those involved with manufactured products in the West Bank 
and date palms in the Gaza Strip, the development of competitive, logistics’ 
service-providers is considered to be very important. The Palestinian 
logistics industry mainly centers on road transport. However, transport times 
are often long, requiring back-to-back trans-shipment at Israeli borders and 
enhanced security checks. In addition, few container cargos move in or out 
of Palestine due to restrictions at borders controlled by Israel. This increases 
transportation costs per unit and reduces overall competitiveness. The system 
of restrictions on road usage for Palestinians also increases costs in terms of 
fuel, time and maintenance of vehicles. Typically, trucks are owned by 
individuals or very small firms, with less than five trucks in their transport 
fleet. These small companies tend to cooperate to accommodate occasional 
requirements for large number of vehicles, to fulfill specific contracts. It 
seems that the normal trend for small transport companies to expand, 
amalgamate and grow through takeovers has not taken place in Palestine. 
This situation has made it difficult to quantify or produce reliable statistical 
information on the national commercial transport fleet and, without 
centralized records, it is almost impossible to quantify it. However, the age, 
condition and configuration of vehicles are a matter for concern, as their 
operational conditions would be unacceptable in most European countries. 
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3.5.5.2 Specialized Consultancy Services: Market Research and General, 

Business Development Services 

 
Palestine’s market for business development services (BDS) is still in the 
early stages of its growth, and has undoubtedly been driven by many donor-
funded programs operating in the West Bank and Gaza Strip. Much of the 
technical assistance and consultancy work enjoyed by MSMEs (and others) 
seems to have come from - or been funded by - non-governmental 
organizations (NGOs) such as the International Labor Organization (ILO), 
Japan International Cooperation Agency (JICA), United Nations 
Development Program (UNDP), United Nations Industrial Development 
Organization (UNIDO) and others. While there is a need for technical 
assistance and BDS, there is some evidence that Palestinian MSMEs are still 
unaware of their need for this, and hence, they are not always willing to pay 
for such services. The EEE analysis for the sampled five clusters revealed 
that less than 15% of companies had used - or found success in using - 
professional BDS. A lack of trust, which owes much to the national culture 
in Palestine, could be one of the reasons for MSMEs’ reluctance to receive 
consultancy services. Limited capital accumulation is another important 
factor causing the slow development of the consultancy sector. In the 
absence of funds to finance their operations and investments, most MSME 
owners attach a lower priority to consultancy services than these actually 
deserve. The problems on the demand-side are not limited to these two 
issues, as there are also problems on the supply-side. Namely, the lack of a 
proper accreditation system for consultants and the quality of their services 
limits the small, local, consultancy market to providing their specialized 
services to enterprises often only when demand is generated by the 
availability of donor/NGO funds. 
 
3.5.5.3 Financial Institutions 

 
The structure of the Palestinian financial sector comprises banks (domestic 
banking and business banking), insurance companies, leasing companies, 
microfinance institutions, currency changers, and a privately-operated stock 
exchange. There is also a recently formed credit bureau that can assist 
financial organizations to assess the creditworthiness of companies and 
individuals. The PA has established two institutions to regulate and supervise 
the financial sector. Generally, the banking system is becoming more aware 
of business and MSME needs. However, there is little understanding of 
collaborative financing projects that could serve as cluster-based initiatives. 
Banking and financial services, such as letters of credit, money transfers and 
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other financial instruments, are becoming more sophisticated within 
Palestine, and the banking system is becoming stronger.  
 

While finance for MSMEs can also be considered to be a factor condition, it 
is often dependent upon banks and other institutions to support lending and 
provide lines of credit. Banks have traditionally been conservative when 
considering loans to MSMEs, and many MSMEs are reluctant to approach 
banks, either because they are unaware of appropriate procedures, or because 
they object to banks’ collateral requirements. Instead, they prefer to raise 
money via family or friends. The EEE analysis did not highlight any major 
issues with finance. It is believed that - in the case of the manufacturing 
clusters (Shoe and Leather, Stone and Marble, Furniture) - finance for 
investment is available should it be required. However, investment is 
somewhat reduced due to both a lack of understanding of modern techniques 
and future uncertainty due to continued Occupation. 
 
3.5.5.4 Testing Facilities 

 
In order to access a wider range of international markets, companies are 
often required to provide test certificates for their products. To do this, they 
generally rely on independent testing facilities to ensure that their products 
meet international standards. In globalized markets, there is increased 
demand for products that meet very strict specifications. While Palestine has 
a National Standards Institute, testing facilities are very limited for the 
products of the majority of Palestinian clusters. The Stone and Marble 
Cluster does have a very small testing facility at the University at Hebron. 
International buyers of clustered MSMEs’ products are likely to require test 
certificates to verify a variety of functional or performance attributes of a 
product. This places additional demands on the clusters in terms of accessing 
markets, or adding to the lead-time for product development, or completing 
orders in the supply chain. 
 
3.5.5.5  Associations and Chambers of Commerce 

 
Clusters in Palestine have a network of CoCs available to them. For the 
Stone and Marble Cluster and the Shoes and Leather Cluster, there are 
specialized, business-support organizations provided by the Stone and 
Marble Union and the Leather and Shoe Union respectively. The Tourism 
and Creative Arts Cluster in East Jerusalem has a number of trade 
associations, such as the Tour Operators Association and the Hoteliers 
Association. These various organizations, including CoCs, provide a varying 
level of services to their members. While all organizations operate via a paid 
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membership scheme, few generate enough income to provide effective 
services: they frequently look for donor funds to supplement their 
operational budgets. This can lead to donors’ agendas determining provided 
services, rather than feedback from members.  
 
The Palestinian General Federation of Trade Unions (PGFTU) represents 
much of the workforce. It is a national trade union, founded in 1965 and has 
an estimated membership of 290,000. It is affiliated with the International 
Trade Union Confederation. Historically, the Union has been aligned with 
Fatah, but other parties have worked within it. 
 
3.5.6 The Palestinian Authority (Government) 
 
While the PA continues to try to build a Palestinian state with a private-
sector led economy and develop institutions that are deemed necessary for a 
successful future, it has had less success in developing the economy for the 
overall good of the Palestinians. Despite a high level of multinational and 
multilateral assistance, economic growth is low and much still depends on 
the GoI, the Israeli Occupation and subsequent security arrangements. This 
restricts access and movement, and does not allow for a free trading 
environment. It adds a high cost to many business transactions, and greatly 
reduces business confidence and potential inward investment. Despite three 
years of capacity building on cluster development via the PSDCP project, the 
MoNE has still not been able to provide an enabling environment for 
clusters. A viable Palestinian future will require an economy that is led 
principally by the private sector, which will generate jobs for a rapidly 
expanding population. 
 
3.5.7 Conclusions on Related and Supporting Industries 
 
Related and supporting industries often develop or strengthen when the key 
industry in the cluster matures. This can be accounted for by several reasons. 
Generally, maturity leads to strong competition, forcing some companies to 
find new lines of business. Thus, companies often move to industries with 
which they are familiar, and that complement or supply the main cluster. 
Moreover, a mature, key industry means the existence of sufficient demand 
that can be satisfied by related and supporting industries. The development 
of related and supporting industries to clusters in Palestine is no exception. 
Despite growth in these clusters, backward linkages to materials’ supplier 
industries have not developed, especially for the manufacturing clusters 
(Furniture, Stone and Marble, Shoes and Leather). Israeli restrictions on 
“dual use” products have resulted in difficulties in obtaining alternative 
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materials (particularly chemicals), and this has had a negative impact on both 
cost-effectiveness and product quality. Not having a free and open border has 
reduced opportunities for developing a robust, backward supply chain. 
Clusters are not supported by research centers or specialized BDS providers. 
Accreditation and testing laboratories are virtually non-existent. 
 
The tertiary education system - the major source of talent for industry - is 
strong, yet not responsive to the needs of industry. Undoubtedly, Palestine 
does have educated, young people, but they lack practical skills and 
experience in required disciplines. 
 
As for clusters in this study group, networking between members is limited, 
except with core cluster members. In fact, there were attempts to restrict the 
activities of clusters, confining these to core cluster members, as they felt 
this would be more beneficial than activities that involved all cluster 
members. There is strong resistance to this approach in several clusters, 
where members want to have wider and more inclusive participation. This is 
an indication that clusters need a strong but impartial manager and leader. 
 
3.6 Cultural Attributes that Might Affect Cluster Development  
 
The influence of culture on entrepreneurship has long been of academic 
interest. Researchers have explored the effect of national, regional and 
organizational cultures on the creation of wealth and competitive 
development through creating new companies, innovation and risk-taking. 
Thus, the relationship between culture and entrepreneurship is considered 
important to cluster development, particularly when designing collaborative 
initiatives. Entrepreneurs reside within clusters, and they directly influence 
the direction a cluster might take through individual, enterprise actions, 
irrespective of whether they participate in cluster-based activities. For 
example, Hofstede (1980) regarded culture as a five-dimensional concept, 
represented as individualism/collectivism, power-distance, uncertainty 
avoidance, masculinity/femininity, and long-term orientation (see Figure 10).  
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Figure 10: Cultural Attributes of Egypt, Jordan, Syria  
and Lebanon Contrasted with UK 

 

0

10

20

30

40

50

60

70

80

90

100

P
o
w

er-D
ista

n
ce

Ind
iv

id
u
alism

 / C
o
llectivis

m

M
a
scu

linity / Fe
m

in
in

ity

U
n
certa

in
ty A

vo
id

a
nc

e

L
o
ng

-T
e
rm

 O
rie

n
ta

tio
n

P
oi

nt
s 

o
n 

In
d
e
x

Dimension

Region UK  
Source: Compiled by the Researcher from https://www.hofstede-insights.com 

 
There is no data available regarding Palestinian cultural traits. However, it is 
available for the neighboring countries of Egypt, Jordan and Lebanon. While 
this might not fully reflect the cultural traits of Palestine, it can give an 
indication of how regional culture can affect cluster development. Figure 10 
shows these regional countries contrasted with the UK, in order to point out 
some significant differences that might be of influence. 
 
3.6.1 Power-Distance  
 
With a (high) score of 72 points, the region is a strongly, hierarchical society. 
This means that its people accept a hierarchical order, where everybody has a 
position that needs no further explanation. Hierarchy in an organization is 
seen as reflecting inherent inequalities, and centralization is popular. 
Subordinates expect to be told what to do, and the ideal boss is a benevolent 
autocrat. This contrasts with the UK, which has a score of 35, lying in the 
lower rankings of the Power-Distance Index (PDI). This means that it is a 
society that believes that inequalities amongst people should be minimized, 
and a sense of fairness drives a belief that people should be treated in some 
way as equals. 
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3.6.2 Individualism/Collectivism 
 
In individualist societies, people are supposed to look after themselves and 
their direct family only. In collectivistic societies, people belong to ‘groups’ 
which take care of them in exchange for loyalty. The region’s low score of 30 
points indicates that it is a collectivistic society. This is evident in close, long-
term commitments to a member ‘group’, be that a family, extended family, or 
extended business relationships. Loyalty in a collectivist culture is paramount, 
overriding most other societal rules and regulations. This contradicts some of 
the anecdotal evidence that the researcher experienced at Palestinian clusters, 
where many were “closed” and protective, averse to sharing and operating 
with more individualist traits than might be expected, given the regional 
score. The UK has a score of 89, an individualistic score beaten only by 
countries such as Australia and the US. Indeed, the British encourage 
individualism, and children are taught from an early age to think for 
themselves, find out what their unique purpose in life is, and how they can 
uniquely contribute to society. 
 
3.6.3 Masculinity/Femininity 
 
A high score in this dimension indicates that a society is driven by the more 
masculine characteristics of competition, achievement and success. In 
masculine countries people “live in order to work”, managers are expected to 
be decisive and assertive, the emphasis is on equity, competition and 
performance, and conflicts are resolved by fighting them out. The region has 
a moderately low score of 52 points, showing that it is veers more to the 
masculine side than the feminine.  
 
3.6.4 Uncertainty Avoidance 
 
Uncertainty avoidance relates to the way that a society deals with the fact that 
the future can never be known: should it try to control the future or just let it 
happen? Countries exhibiting high levels of uncertainty avoidance maintain 
rigid codes of belief and behavior, and are intolerant of unorthodox behavior 
and ideas. In these cultures, there is an emotional need for rules (even if the 
rules never seem to work), time is money, people have an inner urge to be 
busy and work hard, precision and punctuality are the norm, innovation may 
be resisted, and security is an important element in individual motivation. In 
this dimension, the region receives a score of 65 points, and thus shows a 
preference for avoiding uncertainty. The UK on the other hand has a score of 
35 points, indicating that British people are more comfortable in ambiguous 
situations. 
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3.6.5 Long-Term Orientation 
 
Long-term orientation describes how every society maintains some links with 
its past, while dealing with the challenges of the present and future. 
Normative societies, which score low in this dimension, prefer to maintain 
time-honored traditions and norms, viewing societal change with suspicion. 
Those with a high score, on the other hand, will be highly pragmatic. They 
exhibit an ability to easily adapt traditions to changed conditions, a strong 
propensity to save and invest, thriftiness, perseverance in achieving results, 
and investment in modern education as preparation for the future. A low score 
of 25 points for the region indicates that it has a decidedly normative culture. 
People have a strong concern for establishing the absolute truth, are 
normative in their thinking, exhibit great respect for tradition, have a 
relatively small propensity to save for the future, and focus on achieving 
quick results. The UK, in contrast, has a score of 51 points, which puts them 
in the center of this dimension, slightly on the side of a pragmatic culture. 
 
The implications for understanding the cultural traits of a nation are 
considered important, as they are likely to affect how cluster-based, 
collaborative projects are implemented, and what types of outcomes would be 
acceptable. Annex V provides some guidance on how such an understanding 
might influence the way in which cluster initiatives are implemented in 
Palestine. It should be noted that it would be very beneficial to survey the 
Palestinian population to better understand national, cultural characteristics. 
 
3.7 Overall Conclusions on the Snapshot Diamond Analysis 
 
Palestine’s clusters face many challenges, despite some modest achievements 
in exports for the Stone and Marble Cluster, and other early successes in 
cluster initiatives implemented by PSDCP. Due to access and movement 
restrictions imposed by the Israeli Occupation, there is a heavy dependence 
on Israeli markets and/or agents, who have access to regional and/or 
international markets. The development of new products/services with 
increased, market attractiveness needs to bring some form of added-value: as 
trying to compete solely on price, via low labor costs, is unsustainable in 
global markets, where Asian countries dominate. This is particularly relevant 
to the Shoes and Leather Cluster.  
 
Moving up the VC will require intellectual and technical development. 
Achieving this in a short time-period will be a challenge for Palestine. 
Despite having a high level of literacy and well-educated population, the 
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practical skills and experience of the workforce are lacking, particularly in 
sciences, technology and engineering. There is little intellectual development 
through international networking, caused in part by restrictions on access and 
movement. This makes interaction with international business difficult, 
reducing confidence in inward investment and accompanying technical 
inputs, and contributing to the stagnation of higher education. 
 
Numerous Israeli check-points, road-blocks, closed areas, restricted roads, 
and an increasing number of settlements have divided Palestinian 
communities and increased transportation costs. This has limited the ability 
of Palestinian enterprises to adopt more-developed technologies and systems, 
and thus benefit from economies of scale. Back-to-back, trans-shipment 
requirements imposed by the Israelis at crossing points also creates 
unnecessary delays, and frequently damages products. 
 
For many clusters in Palestine, their inputs, processes and supporting 
institutions are not satisfactory and need to be improved. Innovation based 
on R&D is minimal. Clusters also suffer from low levels of market 
intelligence regarding technology and business opportunities. Poor 
enforcement of intellectual property rights (IPR), certification systems and 
quality systems are also major weaknesses affecting clusters.  
 

Operational competitiveness is an issue for most MSMEs. Levels of 
innovation and the use of appropriate technology is minimal, contributing to 
some operational problems experienced by respondents to a survey of 
MSMEs at five Palestinian clusters.9 MSMEs seem to focus on upgrading 
equipment, rather than looking for new business methodologies or processes 
that will give them a competitive advantage. This indicates that clusters are 
primarily focused on being “producers” and do not take any design 
initiatives, relying instead on buyers and their customer bases to provide this 
for them. 
 
On the demand side, some clustered MSMEs are experiencing pressure from 
imported products, notably the Shoes and Leather Cluster from China and 
the Furniture Cluster from Turkey. While geographical proximity to markets 
(primarily Israel) has historically been a competitive advantage, it is now 
speed of response that is vital in today’s consumer-aware markets. Speed to 
market will force many buyers to change some elements of their sourcing 
strategies, so that they can react quickly to changing market conditions. 

 
9  Shoe and Leather Cluster; Stone and Marble Cluster; Furniture Cluster; Date Palm 

Cluster; Tourism and Creative Arts Cluster. 
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These changes are likely to pose immense challenges to MSMEs in 
Palestinian clusters if they are to consider developing/maintaining export 
markets or export market expansion. 
 
Related and supporting industries do not appear to contribute towards NCA. 
There are limited backward linkages to suppliers of raw materials, and few 
organizations offer services that match cluster needs. Many institutions, 
particularly CoCs and organizations such as Paltrade and the Palestinian 
Federation of Industries (PFI) rely overtly on donor-funded projects. Such 
projects do not always meet the needs of cluster members, often based on 
donors’ strategies and methods of providing aid. 
 
Firm structure, strategy and rivalry has not developed enough to allow 
MSMEs in clusters to improve their competitive drivers, much beyond price-
based advantages. The majority can be said to be in a factor-driven stage, 
where cluster competition is usually based on low product prices. 
 
Currently, cluster development in Palestine requires the elementary features 
of competitiveness to include strong institutions, an adequate infrastructure, a 
stable macro-economy, appropriate health services and sufficient primary 
education. As incomes rise with progressive development, the hope is that 
clusters will be able to move to an efficiency-driven stage of development. 
This will indicate that a higher level of competitiveness has been achieved, 
and that innovation is starting to develop at enterprise-level. However, many 
of these requirements are currently lacking for Palestinian MSMEs, which 
need to develop more efficient production processes, increase product 
quality, and understand that innovation is about changing business processes 
as well as changing product types.  
 
Increasingly, competitiveness is driven by higher education and skills’ 
development, as well as well-functioning labor markets, sophisticated 
financial markets, and access to large domestic and/or foreign markets 
allowing enterprises to harness the benefits of technology. 
 
The main challenge for all clusters is to move forward with MSME 
restructuring, in order to improve their medium-term performance. 
Productivity growth and restructuring are critical if production and services 
are to become more efficient, and MSMEs are able to capture a share of 
markets currently dominated by larger (and specifically Israeli) companies. 
Strategic supplier-producer relationships are likely to become increasingly 
prominent in cluster VCs, if market access and competitive development are 
to be successful. Although the collective, competitive advantage of clusters 
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helps each member firm, the real changes that drive the economy are found 
at individual companies. The companies themselves form a link between 
each other. Productivity and cost savings do not happen on a macro-level, 
but are the results of the actions of individual companies within each cluster. 
The development of clusters is often impeded by a lack of coordination, 
consistency and relevance. Usually, there is support, but this support lacks 
formality and organization. Efficiency in internal operations is a necessity, 
but not sufficient in itself to compete globally. 
 
Intrinsic within Palestine is the overarching, national culture, affecting all 
areas of cluster development, particularly when implementing cluster-based, 
collaborative initiatives. It is important to take into account the types of 
planned cluster initiatives, and to ensure that cultural traits of hierarchy and 
collectivism are factored into such planning. In particular, governance and 
cluster management should be performed by well-respected individuals, who 
can commit their time to ensuring that clusters are effectively implemented 
and managed.  
 
It is critical that the economy has the autonomy and ability to tap into and 
develop strategic, economic resources: land, roads and water. Control of 
borders, the development of domestic electricity supplies, access to air- and 
sea-space, trade agreements and human resource development are vital to 
Palestinian social and economic development. While strategic resources are 
under the control of Israel, the future for developing a robust economy and 
building social capabilities in Palestine is extremely challenging.  
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4. CASE STUDIES 
 
 
The literature review and research show that Palestine lacks many attributes 
that contribute to the successful development of clusters. While this is initially 
discouraging, some good attempts at cluster development have taken place in 
other difficult economies, and there are varied reports of cluster successes in 
other fragile and developing economies. Cluster development is also taking 
place in post-conflict areas, with differing levels of success. Despite severe 
economic challenges, there is some literature that demonstrates cluster 
development in them. The following narrative draws both on the literature 
review and the researcher’s own extensive experience of cluster development 
in different countries. It aims to inform the reader on some examples of 
clusters, in various political and economic settings, that comprise mainly 
MSMEs. 
 
Tables 11 and 12 list some examples of clusters that are known personally by 
the researcher. All are located in countries that can be considered similar, in 
some respects, to Palestine. They operate in difficult environments for 
economic development. An attempt has been made to highlight those that 
exhibit good development potential, making significant contributions to 
national and regional economies. The objective in listing them is to 
demonstrate their current position, and report salient observations on their 
situation. It is not intended to give an in-depth review of these clusters, but to 
inform the reader of the types of situation that these clusters are in, and what 
interventions took place to assist them.  
 
4.1 Post-Conflict Clusters 
 
Research has not shown examples of clusters operating in a passive-conflict 
and externally-controlled economic environment such as Palestine. However, 
countries such as Yemen, Somalia, South Sudan, Syria and the Democratic 
Republic of Congo are considered particularly vulnerable, in which 
international, economic development assistance is virtually impossible, due to 
ongoing conflict. The Central African Republic, Chad, Sudan and 
Afghanistan are receiving some aid for economic development, but little of 
this relates to cluster development. All these countries are classified, 
according to the Fragile States Index (2019), as being on “High Alert” or 
“Very High Alert”. All are at the bottom of the fragility list, which 
encompasses 176 countries. In contrast, Palestine is considered to be on 
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“Elevated Warning” and falls approximately at the mid-point of the 176 
surveyed countries (Fragile States List, 2019).  
 
Table 11 gives some examples of clusters, and their perceived, current 
position in post-conflict situations. All have received some form of aid to 
develop their capabilities. 
 
These clusters have emerged in countries that have suffered extreme conflict 
and social disruption, which indicates their willingness to make serious 
changes to their economic well-being. Sri Lanka benefitted from the 
emergence of large firms supported with technical and management expertise 
by their international customers. This created knowledge spillovers to 
MSMEs.  
 
Each cluster has one common attribute: a strong cluster leader or industry 
association, which has helped to drive cluster activities while providing a 
focal point for MSMEs to obtain information and access capacity-building 
opportunities. 
 

Table 11: Selected Post-Conflict Cluster Examples  
 

Country Cluster Problems Solutions Current Status (as of 
2020) Ethiopia Shoe-

making 
• Poor 

backward 
World Bank and 
EU projects to 

A developing cluster which 
is now producing footwear Rwanda Tourism • Low skills 

•

UN and World 
Bank interventions 

A developing and high-end 
tourism cluster that focuses Kosovo Wedding 

dresses 
• Low 

perception of 
USAID 
interventions for 

This cluster is currently 
working on a series of Sri 

Lanka 
Ready-
made 

• Poor 
backward 

EU and UN 
interventions to 

This cluster has 
transformed dramatically Source: Compiled by the Researcher 

 
4.2 Developing and Transient Economies 
 
Developing and transient economies are increasingly using cluster-based 
strategies and initiatives to develop national and regional economies. Table 12 
shows a mixture of successful and failed clusters. Successes are attributed to 
good networking, strong links between cluster members, and a willingness of 
MSMEs to participate in collective projects, for the common good of the 
cluster. Moreover, there is demand for their products. Additionally, they have 
strong leadership, able to invest in better and more-advanced technology, 
further improving their competitiveness. Those clusters that are dormant - 
while still considered clusters - are not progressing, largely due to poor 
demand for their products, a low level of commitment and a lack of 
motivation by cluster members, and the absence of strong, respected 
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leadership to drive collaborative initiatives, for the common good of the 
cluster. 
 

Table 12: Cluster Examples in Developing and Transient Economies 
 

Location Cluster Problems Solutions Current Status (as at 
2020) Mongolia Cosmetics • Market 

access 
EU Trade-Related 
Assistance for 

Embryonic cluster that 
is starting to perform. Mongolia Sea 

buckthorn 
• Seasonal 

growing 
EU funded TRAM 
and SEQUA 

Embryonic cluster 
which seems to be Mongolia Meat • Low value 

•

EU and Asian 
Development 

Received capacity 
building in butchery, so Adana, 

Turkey 
Jewelry • Product 

development 
EU-funded 
Business 

Received training in 
design, product costing Adiyaman, 

Turkey 
Ready-
made 

• Product 
development 

UNDP-funded 
Competitive 

Received technical 
assistance to upgrade Kayseri,  

Turkey 
Furniture • High 

production 
EU-funded project 
to build technical 

Received capacity 
building in design and Konya, 

Turkey 
Metal 
casting 

• Market 
access 

EU-funded 
networking 

Received capacity 
building and networking Source: Compiled by the Researcher 

 
Despite these examples, a considerable number of clusters in developing 
economies are falling behind in their ability to add to the development of local 
economies. While clustering has the potential to enable economic 
development through collective and collaborative initiatives, it has not always 
realized success in the real world. While some positive outcomes will result 
for enterprises in a cluster, in the case of underperforming clusters, these 
benefits are often weighted against considerable disadvantages and market 
failures (Altenburg and Meyer-Stamer, 1999). Tables 11 and 12 show a small 
sample of clusters based on the researcher’s experience. When the current 
situation of these clusters is reviewed, it can be seen that many are still active 
and undertaking cluster/economic development activities. There is always a 
plea for funding, but it is quite clear that once primary, cluster-startup funding 
has been exhausted, clusters are quite capable of managing on their own, as 
long as they have strong leadership, and as long as there is demand for their 
products and effective, ongoing support from local institutions such as CoCs 
and trade associations. 
 
4.3 Case Study: Wales, UK 
 
Wales has been chosen as an appropriate success story, as it is a small country 
that is part of the UK. It has a population of 3,152,879 (UK Office of National 
Statistics estimate for mid-2019). Wales has its own language and its own 
parliament, the National Assembly for Wales, with powers devolved from the 
central, UK Government. It has autonomy over health and social services; 
education; economic development; road/rail transport (except vehicle-
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licensing and regulation); highways (including bridge tolls on the Welsh 
side); environment; agriculture; culture; sports and tourism; housing; 
local government; and some minor taxation (e.g. tourism taxes, business 
rates). It is reliant on the UK Government for its budget allocation (allocated 
by population head), in order to implement its policies and fund its activities. 
Wales does not enjoy full autonomy over its borders. It is not subservient to 
the UK Government and has full autonomy in devolved areas. The UK 
government controls air- and sea-ports (the Wales-England border is an open 
one), the justice system, defense, most taxation and central legislation. As 
such, there are some parallels with Palestine. Wales (similar to Ireland, 
Brittany and Galicia) is a Celtic land, with a cultural tradition based on 
pragmatism and optimism. 
 
Until the early 1990s, Wales had a strong, economic base of steel, coal 
mining, and textiles. Due to increased globalization, over 80% of employment 
in these sectors has since been lost, replaced by strong inward investment, 
with alternative jobs created in electronics, food processing, software and 
automotive engineering. Japanese investment was particularly strong in the 
1990s. Together with the growth of Cardiff and the surrounding region of 
South Wales as a creative, university and media/technology center, a more 
modern economy has been forged for Wales. 
 
It is a good example of selective, high-technology cluster development. 
However, this takes place in an extremely, well-supported environment, 
funded by the Welsh Development Agency. Following the decline of 
traditional industries, Wales encouraged industries based on knowledge-
economies. A knowledge economy is “an economy in which more than 40% 
of employees are employed in high-technology manufacturing and 
knowledge-intensive services”. These are computing, telecommunications, 
software, biotechnology and aerospace, including research, media, financial 
services, health and education. Clusters supported by the Welsh Development 
Agency include: 
 
• Optoelectronics in North Wales, based on a strong tradition introduced in 

the 1950s by Pilkington Glass. 
• Digital media in South Wales, centered on Sony Industries.  
• Performance engineering around the technology specialism of Cardiff 

University, and the world-class Formula One Cluster, along with the M4 
corridor of South-East England. 

• Biosciences in West Wales, centered on the University of Aberystwyth.  
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• Sustainable technologies in South-West Wales, utilizing the large number 
of local, high-tech linkages. 

 
These clusters are supported by a strong network of universities, acting as 
R&D bases, incubators, and as a central cluster hub. These five clusters place 
great emphasis on the lead role of MSMEs, and the supporting role of 
municipalities and universities.  
 
4.4 Case Study: Palestine 
 
As part of identifying opportunities for - and challenges in - implementing an 
economic development strategy through clusters, it is necessary to review 
PSDCP: a pilot, cluster-centric project, undertaken in the West Bank and 
Gaza Strip during 2013-17, and to draw conclusions and lessons learned to 
guide future development. This case study is significant for future cluster 
development in Palestine, informing the reader with first-hand knowledge on 
the experience of implementing cluster initiatives in Palestine. 
  
PSDCP was funded by AFD and implemented by EGIS (a French consulting 
company). Its main beneficiaries were MoNE, FPCCIA and clustered MSME 
members. PSDCP was mandated to focus on five clusters, adopting a 
“bottom-up” development approach. This ensured that requirements would be 
met through the implementation of collaborative initiatives, designed to 
benefit all cluster members. The selection of clusters for participation in the 
project was undertaken through an evaluation process which considered the 
merits of cluster-development proposals, submitted by applicant clusters, 
against set scoring criteria. Twelve clusters submitted proposals: five were 
selected for participation while four withdrew their applications (Table 13).  
 

Table 13: PSDCP Cluster Selection Evaluation 

 

No. Cluster Applicants Status 

1 Salfit Furniture Salfit Furniture - Chosen 

2 Hebron and Bethlehem Stone and Marble  Hebron Stone and Marble - Chosen 

3 Hebron Leather Industries Hebron Leather Industries - Chosen 

4 Gaza Strip Dates Gaza Strip Date Palm - Chosen 

5 Jerusalem Hospitality and Creative Jerusalem Tourism and Creative Arts - Chosen 

6 Gaza Strip Furniture  

7 Jenin Textiles  

8 Ramallah Arabic Digital Content 
Development (ADCD) 
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No. Cluster Applicants Status 

9 Nablus Furniture  

10 Hebron Handicrafts  

11 Jericho Dates  

12 Bethlehem Handicrafts  

13 Bethlehem Tourism Withdrew 

14 Gaza Strip Dairy Withdrew 

15 Nablus Textiles Withdrew 

16 Gaza Strip ICT Withdrew 

Source: Compiled by the Researcher 

 
The selection of the five clusters was verified and ratified by MoNE and 
AFD. Following a situational analysis, each cluster developed their own 
collective vision, strategy and action plans, addressing their competiveness 
constraints. These were developed using a bottom-up approach, with the 
involvement of all cluster actors, including support associations. Initial cluster 
strategies focused on basic services that would bring direct (and quick) 
benefits to cluster members, while building trust between core cluster 
members. In subsequent strategic revisions, basic needs were enhanced by 
introducing complex projects that addressed more developmental constraints 
(e.g. establishing innovation centers, collective market access programs, 
group purchasing of services and cost-reduction measures). Collaborative 
initiatives were implemented using a matching grant fund, which granted an 
80% contribution (approximately) with the remaining 20% as counterpart 
funds for future cluster initiatives. The sophistication of the clusters’ action 
plans is an indication of the social capital that was developed. It facilitated 
joint investment by cluster members in, for example, a marketing arm for the 
Furniture Cluster in Salfit, a shoe-shop in Hebron for the Shoes and Leather 
Cluster, and the purchase of paste from small farmers in the Date Palms 
Cluster in the Gaza Strip. 
 
4.4.1 Assistance Provided to Palestinian Clusters 
 
Each of the five clusters developed a diverse set of service requirements, 
according to their individual cluster needs. These were decided upon through 
the collective involvement of all cluster members. Collective negotiation 
resulted in better terms and conditions being achieved from service-providers, 
relative to what an individual enterprise would have achieved. As a group, the 
clusters eventually purchased insurance and telecom services, legal advice, 
and provided assistance to employees and in other business contracts. The 
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Date Palms Cluster bought specialized pollination services, and extension 
services to fight the red-palm weevil. The type/number of implemented 
collaborative projects is shown in Figure 11. 
 

Figure 11: Number of Collaborative Projects by Activity 
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Source: PSDCP, 2016 

 
All initiatives across all five clusters brought tangible benefits to their 
individual, member enterprises. Skills improved in areas such as design, 
process/method enhancements, costing/pricing, new market research, and 
upgrading standards for penetrating new markets. These acquired skills have 
contributed significantly to strengthening each cluster. Additional benefits 
were observed, as follows:  
 
• Self-Management. Clusters were able to create a number of self-managed 

projects, allowing them to develop their own strategic plans without 
support from PSDCP. Examples centered on organizing capacity-building 
activities on basic business functions, such as: 

 

− Financial management training for the Shoes and Leather Cluster. 
− Development of TVET programs for the Furniture Cluster. 
− Organizing trade fairs and expos for the Tourism and Creative Arts 

Cluster, 
− Facilitating VC linkages for the Date Palms Cluster, leading to the 

production of more than 160 tons of date-paste. 
− Providing technical advice to the Stone and Marble Cluster.  
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• Creation of a Cluster Brand Identity. As part of the collective promotion 
of each cluster, respective members developed their own cluster brand-
identity. Individual, clustered enterprises then used this when marketing 
themselves, to show that they are part of an umbrella brand. Brochures 
and business cards, displaying the cluster’s logo, could then be produced. 
Cluster brand identities were increasingly used when the project ended, 
indicating an improved level of trust between members.  

 
•  Innovative Projects. Innovation, improvement and new-product 

development are considered some of the main drivers of cluster 
development. They show that clusters are moving towards strategic 
interventions to solve problems. This is an indication of maturity and the 
ability to assume a competitive position. Examples are: 

 

− The Shoes and Leather Cluster established a Product Development 
Centre, which will offer new services for the first time in Palestine. 

− The Furniture Cluster established an Innovation Centre, in 
collaboration with Al Najah National University. 

− The Date Palm Cluster developed and established a Pollination 
Centre, using advanced techniques to significantly reduce the cost of 
pollination (by about 20%).  

 
• Cluster Partnerships. The development of networks across clustered 

MSMEs establishes trust, providing good exposure for individual 
companies to other cluster members and the wider environment. The five 
clusters developed strong networks with local and international bodies, 
which enabled the adoption of strategic activities. Significant support was 
also provided in order to establish productive linkages with local 
universities. Examples are listed below: 

 

− The Product Development Center in Hebron gathered public, private 
and academic entities together, to develop innovative services for the 
cluster. 

− The Furniture Cluster established several partnerships leading to the 
creation of their Innovation Center. 

− The Shoe and Leather Cluster cooperated with Palestine Polytechnic 
University (PPU) to establish a Leather Development Center and 
offer a professional diploma. 

− The Tourism and Creative Arts Cluster developed partnerships with 
tourism enterprises in Jerusalem, where they collectively coordinated 
activities. 
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− The Stone and Marble Cluster established a link with the Indonesian 
embassy, as part of their efforts to penetrate the Indonesian market.  

− The Date Palms Cluster collaborated with local universities to 

enhance date-paste production. 

 
4.4.2 Analysis of PSDCP Impact after Project Closure 
 
Implementation of initiatives in these five clusters has undoubtedly brought 
significant benefits to more than 200 clustered MSMEs. They have been able 
to capitalize on a huge amount of technical assistance offered to them, in 
order to set up cluster organizations/structures, obtain training in cluster 
development, and support collective activities such as the purchase of 
common-use equipment/services. In addition, technical assistance provided 
the MoNE with cluster-related skills, including public-private dialogue 
(PPD) methodologies, allowing them to develop effective dialogue techniques 
with clusters. An important aspiration of all, aid-funded projects is that they 
should be sustainable. This assessment was conducted in April 2020, three 
years after PSDCP ended. Findings are summarized in Table 14. 
 

Table 14: Follow Up Comments Post-PSDCP 
 

 Shoes and 
Leather 

Stone and 
Marble Cluster 

Tourism 
and 

Date Palms 
Cluster 

Furniture 
Cluster Have you 

formalized 
Yes, as a 
Sectoral 

Yes, as Sectoral 
Committee with 

No. 
Combined 

Yes, as a 
Sectoral 

Yes, as a 
Sectoral How many 

members 
30 members.  
 

12 members. 
 

Cannot 
estimate 

Cluster 
activity 

15 
members. Is there a 

cluster 
Yes – part-
time, paid.  

Yes - volunteer.  JTC’s 
coordinator 

No. Yes – part-
time, un-Is your 

local CoC 
Partially yes, 
but there 

Nothing more 
than serving as 

No. The 
CoC was 

So far, no. 
During 

Currently 
no, When was 

the last 
In January 
2020 

Early 2020, but 
meetings are 

There is no 
board for 

The last 
meeting was 

November 
2019. When is 

the next 
Not sure due 
to the 

There is no 
specific 

It is not 
clear when 

No meeting is 
envisaged. 

Not sure 
about the What was 

your last 
Participation 
in the Simac 

Gulf market 
penetration. The 

The last 
activity for 

Establishmen
t of common-

A group 
visit to What is 

your next 
To launch 
the third 

Collective 
activity related to 

Not sure of 
any planned, 

None 
envisaged. 

Not sure as 
the cluster Any 

comments
Negative 
dynamics 

This cluster is 
more of a 

The 
Tourism and 

The FPCCIA 
gave full 

The CoC 
has been Source: Interview with PSDCP Team Members, April 2020 

 
It is clear from the above, post-implementation survey that the Shoes and 
Leather Cluster in Hebron is the only one that is operating effectively and 
working collectively. The Furniture Cluster in Salfit seems to be dormant 
after withdrawal of support from the CoC and FPCCIA. It also seems that the 
Date Palm Cluster in the Gaza Strip and the Tourism and Creative Arts 
Cluster in East Jerusalem (and JTC) have both ceased operations.  
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4.5 Summary of Case Story Examples 
 
In more advanced economies, some of the essential conditions for cluster 
development - such as R&D, good policies for innovation and high-quality, 
educational institutions - would be a clear advantage, and are considered 
important when trying to develop successful clusters. Wales is a good 
example of this, as its clusters are largely technology firms supported by 
strong leadership, with networks into supporting institutions such as 
universities and research centers. Cluster-based economic development has 
been, and continues to be, successful in Wales. 
 
When reviewing clusters in post-conflict countries, it can be seen that the 
majority are focused more on basic and labor-sensitive industries, such as 
textiles, shoes and leather, food production and some tourism. There are 
strong parallels with Palestine. Those clusters that have developed 
successfully have had considerable assistance from government and donors 
and, as demonstrated in Sri Lanka, the presence of large companies in a 
cluster is advantageous in transferring knowledge to MSMEs, via sub-
contracting orders and technical inputs that are part of the cluster’s supply 
chain. It can be argued that clusters in post-conflict countries find it easier to 
develop, due to an inherent resilience brought about by the trauma of conflict, 
and a will to succeed quickly in order to re-gain economic independence.  
 
Examples from developing and transient economies show a variety of 
outcomes, from clusters being active, to those that become dormant after a 
few months of activity, with members losing interest. When these situations 
occur, it is important to compare them with conditions that are essential for 
progressive and effective cluster development. From the case studies, it is 
useful to review clusters’ progress against the key attributes of success. 
 
The majority of literature indicates that successful clusters have several 
commonalities, whether they are located in an advanced or developing 
economy. In the case of Palestine-based clusters, these commonalities can be 
summarized as follows: 
 
1. Each cluster has a clear strategy, with short and long term goals. 

 
Each of the five, pilot clusters in PSDCP has a very clear strategy, 
developed by respective cluster members. It includes quick wins, short-
term goals, and longer-term ambitions such as developing new products 
and entering new markets.  
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2. Clusters implement initiatives that serve all their members. 
 
Four of the five PSDCP clusters developed initiatives to serve all their 
members. These included common-use equipment, as well as joint 
training, collective capacity building, collective market surveys and 
collective feasibility studies (see Figure 11). Anecdotally, the Stone and 
Marble Cluster were not so expansive in their ability to serve all members 
across its VC. It seems that a group of more powerful and larger 
companies dominated activities, acting largely for their own advantage. 
 

3. Leadership and governance: each cluster has a strong manager who 
is a respected business insider, and a board of industry governors 
 
Each cluster had a cluster manager appointed by cluster members. He/she 
acted as a facilitator, organized cluster activities and played an active role 
in the cluster’s governance and leadership. Each cluster, except the 
Tourism and Creative Arts Cluster, created a governance system through 
the local CoC via a Sectoral Committee. It seems that these governance 
structures have since broken down, and CoCs are not supporting clusters 
as they previously did. 
 

4. Trust: cluster members need to be able to trust their leadership, 
governance and each other, and not take opportunistic advantage for 
self-interest over other cluster members 
 
Trust within clusters took time to build, and there was initial resistance to 
sharing and collaborative working, particularly with clusters located in 
Area C, East Jerusalem and the Gaza Strip. These areas face great 
difficulties due to the Israeli Occupation, and there seemed to be a general 
suspicion of PSDCP objectives. It took time for them to realize the value 
of collaborating and working collectively. In addition, there was 
skepticism regarding the role of the MoNE during the project. However, 
the MoNE played an important part in building trust, by engaging with 
clusters and their governance bodies through a series of PPD exercises, to 
try to solve some of their problems at a government level. 

 
The review of the current situation in these five, pilot clusters indicates that 
there is likely to be a serious erosion of trust, due to the actions of governing 
bodies and the apparent abandonment of support by CoCs, FPCCIA and 
MoNE, in favor of other institutions. 
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It can also be argued that, in the absence of a legal framework that clusters 
could use as a means of establishing formal structures, they all decided 
instead to become part of their local CoC Sectoral Committees. Having a legal 
identity was intended to give them legitimacy and a structure from which they 
could operate independently in terms of strategy-setting, leadership and fund-
raising. However, being part of the COC Sectoral Committees tied the clusters 
to what became unsupportive and unwilling partners. For clusters to be 
successful, they need to be independent and supported by such institutions, 
but not controlled by them. Forming a legal, cluster entity is a governmental 
issue, and needs urgent attention if clusters are to become a permanent, 
autonomous feature of the economic landscape in Palestine. 
 
In summary, at the cluster level, three of the key attributes for cluster 
sustainability have been severely eroded: leadership, governance and trust. 
Without these attributes being in place, successful development and the 
subsequent goal of economic development will be very limited for any 
cluster. 
 
These pilot projects have provided an excellent opportunity for understanding 
how clusters can operate in Palestine, and how they provide lessons for future 
development. It has been demonstrated that, with initial financial support, 
clusters can become successful, start to create significant improvements at 
enterprise-level, and contribute to overall cluster development (and economic 
wellbeing in Palestine). However, it is critical that they continue to receive 
autonomous, independent leadership and networking support, within their 
own legal framework, in order to be sustainable. 
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5. CLUSTER POLICY FOR PALESTINE 
 
 

In developing and transition economies, economic policy is typically 
centralized at the national level, with little support relating to clusters. Donor-
initiated cluster initiatives usually take place where national policy support is 
low. Where there are existing policies, they can, in most instances, be made 
more effective by re-organizing them around cluster-based strategies. Where 
these policies favor, for example, industrial innovation, improving quality, 
developing exports, developing workforce skills, and attracting inward 
investment, clusters can provide a good platform to achieve such results. This 
is particularly true when governments want to work with MSMEs, as their 
large number makes it difficult to reach them effectively as individual 
enterprises. Cluster initiatives can serve many MSMEs, as a group. 
Supporting clusters is likely to happen via one or more policy implementation 
tools as, in the early stages of cluster development; a wide range of support is 
needed to meet clusters’ specific needs. Thus, cluster toolboxes must include 
a wide range of policy implementation tools, adaptable to the local context of 
clusters. 
 
When considering cluster policy, it is important to understand the distinction 
between a cluster, a cluster initiative, and a cluster organization. A cluster is a 
geographical agglomeration of enterprises in the same value chain, whereas a 
cluster initiative and a cluster organization are typically policy 
implementation tools. A distinction is generally made between soft tools (e.g. 
networking, establishing an environment conducive to clustering, etc.) and 
hard tools (e.g. funding common projects, such as joint R&D projects or 
cluster infrastructure enhancement, that favor the emergence and development 
of collaboration).  
 
Establishing public and political support for cluster development is not an 
easy task, especially when clusters are a new concept in a developing 
economy such as Palestine. For cluster policy to be effective, it needs to be 
aligned across, and sometimes overlap with, existing policies and functions. 
The complexity for Palestine is that many policies are still under 
development. Those that do exist seem to have been adopted on an ad-hoc 
basis, driven by the availability of donor funding, rather than by a coherent 
and holistic approach to improving economic sustainability. 
 
There is no reason why cluster policy cannot focus, either directly or 
indirectly, on exploiting the economic advantages of places and dynamic 
sectors, as well as sectors of strategic importance. Cluster policy can help 
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attract foreign investment and/or create opportunities for innovation at 
universities and research organizations. Clusters are often at different stages 
of development and employ different knowledge and technologies. Therefore, 
they often require different approaches to address framework conditions of 
the regional environment, regulation and finance. 
 
From the literature review and case studies, it seems that Palestine would 
benefit from policies designed to improve several key areas of the economy. 
A review of existing, economic development polices in Palestine shows that 
several have been developed by the PA, as follows:  
 
• Policy Development of Small and Medium Enterprises (SMEs), 2010. 
• National Economic Development Plan, 2014-16. 
• National Export Strategy, 2014-18. 
• National Quality Policy. 
• Draft National Industrial Policy, 2015-16.  
• National Economic Development Plan, 2017-22. 
• National Policy Agenda, 2017-22. 
 
There are elements in all the above policies that benefit clusters. Identifying 
an appropriate set of elements within them for each cluster will be a 
challenge, but will be of benefit when implementing the policies through the 
use of tools such as cluster initiatives.  
 
Creating economic development policies inclusive of clusters requires a 
holistic approach. It is recommended that the steps outlined in Section 4.7 are 
followed, in order to ensure that such policies are robust. Alternatively, a 
separate cluster policy could be developed, which draws on the support 
provided by other, economic development policies.  
 
Until an appropriate cluster policy is developed, it would seem that the 
National Economic Development Plan2017-22 is the most current - and 
relevant - policy document in favor of clusters. Indeed, it is understood that 
the PA has prioritized clusters in the manufacturing sector in Hebron; an 
agricultural cluster in the Northern West Bank; and a tourism cluster in 
Bethlehem. As a result, any cluster policy that is developed might be at the 
juncture of more than one, current economic policy, particularly as there are 
shared goals between the various clusters. 
 
It is important to remember that many benefits of clusters occur naturally, 
without policy intervention. As the literature review has demonstrated, the 
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influence of policy on clusters, though important for their growth and 
development, is often indirect and driven by infrastructure, research, 
education and training, rather than policies directed at clusters per se. As 
such, it is inadvisable to develop trade or industrial policies aimed directly at 
clusters.  
 
If no particular agglomeration of activities or strengths exists within a cluster 
being promoted, the rationale for intervention is questionable; except for 
potential synergies with others in the wider productive economic 
environment. If an agglomeration exists but institutional elements are lacking 
to ensure cooperation and benefit from positive externalities, policies may 
seek to enhance social capital, and promote collaboration across the clustered 
firms and institutions. Thus, the first step in developing any meaningful 
cluster policy is to determine if there are any actual clusters in specified 

geographical locations.  
 
Several difficulties face MSMEs in Palestinian clusters as they try to move 
from low-cost, low value-added outputs to products/services that create more 
opportunities for margin enhancement. Policies tend to focus on high-level 
activities, such as institutional capacity building, developing cooperation 
between MSMEs, improving MSMEs’ access to finance, improving PPD, etc. 
However, in reality, Palestinian clusters require urgent help at the basic, 
enterprise level. This is evidenced by low scores on the EEE (as shown in 
Table 9), and the success of subsequent cluster initiatives described in the 
case studies, which aimed to close these gaps.  
 
Palestine MSMEs are unable to upgrade their skills easily, as they are 
hindered in observing good-business practices. Local educational 
establishments do not provide the required knowledge and training. As a 
result, economic growth is hampered, given that the economy is restricted to 
being a largely factor-driven economy, and not an efficiency-driven one. 
Therefore, it is recommended that any cluster policy should directly address 
the issue of improving operational capabilities at enterprises. Until such a 
policy is developed, cluster-based tools/mechanisms need to be formulated 
within the framework of existing policies, particularly the National Quality 
Policy and the National Economic Development Plan. This can help the 
priority clusters identified by MoNE to close their operational gaps.  
 
It is important that policy-makers, including members of the business and 
civil-society sectors, work collaboratively if Palestine is to develop vigorous 
and sustainable economic growth. Economic and social programs need to 
cooperate and focus on reforms that will offer more productive opportunities 
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for industrial and business sectors. Cluster policy development is only part of 
this story. As such, the concepts presented in the next section can be 
developed into tools for cluster policy implementation. They are areas for 
consideration, and should be used as examples to inform policy-makers on 
good practice for cluster-based policy-making. 
 
5.1 What is the Starting Point for Cluster Policy Development in 

Palestine? 
 
Cluster development is embedded in the general economic development of a 
nation, and needs to be inclusive of key areas that drive the economy towards 
higher competitiveness. Drawing on the framework for competitive 
development proposed by the WEF, Figure 12 suggests an outline for the 
consideration of policy-makers who want to address the needs of clusters in 
Palestine.  
 
Each element associated with the economic development of clusters, whether 
factor-driven, efficiency-driven or innovation-driven economies, is influenced 
by national policy-making. Policy-makers need to be fully aware of the 
current, political situation, relative to Israeli Occupation, as this obviously 
changes some parameters, particularly those relevant to the movement/access 
of goods, labor and capital. 
 
Taken together, these pillars represent the main elements involved in 
developing national economies and enhancing competitiveness.  
 
When developing any economy, a holistic approach is needed. As a result, the 
above pillars include non-industrial elements (e.g. infrastructure, primary 
healthcare and primary education), as these are required for social and 
economic development. However, they are not under the remit of cluster 
initiatives or policy implementation tools. 
 
The starting point is to move Palestine from being a factor-driven economy, to 
an innovation-driven one, through the stages outlined in Figure 12. This will 
need time and a phased approach. A major objective of government and 
partners is to clarify the strategic vision, overall objectives and priority 
actions that need to be pursued in order to allow for economic development.  
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Figure 12: Description of Competitiveness Index 
 

 
Source: WEF Global Competitiveness Report, 2019 

 
Examples of tools and mechanisms are detailed at Table 15. Areas for 
immediate focus are discussed in Section 6.2 below. 
 
5.2 Outline Recommendations on Plausible Policy Instruments 
 
While this paper does not define specific policy instruments, allocate funding, 
or create responsibilities, it does provide some guidelines for policy-makers 
on the rationale behind specific activities for selected clusters, and why some 
of these activities are deemed important. One of the most essential 
requirements of cluster policies is a collaborative process, involving 
government at multiple levels, working with the private sector, 
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academic/research institutions and institutions for collaboration, all pursuing a 
common, cluster-wide vision and objectives.  
 
The literature review and local case studies emphasize the fact that the 
Palestinian economy is a factor-driven one. In light of this reality, policy 
should focus on cluster initiatives that enhance the efficiency drivers of 
clusters, thereby moving the economy towards being an efficiency-driven one. 
Due to the Occupation, some of the basic requirements for development (e.g. 
infrastructure and macro-economic environment) are difficult to achieve, and 
are not usually dealt with through, cluster-based policy instruments. However, 
from Figure 12, progress can be made in the following pillars: 
 
• Institutions (Pillar 1). 
• Higher education and training (Pillar 5). 
• Labor market readiness (Pillar 7). 
• Some improvement to technological readiness (Pillar 9). 
 
These pillars are likely to be found within existing policies in Palestine, but it 
is recommended that they are addressed via specific, policy implementation 
tools aimed at chosen clusters, using a bottom-up approach. This will result in 
a focused delivery mechanism, along with an ability to monitor and evaluate 
results. 
 
In making some recommendations on the use of policy implementation tools, 
Table 15 has been formulated, highlighting factor and efficiency indicators 
that require development. It informs the reader on what some of these tools 
might be. It is important that such tools are adopted by participating cluster(s), 
via a bottom-up approach, rather than accessing such initiatives from a menu 
of limited options proposed by government. In reality, this means that funding 
(or other assistance) should be themed, and prioritized, thus allowing the 
cluster to decide (within given parameters) how best to utilize the assistance 
allocated. 
 
5.3 Recommended Interventions relevant to Prioritized Clusters 
 
In examining the brief provided by MAS on prioritized clusters - 
manufacturing cluster in Hebron and agricultural cluster in Qalqilya (see 
Annex IV) - it is evident that several, key objectives have been identified for 
their development. In some cases, these objectives are ambitious, and in other 
cases politically contentious, particularly concerning the issue of land/water 
usage by the agricultural cluster. Despite anticipated difficulties in 
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implementing some initiatives, they all have merit for the future development 
of selected clusters. Additionally, it seems that these initiatives have been 
chosen through a top-down approach, as it is difficult to determine if 
enterprises within these prioritized clusters were consulted, or if these 
interventions were developed by institutions such as CoCs. Many initiatives 
are generic, and will need to be addressed at a regional level in order to be 
enacted or implemented. It is strongly recommended that each cluster 
develops its own strategic plan and then, where possible, takes advantage of 
any enabling opportunities, thus capitalizing on available assistance, ensuring 
that it clearly serves each specific cluster. Some interventions specified in this 
brief could be classed as cross-cutting, requiring governmental or political 
intervention, rather than cluster initiatives. Many of them will require some 
investment, or at least a financial contribution from clustered enterprises, to 
fund some of the activities. 
 
A short, cluster-mapping exercise is recommended, in order to determine the 
number of enterprises in each of the prioritized clusters before committing 
resources to their development. 
 
The development objectives outlined in the MAS brief on these clusters are 
detailed below. It is critical that cluster members support these objectives, and 
formally agree to work together to ensure that such objectives are achieved.  
 
Agricultural Cluster in Northwestern Palestine  
 
This has the following stated objectives: 
 
• Addressing destructive measures taken by the Occupation: access to 

agricultural lands, water and natural resources and markets, 
• Increasing investment in the agricultural sector, 
• Activating the role of start-up agricultural institutions, and 
• Exploiting international conventions and treaties to develop the 

Palestinian agricultural sector. 
 

It is considered that item “a” would not be suitable for cluster based 
initiatives, and is more aligned with the overall political and economic 
welfare of all Palestine. The other objectives can be usefully addressed via 
one or more cluster initiatives utilizing the suggested tools and mechanisms. 
 
 
 



92 
 

Manufacturing Clusters in Hebron  
 
From the brief, the following manufacturing clusters have been identified, and 
general interventions are outlined for their development. It is unclear from 
that document if there is an agglomeration of enterprises within them. There is 
a substantial cluster of shoe and leather enterprises in Hebron, but the 
structure of clusters for other enterprises is unknown: 
 

• Food and agricultural products’ industry. 
• Paper and packaging industries. 
• Plastics’ industries. 
• Precious metals’ industry. 
• Stone and marble industry (recycling).  
• Machinery manufacturing. 
• Handmade products and crafts’ industries.  

 
For these clusters, stated objectives are as follows:  
• Develop value chains and cross-sectoral networking to maximize 

production and enhance competitiveness for: leather and footwear 
industries, food and agricultural products’ industries, paper and packaging 
industries and plastics’ industries.  

• Support, and invest in, promising sectors: precious metals (gold), stone 
and marble (recycling) and machinery manufacturing. 

• Support traditional handicrafts and cultural industries, through dedicated 
development centers. 

 
Many of these objectives can be achieved through appropriate cluster 
initiatives, utilizing one or more of the suggested policy tools and 
mechanisms. Anticipated interventions include several ambitious objectives: 
reduced/subsidized energy costs and large infrastructure projects. Such 
objectives are, without substantial analysis for justification, “wishful 
thinking”, and are not suited to cluster interventions. 
  
Following from the premise that the Palestinian economy needs to move from 
being factor-driven, through various stages, to becoming innovation-driven, it 
is recommended that the tools and mechanisms shown in Table 15 are utilized 
for cluster development. It is further recommended that some of these 
examples could be used to develop prioritized clusters and that when they are 
implemented, a practical approach should be taken. This means providing 
tools and mechanisms that will directly assist enterprises to improve their 
operations and technical capability. 
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Table 15: Cluster Policy Implementation Tools and Mechanisms that will 
Assist Cluster Development, within the Context of Existing Policies 

 
Strategies for 

Developing Higher 
Education and its Links 
with Industry (Pillar 5) 

Examples of Cluster Policy Implementation Tools and 
Mechanisms 

Increasing skills and labor 
movement between 
companies, or between 
higher education 
institutions, or research 
institutions and 
companies 
 
Students working in 
companies (e.g. 
physically as interns or 
student trainees, or 
through writing theses) 
 
Cooperation between 
higher education or 
research institutions and 
companies 

• Job fairs 
• Direct matching between employers and job-seekers  
• Direct matching of potential partners 
• Use of social media tools 
• Direct dialogue between companies and R&D/education 

institutions 
• Public relations’ initiatives for the cluster 
• Online job and internship exchanges 
• Scholarships for theses and internships 
• Lobbying for measures of education and science policy (e.g. for 

locating R&D/education institutions within the cluster) 
• Technology transfer departments in subsidiaries of universities 
• Technology transfer specialists in university institutions or chairs 
• Management of co-operational projects 
• Congresses, seminars and other meetings as a means of initiating 

and maintaining contact 
• University classes and/or training programs for industry workers 
• Industry use of university/R&D institutional infrastructure (e.g. 

laboratories, machines) 
• Financial support for collaboration (also through cluster 

competitions) 
• Formation of associations or working groups encompassing 

industry and universities or R&D institutions 
• Use of contacts in other associations or networks for trans-

regional matching in the external cluster dimension 
• Industry semesters for university teachers 
• Collaborating in designing a cluster strategy in order to 

participate in a cluster competition 
• Online cooperation database 
• Creating a cooperative climate by building a common cluster 

identity (e.g. through public relations’ initiatives) 
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Table 15 (continued) 
 

Strategies for Institutional 
Development (Pillar 1) 

Examples of Cluster Policy Implementation Tools and 
Mechanisms 

Cooperation between 
companies and institutions, 
and among institutions.  

• Management of cooperation projects 
• Direct matching of potential partners 
• Congresses, company visits, seminars and other meetings as a 

means of initiating and maintaining contact 
• Use of leading companies' infrastructure (e.g. laboratories, 

machines) by other companies 
• Financial support for collaboration (also through cluster 

competitions) 
• Formation of industry associations or working groups 
• Use of contacts in other associations or networks for trans-

regional matching in the external cluster dimension 
• Collaboration in designing a cluster strategy in order to 

participate in a cluster competition 
• Use of trade fair participation programs for trans-regional or 

international matching in the external cluster dimension 
• Use of delegation trips for trans-regional or international 

matching in the external cluster dimension 
• Use of public relations’ initiatives for trans-regional matching 

in the external cluster dimension  
• Online cooperation database 
• Use of social media tools 
• Creation of a cooperative climate by building a common 

cluster identity (e.g. through public relations’ initiatives) 
• Focused investment promotion towards external companies, 

including focused allocation of subsidies 
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Table 15 (continued) 
 

Strategies for Labor 
Market (Pillar 7) and 

Technological 
Improvement (Pillar 9) 

Examples of Cluster Policy Implementation Tools and 
Mechanisms 

Cooperation among 
companies and 
intensified competition 
 
Building networks and 
social capital 

• Management of cooperation projects 
• Direct matching of potential partners 
• Congresses, company visits, seminars and other meetings as a 

means of initiating and maintaining contact 
• Use of well-connected personalities as a means of initiating and 

maintaining contact 
• Use of leading companies' infrastructure (e.g. laboratories, 

machines) by other companies 
• Use of university or R&D institution infrastructure (e.g. 

laboratories, machines) by industry 
• Financial support for collaboration (also through cluster 

competitions) 
• Formation of associations or working groups encompassing various 

industries 
• Use of contacts in other associations or networks for trans-regional 

matching in the external cluster dimension 
• Use of trade fair participation programs for trans-regional or 

international matching in the external cluster dimension 
• Use of delegation trips for trans-regional or international matching 

in the external cluster dimension 
• Use of public relations’ initiatives for trans-regional matching in 

the external cluster dimension 
• Online cooperation database 
• Use of social media tools 
• Creation of a cooperative climate by building a common cluster 

identity (e.g. through public relations’ initiatives) 
• Focused investment promotion towards external competitors, 

including focused allocation of subsidies 
• Sophisticated public procurement 
• Implementation of common parameters for competition through 

standard-setting and certification 
• Information about cluster personalities (e.g. in newsletters and 

publications) 
• Allocation of awards 
• Foundation of technology centers of science parks 
• Industry semesters of university teachers 
• Collaboration in designing a cluster strategy in order to participate 

in a cluster competition 
Source: Adapted by the Researcher from Benner, 2012 
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6 OVERARCHING CLUSTER POLICY 
MANAGEMENT 

 
 
When developing an overarching policy, it is recommended that the following 
framework is considered, as it supports the key recommendations of this 
report: cluster development and support for clusters’ initiatives (Figure 13). 
 

Figure 13: Policy Framework for Overarching Palestine Cluster 
Initiative Development 

 

 
Source: Developed by the Researcher, April 2020 

 
It is also recommended that clusters are developed with bottom-up strategies, 
making use of some of the tools and mechanisms outlined in Table 15. This 
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will allow for active participation by the private sector, resulting in stronger 
commitment from enterprises within clusters. 
 
An important aspect of recommendations contained in this report is that 
proposed competition-improvement activities should form part of a series of 
cluster interventions. It is now well-recognized that a cluster-based approach 
is a significant, systematic tool for governments and economic development 
agencies looking for policy directions that enable their economies/firms to 
become more competitive.  
 
In this approach, special attention must be paid to the specific needs of the 
three, prioritized business sectors: manufacturing, agriculture, and 
technology/service-based industries, including tourism. It is important that 
cluster programs are designed to meet the requirements of any given cluster, 
and the specific characteristics of any given region. For example, initiatives 
for clusters in Area C are more likely to be soft ones, based on skills’ 
development, capacity building, improving transactions and reducing costs, 
rather than hard ones such as building infrastructure. This may not be 
approved by the Israelis or, if implemented without approval, may be 
destroyed, causing the cluster to incur large financial costs. Anecdotal 
evidence shows that some factories in Area C were built (or extended) 
without Israeli permission. Subsequently, these were demolished. This makes 
developing facilities for collaborative use risky, if permission is not granted. 
Softer initiatives are more transferrable, irrespective of what measures may be 
taken by Israel. 
 
From research and analysis, it is evident that there are several areas central to 
successful, cluster development in Palestine. It is recommended that all 
clusters should: 
 
• Dramatically increase the skills of all MSME management and technical 

personnel at the enterprise level. 
• Develop strong links with universities to increase knowledge and 

innovation through joint initiatives. 
• Encourage the use of ICT systems throughout clusters. 
• Provide assistance to emerging ITC clusters in Palestine. 
• Develop trust to enable the building of stronger networks and 

partnerships. 
 
Policy interventions do not normally try to create clusters without the 
existence of an initial base. However, they can be supportive of existing 
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clusters and help them to develop. Such requirements should be clearly 
incorporated into Palestinian industrial and economic policy. 
 
If these requirements cannot easily be incorporated due to lengthy debates or 
the conflicting opinions of ministries, it is recommended that future cluster 
initiatives (independent, donor-funded or government-supported) take such 
requirements into account at the initial design stage.  
 
It is recognized that the most effective form of cluster development is based 
on a bottom-up approach. In practice, this means allowing cluster members to 
make decisions on what they want to achieve collectively. The implementing 
agency should be aware of the above requirements, and take them into 
account when designing cluster-wide activities. This means that cluster 
members need to be aware of their cluster’s activities, and commit to 
participating in collaborative initiatives. The methodology for implementing 
cluster initiatives - and for creating cluster management and action teams that 
can assume responsibility for implementation - is not within the scope of this 
report. However, the reader can obtain more information on this by referring 
to UNIDO, and the cluster development handbooks developed by Deutsche 
Gesellschaft für Internationale Zusammenarbeit (GIZ).10  
 
It is recommended that the PA promotes industrial policies that are 
complementary to cluster development, within a framework that is socially-
responsible and encourages investment, trade and enterprise-development, by 
seeking to improve skills and capabilities at the national level. Undoubtedly, 
the Paris Protocols and the Oslo II Accord will need urgent renegotiation if 
true internationalization is to be achieved in the future.  
 
6.1 Cluster Coordination Agency 
 
An important element of the framework shown in Figure 13 is that a separate 
Cluster Coordination Agency (CCA) is created, receiving support (in finance 
and governance) from the private sector and the PA. Typically, this would be 
set up as a public-private organization, with both government and private-
sector representatives on the governing board. It is important that the CCA is 
independent of government influence, but it should be mandated to assist 

 
10  http://www.clustersfordevelopment.org/ and Cluster Management a Practical Guide Part 

A: Overview. 
http://www2.gtz.de/dokumente/bib/07-1496.pdf and Cluster Management - A Practical 
Guide. Part B: Tools 
http://www2.gtz.de/dokumente/bib/07-1498.pdf  
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cluster development in line with industrial (and other) government policies, 
utilizing appropriate tools and mechanisms. The CCA can also independently 
seek funding, while ensuring that the PA’s policies do not end up being 
directed by donors’ political/economic agendas.  
 
CCA should not be confused with organizations such as PIEFZA (the 
Palestinian Industrial Estates and Free Zones Authority). Industrial estates, 
parks and free zones might or might not include clusters. More typically, they 
will include a mixture of industries that will not provide the correct conditions 
for cluster development. CCA is a separate organization, charged with 
developing all clusters in Palestine, whether they are located in an industrial 
zone/park or not. 
 
Good examples of countries that have such cluster organizations include: 
• Germany (https://www.clusterplattform.de/) 
• France (https://competitivite.gouv.fr/en/home-853.html and 

http://franceclusters.fr/) 
• Denmark (http://www.clusterexcellencedenmark.dk/) 
• India (http://fmc.org.in/) 
• Norway (https://www.innovasjonnorge.no/en/start-page/) 
• Sweden (https://www.vinnova.se/en/). 
 
As a further example, the Lithuanian Cluster Network was officially 
established on May 27, 2020. It is the only organization in Lithuania that 
unites the community of 57 registered, national clusters. Its mandate is to 
coordinate the promotion and development of innovation, networking and 
project implementation. This innovation network will link Lithuanian clusters 
in ICT, financial technologies, creative industries, production/engineering, 
agro-innovation, food technologies, energy, construction, transport, health and 
tourism. Clusters account for 777 MSME members. 
 
In many successful clusters, coordination is undertaken by a neutral 
representative who is seen as essential in building trust among cluster 
members. Without a common, unified platform for networking, bottom-up 
initiatives may stay isolated from each other. This has happened in Palestine 
over many years. An effective CCA will allow for networking between 
Palestinian clusters and other international networks. It will strengthen 
knowledge and provide opportunities for collaboration and matching, as well 
as market intelligence, technology transfer and project development. In 
addition, the CCA will be able to implement a robust M&E system to 
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understand the success factors of each cluster, and transfer the knowledge 
learned to other clusters. 
 
The analysis of clusters in Palestine indicates that network coordination is 
indispensable, but that individual network members are not usually closely 
inter-linked. Network coordination is needed for the continuous flow of 
communication, for the coordination of activities, and for the concentration of 
partners’ interests. The absence of network coordination engenders 
transaction costs that can be too high for some individual partners.  
 
The CCA can serve as the focal point for cluster development. It can support 
cross-cutting events such as general training, as well as coordinate events 
such as study tours and R&D projects. It can build and maintain mechanisms 
for interaction between firms and other supporting institutions (e.g. 
universities, research centers, service providers and financial institutions). 
Other types of support that CCA could provide include: 
 
• Cluster mapping to determine agglomeration and the economic 

significance of Palestinian clusters. 
• Funding and proposal-writing. 
• PPD and M&E. 
• Exchanging information and communications. 
• Achieving a balance of interests and settling conflicts. 
• Creating mutual trust between clustered partners. 
• Preparing decision-making documents. 
• Building on - and strengthening - common interests. 
• Advisory signposting services targeting multiple clusters: manufacturing, 

quality-assurance, marketing and ICT. 
 
It is recommended that CCA initially focus on assisting clusters to improve 
their members’ operations and internal capacity, skills and knowledge. 
 
Clustered enterprises would expect the cluster network to be managed by a 
neutral agency. However, there is no common opinion on who should assume 
this role (e.g. an independent consultant, a technology center or an enterprise 
partner). Technology centers and consultancies comply best with demands for 
neutrality as, despite their specific interests, there is no conflict with the 
competition-oriented goals of other partners. 
 
For the moderation of the network, the balance of interests amongst the 
partners must be continuously ensured. A culture of trust and understanding is 
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essential for successful development of a cluster. Moreover, selected cluster 
managers must be sufficiently qualified, and work efficiently in terms of 
minimizing expenses for cluster members. In order to foster industry 
acceptance, traditional public-sector institutions are advised to play a less 
visible role in the operational management of clusters. Nevertheless, and as 
outlined above, public sector support is indispensable in setting up a cluster 
and, at some point, individual clusters (under the guidance of the CCA) might 
be able to seek accreditation via the European Cluster Excellence Initiative. 
This is a benchmarking and labeling scheme, extensively used in numerous 
countries. As of today, more than 1,100 cluster organizations in 45 countries 
have been awarded a bronze label, around 130 have been awarded a silver 
label, and more than 100 have been awarded a gold label.11 

 
Regarding the institutional status of the organization coordinating the 
network, different models exist. A common factor in all successful cases of 
network coordination is the availability of full-time, professional staff. In 
several, regional networks (e.g. England, Spain, Austria and Wales), clusters 
have developed into self-managed organizations in the second stage of their 
life cycle. Network coordination was transferred from public bodies to the 
members of clusters themselves. 

 
11  https://www.clustercollaboration.eu  
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7. CONCLUSIONS 
 
 
As research has shown, cluster development in Palestine is complex, 
particularly given the developmental stages of most MSMEs. This, coupled 
with the Israeli Occupation and continuous extension of the Oslo II Accord, 
leaves the Palestinian economy very vulnerable to economic and social 
changes. However, despite these difficulties, clusters can be developed 
successfully. All Palestinian clusters have a unique set of challenges that need 
to be overcome, in order to improve their competitiveness. The choice of 
activities for cluster development are numerous and will depend on the impact 
each will have, what skills are required, and the finance needed to pump 
prime them. Detailed recommendations for - and activities aimed at - specific 
clusters are beyond the scope of this report. However, this analysis contains 
key areas for the consideration of all clusters, particularly in developing trust, 
creating stronger networks/institutions, increasing the skills of MSME 
personnel, developing strong links with universities to boost innovation, and 
encouraging the use of technology and ICT systems. Such activities are less 
likely to be restricted by Occupation.  
 
The case studies have indicated that when clusters exist without institutional 
or government intervention, their growth and development require strategic 
formulation, leadership and a commitment from clustered enterprises. A key 
part of gaining this commitment is to raise awareness about clusters and their 
potential for improvement. Indeed, the PSDCP case study for Palestine is a 
good example of where a pilot cluster project provided committed leadership 
that produced cluster strategies benefitting member enterprises, by improving 
their capacity and market share. Unfortunately, this was short-lived, as these 
embryonic clusters found a reduced commitment from their supporting 
institutions, who failed to capitalize on the enabling process that initiated the 
clustering process for Palestine. Nevertheless, this has provided a learning 
experience that future cluster development can benefit from.  
 
To effectively manage future cluster development, it is strongly recommended 
that a CCA is established, to deal with the complexity of coordinating 
between cluster members, including supporting institutions and NGOs that 
might be providing specific assistance. The proposed CCA is considered 
important for future cluster growth in Palestine, as it will provide a focal point 
for development, rather than it being spread across numerous government 
ministries. The strength and future prospects of a cluster are linked to the 
strengths and competences of cluster management, which should provide (or 
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signpost) customized BDS and add value to cluster membership. High-quality 
cluster management - that creates culturally sensitive plans - is seen as 
essential to promoting cluster excellence.  
 
However, before committing any public funding to developing specific 
clusters, it is recommended that the proposed CCA undertakes a cluster-
mapping and analysis exercise, to determine the types of clusters present in 
Palestine, particularly clusters that might reside in those sectors that have 
been identified as priorities. This will provide objective data that will then 
allow informed decisions to be made on cluster selection and appropriate 
assistance.  
 
One immediate and important recommendation is that the PA provide a legal 
mechanism allowing cluster organizations to be formed. This allows them 
independence in seeking funding and assistance freely. 
 
The types of collaborative, cluster initiatives outlined in Figure 11, using the 
tools shown in Table 15, need to be continued in future, cluster activities. 
Taking into account the above recommendations will be critical for success. 
These will have the most-marked impact on improving competitiveness, 
helping to drive the overall economy towards being efficiency-driven.  
 
Before cluster-based initiatives are undertaken, it is important to develop 
training interventions for cluster management that include an understanding of 
cultural drivers. An action plan for the advancement of clusters can then be 
designed. The implementation of initiatives at Palestinian clusters requires 
clustered members to be engaged. This can be achieved by appropriate 
briefing sessions, workshops and the chance to participate in decision-making 
processes. 
 
For almost all cluster initiatives, a critical role is played by individuals leading 
the effort. He/she will tend to be an industry insider, with a strong networking 
role within the cluster. He/she will lead the overall effort, and guide 
individual working groups in tackling specific topics. A structured approach 
to developing and implementing cluster initiatives is recommended. This 
starts with identifying and training the cluster facilitator to be culturally-
sensitive in cluster management and cluster development techniques, as 
relations between cluster members are critical factors of success.  
 
Research has shown that cluster policies should aim to enable and support all 
clusters, and not target one specific cluster. It is concluded that the ultimate 
goal of cluster policy is to strengthen regional competitiveness. Therefore, 
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cluster policy needs to have a clearly-defined strategy and vision. The policy 
should serve more than one cluster and aim at generating spillovers and/or 
developing networks and agglomerations, while reducing market failure and 
improving unbiased competition. The policy should fit with available 
resources, responsibilities and the power of authorities. Most importantly, 
cluster policy should take into account other polices, and retain a neutral 
position in terms of promoting one cluster over another. As such, trade and 
industrial policies should target the macro-economic environment. Such 
policies should include a provision to assist clusters in regional development, 
through the use of supporting tools and mechanisms. 
 
For future cluster development, the steps shown in Table 16 are 
recommended. Steps 1-4 should be undertaken by the proposed CCA, with the 
remainder managed by cluster leadership and overseen by the CCA. Step 8 
should be undertaken by both the cluster and CCA. 
 

Table 16: Steps for Cluster Development 
 
1   Cluster-mapping Map clusters to ensure agglomeration, related and supporting 

institutions for collaboration and relevant stakeholders. Finalize 2   Cluster shortlist Select and shortlist potential cluster(s). 

3   Mobilization, 
management and   

     trust-building 

Mobilize and build interest. Appoint a cluster manager/leader. 
If appropriate, create a legal entity for the cluster. Establish a 
communications plan with members and the CCA. Secure 
funding for collaborative initiatives. 

4   Cluster diagnosis Diagnosis and assessment of the cluster.  

5   Strategic 
planning 

Develop a bottom-up vision and strategy involving cluster 
enterprises. Include short-term and longer-term goals. 6   Action planning Develop action plans for implementation and collaboration. 
Seek and/or receive appropriate external assistance, if required. 7   Implementation CATs implement action plans for their clusters as appropriate, 
with external assistance if required. 8   Monitoring and  

     evaluation 
Monitor and evaluate. 

Source: Developed by the Researcher 

 
Finally, there are a number of drivers of change that will affect cluster 
development and cluster policy in Palestine in the future. These are briefly 
summarized below. 
 
• Internet of Things (4th Industrial Revolution) 

Of the many challenges faced by the world today, possibly the most 
daunting is how to shape the “Fourth Industrial Revolution”, which is 
taking place at high speed and with tremendous innovation. Such 
challenges can prove overwhelming, but can also present many 
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opportunities. Businesses need to adapt to these changes, both in terms of 
managing their operations and their HR. A creative, flexible HR 
management system, that is conducive to preparing employees to adapt to 
relevant changes, is essential. Employees need to be aware of the 
increasing necessity of gaining new skills, or updating existing ones, in 
order to acquire a transferable set of qualifications. Improving and 
transforming the Palestinian labor force - by employing the tools of 
adaptability, lifelong learning and vocational training - will assist in 
reducing high unemployment rates (including youth unemployment); 
contribute to increasing competitiveness; and help to reduce migration out 
of the region. 

 
Equipping the workforce with skills required for the jobs of today - and 
those of the future - is of strategic importance for Palestine. This will 
contribute significantly to enterprise growth and development. It is 
important that both employers and the labor force are capable (and 
willing) to adapt to changes and advancements in innovation and 
technology, in today’s global economy. The multi-modal use of ICT, 
developments created by international markets, rapid changes in the use 
of technology, and changes in consumer demand are changing work 
practices. Although Palestine is restricted from accessing the most up-to-
date ICT systems, the rest of the world is moving on with them. Palestine 
should not ignore this, as it will face even tougher competition from 
developing economies that can utilize these technologies. It also needs to 
embrace - as much as possible - new technologies, if it is going to move 
away from being a factor-driven economy. As such, being aware of the 4th 
Industrial Revolution might encourage the development of clusters in 
electronics, ICT and communications. Current changes are creating skills 
gaps that, if not strategically addressed, will negatively affect national 
competitiveness. 

 
• ICT  

Developments in ICT - and the upsurge of mass, social, media culture - 
are the two leading factors through which supply chain consolidation may 
impact clusters in Palestine. ICT-based applications make information 
flows faster and cheaper. Buyer-driven value chains, such as those in 
many clusters in Palestine, make use of such technologies and consider 
them essential. In fact, mobile-phone technology is already being used in 
many businesses, in areas such as price-setting, marketing, online delivery 
services, taxi services, consumer shopping, manufacturing control 
systems, and remote, diagnostic systems, to name but a few. The use of 
hand held “smart devices” will undoubtedly increase, as technology 
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improves and advances. Information technology is advancing in all areas, 
and must be incorporated into the business cycle. In addition, the use of 
intermediate technologies that reduce the cost of capital equipment is also 
important. Here, cluster initiatives could provide some common-use 
equipment and/or advice on low-cost technologies for improvements in 
productivity and quality. 

 
• Environmental Concerns 

The pressure on products produced by Palestinian clusters requires 
MSMEs to comply with demanding environmental and quality 
regulations, which have increased and intensified in recent years.12 This is 
due to a number of reasons, ranging from the increased importance placed 
on sustainable development, to creating non-tariff barriers as an 
alternative to the removal of tariffs. Environmental protection should be a 
concern to all the clusters in Palestine, as increasingly aware consumers 
now make purchase choices that target products/brands offering 
assurances that they have been produced in a sustainable, 
environmentally-friendly and fair-trade environment. Environmental 
concern might be very important to certain clusters, especially the Shoes 
and Leather Cluster, the Furniture Cluster and any plastics’ clusters. 
Adopting environmental improvement via collaborative initiatives in 
these clusters helps their competitiveness, as well as making them more 
attractive to buyers, who are becoming more sensitive to environmental 
issues. 

 
 
 

 
1  Lisa, Baldi. “Investigating the relationship between the environment and the food 

industry”. Psu.edu, https://news.psu.edu/story/453611/2017/03/02/investigating-
relationship-between-environment-and-food-industry, March 02, 2017 

2  Puja, Mondal. “7 Major Effects of Industries on Environment”. Your article library, 
http://www.yourarticlelibrary.com/environment/7-major-effects-of-industries-on-
environment/12328 

3 “Impact of Business and Industry on the Environment”. Sviva.gov.il, 
http://sviva.gov.il/English/env_topics/IndustryAndBusinessLicensing/Pages/Environmenta
lImpactOfBusiness.aspx, Aug. 03, 2015 

4 Kyle, Downey. “How Does the Livestock Industry Impact the 
Environment?” Lawstreetmedia.com, https://lawstreetmedia.com/issues/energy-and-
environment/various-ways-livestock-industry-impacted-environment/, June 2, 2016 

5 Rinkesh, “Industrial Pollution”, Conserveenergyfuture.com, https://www.conserve-energy-
future.com/causes-effects-of-industrial-pollution.php 

6 Sonia, Madaan. “Terrible Effects of Industrial Pollution”. Eartheclipse.com, 
https://www.eartheclipse.com/pollution/terrible-effects-of-industrial-pollution.html, 2019 
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• Intellectual Property Rights 
Protection of IPR is significant for the development of clusters in 
Palestine. It is of particular importance to members of the cultural and 
creative industries, where their uniqueness is central to their success. In 
addition, companies that have developed technologies and brands within 
the region should have a clear understanding of how they can protect their 
intellectual and technical investments. It is also important for the cluster’s 
reputation that its MSMEs are not seen to be copying intellectually-
protected products or other artefacts. Clusters are increasingly using 
geographical indicators (e.g. the Champagne area of France, 
Switzerland’s Gruyère cheese and Mexico’s Tequila) as a method of 
“branding” their uniqueness. This can become a unique selling-point for 
clusters’ products. 

 
Palestine has good opportunities to develop successful clusters that are aware 
of trends and changes in both technology and markets. Such clusters should 
be vigilant on how local and international competitors are impacting their 
individual - and clustered - enterprises. The presence of a cluster does not 
mean that it is running efficiently, or that it is serving an industry that is 
becoming competitive. The geographic concentration of interconnected 
companies and institutions in a particular sector - or value chain - is enough 
for them to qualify as a cluster. However, it is critical that they have enabling 
initiatives and leadership to be successful as a cluster. 
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ANNEX I: CLUSTER POLICY DEVELOPMENT PHASES 
 

Policy Phase Success Elements Author 

1. Discussion 
Initiation 

Established forum/ network 
for communication between 
all affected actors 

IRE subgroup "Regional clustering and 
networking as innovation drivers" 
2005; Andersson 2004; Christensen et 
al. 2011; Ketels 2009; Rosenfeld 
2002a; Meyer-Stamer, Harmes-Liedtke 
2005; Cluster Navigators Ltd. 2001; 
Wolfe 2008 

Awareness of the cluster issue 
and its potential advantages / 
disadvantages for the region 
between main regional 
participants 

Andersson 2004; Brenner 2003; Wolfe 
2008; Sölvell 2008 

Trust building Andersson 2004; Rosenfeld 2002b; 
Cluster Navigators Ltd. 2001 

Existence of previously adopted 
"trendy" policy 

Benneworth, Charles 2001 

2. Economic 
analysis 

Organized group for managing 
economy and clusters 
analyzes 

Aranguren et al. 2006; Andersson 2004; 
Benner 2012b; Cluster Navigators Ltd. 
2001 

In-depth cluster-based 
analysis for evaluation and 
understanding of current 
situation and perspectives of 
regional economy 

Raines 2000; Aranguren et al. 2006; 
Brown 2000; Benner 2012a; Rosenfeld 
2002b; Meyer-Stamer, Harmes-Liedtke 
2005; Cluster Navigators Ltd. 2001; 
Wolfe 2008; Sölvell 2008 

Application of a variety of 
methods for cluster analysis, 
emphasizing the combination of 
qualitative and quantitative 
approaches 

Raines 2000; Andersson 2004; Benner 
2012a; Meyer-Stamer, Harmes-Liedtke 
2005; Cluster Navigators Ltd. 2001 

Clear understanding of main 
principles and advantages of a 
cluster-based approach to 
analysis 

Raines 2000; Andersson 2004; Benner 
2012a 

Clusters have been 
chosen from existing or 
promising ones 

Aranguren et al. 2006; Ketels et al. 
2012; Andersson 2004; Porter 1998a; 
Council of competitiveness webside, 
p.4, 
www.compete.org/nri/clusters_innovati
on.asp Christensen et al. 2011; Brenner, 
Fornahl 2003; Meyer- Stamer, Harmes-
Liedtke 2005; Cluster Navigators 
Ltd.2001; Wolfe 2008; Karlsson 2007 
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Policy Phase Success Elements Author 

Choice of clusters is based on 
unique regional characteristics 

Raines 2000; Aranguren et al. 2006; DTI 
(Department of 
Trade and Industry) 2001; Benneworth, 
Charles 2001; Europe INNOVA 2008; 
Ketels et al. 2012; The High Level 
Advisory Group on Clusters 2006; 
Brown 2000; Andersson 2004; Benner 
2012a; Porter 1998a; Kleinhardt-FGI 
Corporate Advisors 2002; Ketels 2009; 
Brenner 2003; Martin, Sunley 2003; 
Meyer-Stamer Harmes-Liedtke 2005; 
Cluster Navigators Ltd. 2001; Wolfe 
2008; Sölvell 2008 

Chosen clusters (their sectorial 
orientation) overlap and have 
good market connections 

Raines 2000; IRE subgroup "Regional 
clustering and networking as 
innovation drivers" 2005; The High 
Level Advisory Group on Clusters 
2006; Christensen et al. 2011; Ketels 
2009; Brenner 2003; Martin, Sunley 
2003; Cluster Navigators Ltd. 2001 

Choice of clusters is done based 
on the opinions of internal 
and/or external expert analysis, 
actors within clusters and then 
combined with instincts of 
policy makers 

Raines 2000; Andersson 2004; Brenner 
2003; Meyer- Stamer, Harmes-Liedtke 
2005; Cluster Navigators Ltd. 2001; 
Wolfe 2008 

Political fairness and publicity in 
choosing clusters 

Raines 2000; Benneworth, Charles 
2001; Ketels 2008; Andersson 2004; 
Benner 2012a; Brenner 2003; 
Meyer- Stamer, Harmes-Liedtke 
2005 

Selected clusters fit in with 
existing policy priorities 

Raines 2000; Andersson 2004; 
Christensen et al. 2011; Wolfe 2008 

Chosen clusters have 
consensus within public and 
private sector actors 

Raines 2000; Europe INNOVA 2008; 
IRE subgroup "Regional clustering and 
networking as innovation drivers" 2005; 
Andersson 2004; Brenner 2003; Meyer- 
Stamer, Harmes-Liedtke 2005 

3. Policy analysis Cluster policy developers 
demonstrate competence through 
existing policies 

Raines 2000; Aranguren et al. 2006; 
Benneworth, Charles 2001; The High 
Level Advisory Group on Clusters 
2006; Christensen et al. 2011; 
Rosenfeld 2002b; Brenner, Fornahl 
2003; Wolfe 2008 
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Policy Phase Success Elements Author 

Strong engagement of private 
sector in review of the existing 
policy 

Raines 2000; Aranguren et al. 2006; 
Christensen et al. 2011; Cluster 
Navigators Ltd. 2001; Wolfe 2008 

External organizations participate 
in the policy analyzes and  
development 

Brown 2000; Christensen et al. 2011; 
Rosenfeld 2002a 

Understanding and defining 
key reasons / rationales for the 
choice of using cluster policy 

Raines 2000; Ketels 2008; Andersson 
2004; Martin, Sunley 
2003; Wolfe 2008 

Strong commitment to the cluster 
concept by key actors 

Raines 2000; Andersson 2004; Cluster 
Navigators Ltd. 2001; Wolfe 2008 

4. Policy 
development 

Cluster policy has a clear defined 
strategy and vision  

Andersson 2004; Benner 2012b; Ketels 
2009; Rosenfeld 2002b; Martin, Sunley 
2003; Wolfe 2008 

Cluster policy is directed 
toward more than one cluster  

Ketels et al. 2012; Andersson 
2004; Genosko 2006; Christensen 
et al. 2011; Wolfe 2008 

Cluster policy aims at creating 
spill-overs and / or developing 
networking, agglomerations, 
reducing market failures and 
enhancing fair competition 

Raines 2000; Aranguren et al. 2006; 
Ketels et al. 2012; Ketels 2008; 
Andersson 2004; Benner 2012a; The High 
Level Advisory Group on Clusters 2006; 
Council of competitiveness webside, p.4, 
www.compete.org/nri/clusters_innovation
.asp 
Kleinhardt-FGI Corporate Advisors 2002; 
Christensen et al. 2011; Brenner, Fornahl 
2003; Martin, Sunley 2003; Cluster 
Navigators Ltd. 2001; Wolfe 2008 

Cluster policy highly considers 
the peculiarities of clusters 
(especially their evolution stage) 
and the region 

Raines 2000; Aranguren et al. 2006; DTI 
(Department of Trade and Industry) 
2001; Benneworth, Charles 2001; 
Europe INNOVA 2008; Ketels 2008; 
The High Level Advisory Group on 
Clusters 2006; Brown 2000; Andersson 
2004; Benner 2012a; Porter 1998a; 
Kleinhardt-FGI Corporate Advisors 
2002; Ketels 2009; Rosenfeld 2002a; 
Fornahl, Brenner 2003; Martin, Sunley 
2003; Cluster Navigators Ltd. 2001; 
Wolfe 2008; Karlsson 2007; Brenner 
and Schlump 2011 

Cluster policy fits (political 
resources) in within existing 
responsibilities and powers of the 
regional policy making authorities 

Raines 2000; Andersson 2004; 
Christensen et al. 2011; Fornahl, Brenner 
2003; Martin, Sunley 2003; Cluster 
Navigators Ltd. 2001; Wolfe 2008; 
Sölvell 2008 

Ultimate goal of cluster policy is Ketels et al. 2012; Porter 1998a; 
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Policy Phase Success Elements Author 
strengthening regional 
competitiveness 

Christensen et al. 2011; Cluster 
Navigators Ltd. 2001; Wolfe 2008 

There is a good mix of existing 
other policies, which also 
address clustering and 
stimulate the development of 
business environment in 
general 

Raines 2000; The High Level Advisory 
Group on Clusters 2006; Aranguren et 
al. 2006; Benneworth, Charles 2001; 
Ketels et al. 2012; Brown 2000; 
Andersson 2004; Europe INNOVA 
2008; Porter 1998a; Ketels 2009; 
Brenner 2003; Martin, Sunley 2003; 
Wolfe 2008; Sölvell 2008 

Engagement in cluster policy 
appears at different 
administrative levels 

Raines 2000; The High Level Advisory 
Group on Clusters 2006; Brenner 2003; 
Martin, Sunley 2003; Cluster Navigators 
Ltd. 2001; Wolfe 2008; Sölvell 2008 

Policy makers realize the 
advantages of the concept and 
are willing to adopt the change 

Benneworth, Charles 2001; Brown 
2000; Benner 2012a; Cluster 
Navigators Ltd. 2001; Wolfe 2008 

Development of cluster policy is 
conducted in dialog between 
different affected actors 
 
 
 
 
 

Raines 2000; Europe INNOVA 2008; 
Ketels 2008; IRE subgroup "Regional 
clustering and networking as innovation 
drivers" 2005; Brown 2000; Andersson 
2004; Christensen et al. 2011; Ketels 
2009; Brenner 2003; Cluster Navigators 
Ltd. 2001; Wolfe 2008  

Source: Wilson (2014) 
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ANNEX II:  ECONOMIC DEVELOPMENT APPROACHES 
 

Shifts in Public Support 

From National and Macro To Regional and Micro 

Centralized industrial policy approach, 
targeting high growth markets, new 
technologies. 
National compensation for economic 
disparities. Implementation by remote 
national agencies, centered on political 
regions. 
From Implementation ‘in regions’ 

Regions identifying, leveraging their assets. 
Decentralization, with the capacity to coordinate 
around regional priorities and niches, to fine tune 
delivery. Regions becoming the essential unit for 
addressing competitiveness. Regions assuming roles 
that were the province of national/state 
governments. Functional regions, a place-based 
approach. 
To Implementation ‘for regions’. 

From immediate job creation. 
Driven by short-term and isolated project 
grants and subsidies, often one-offs. 

To longer-term business development. 
Profitability, innovation, competitiveness and 
productivity focus. Support extending beyond 
political cycles. 

From a ‘Low Road’ route. 
Businesses lowering production costs; price 
pressure on suppliers, wage pressure on 
staff; lobbying for less stringent 
environmental and social regulations. 
Pressure of special interest groups. 

To a ‘High Road’ route. 
Businesses enhancing value of products and services 
through investments in innovation, relationships, 
skills, new machinery and adoption of more 
stringent quality standards... Avoiding capture and 
rent seeking. 

From one or two ocean liners. 
From subsidies, grants and loans for large 
firms and for Foreign Direct Investment 
attraction … with the danger of intervening 
in competition. 
From chasing smokestacks and economic 
hunting. From clumps of isolated firms. 

To a thousand small speedboats. 
Engaging less directly through addressing broader 
conditions underpinning groups of firms, especially 
SMEs. Establishing shared assets, collaborative 
agendas. Regional networks of linked firms … 
linked horizontally with firms at the same level of 
the value chain, and vertically, with buyers and 
input providers, often through value chains. 

From exogenous growth driven primarily by 
external factors, esp. investment attraction. 
Reactive, ad-hoc prospecting. 

To endogenous growth, capability driven by local 
factors from within 
Internal factors, from within. More sustainable 
growth, path dependent. Concentrating on a few 
priorities. 

From picking winners … 
by public agencies and politicians. 

To backing leaders … 
groups of business leaders with successful 
entrepreneurial achievements. 
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Shifts in Public Support 

From National and Macro To Regional and Micro 

From financial inducements. 
Resourcing investment attraction through 
tax breaks, subsidies and soft loans. 

To knowledge ecosystems. 
Resourcing workforce training, research institutions, 
institutions for collaboration … building the 
regional ecosystem. 

From isolated interventions. 
Ad hoc support drip-fed by a multiplicity of 
agencies. From agency clutter. 

To multi-agency integration. 
Joined-up support within a region of relevant policy 
areas, tighter alignment of multi-level agencies. 
Place-based approach addressing the regional 
context. Breaking silos, spanning boundaries. 
Linking urban and rural communities. Joint 
approaches to common problems, e.g. Grand 
challenges 
Challenges .Linking related competencies and 
specializations within the region, also nationally and 
globally. 

From an ‘Old Boy’s Club’. 
From decision making by a few. 

To the ‘The Wisdom of the Crowd’. 
Informed decision making on regional priorities 
(choices) centered on entrepreneurial discovery. 
Integrating fragmented knowledge. 
Transparent, community wide (triple helix), with 
grassroots involvement by implementers in the 
decision-making. 

From supply driven. 
Traditional supplier/agency led support. 
Replicating other regions, the ‘next Silicon 
Valley’. 

To demand driven. 
To needs-driven priorities. 
To triple helix collaboration with public agencies as 
a partner. 

Source: Cluster Navigators (2016) 
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ANNEX III: EEE QUESTIONNAIRE (SHORT VERSION) 
 

CLUSTER: 

PROVINCE:  

SUB-PROVINCE:  

VALUE CHAIN SEGMENT:  

COMPANY:  

P
IL

L
A

R
 

NO. 

ASSESSMENT CRITERIA 
SCORE 

Notes 

0 1 2 3 4 5 

A
L

E
R

T
 

The interviewer should score the 
adequacy / level of each assessment 

criterion based on interviewee replies 
and / or interviewer observations on a 
scale of 0-5 and answer by putting an x 

in the relevant box 

(n
o

n
e)

 

(l
o

w
) 

(l
o

w
-m

ed
iu

m
) 

(m
ed

iu
m

) 

(m
ed

iu
m

-h
ig

h
) 

(h
ig

h
) 

F
ir

m
 I

n
fr

a
st

ru
ct

u
re

 

1.1 
State of the internal + external physical 
infrastructure (buildings, access roads, 
availability of utilities, etc)              

!!   

1.2 
Sufficiency of number of certifications 
(e.g. H&S, CSR, ISO, HACCP, quality, 
customer own) 

            !!   

1.3 Level of use of ICT systems             !!   

1.4 
Level of use of strategic planning 
practices 

            !!   

1.5 Sufficiency of level of working capital             !!   

1.6 
Level of use of cash flow planning 
practices 

            !!   

H
R

 M
a

n
a

g
em

en
t 

2.1 

Scope of pre-interview employment 
practices (i.e. manpower planning + 
identifying staff through information 
gathering, advertising, networking, etc) 

            !!   

2.2 
Level of use of selection procedures + 
pre-employment tests 

            !!   

2.3 Amount of ongoing employee training             !!   

T
ec

h
n

o
lo

g
y

 
D

ev
el

o
p

m
en

t 

3.1 

Level of activity done to track industry 
innovation + trends (e.g. attending trade 
fairs, internet searches, media usage, 
questioning suppliers / customers / 
consumers, contact with universities / 
sectoral bodies, etc) 

            !!   
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3.2 Ease of access to technology             !!   

3.3 
Level of pursuit of new systems, trends or 
technology to upgrade processes  

            !!   

3.4 
Level of cooperation with suppliers or 
customers to develop new products 

            !!   

P
ro

cu
re

m
en

t 

4.1 
Length of lead time to procure equipment 
+ spares (or other suppliers) 

            !!   

4.2 
Length of lead time to procure raw 
materials 

            !!   

4.3 

Geographical closeness of raw materials 
suppliers (including packaging). Specify 
if local, regional or international: 
………………………….…….……… 

            !!   

In
b

o
u

n
d

 L
o

g
is

ti
cs

 

5.1 
Suitability of storage facilities for raw 
materials (inc. quarantined + rejected 
goods) 

            !!   

5.2 
Suitability of the raw materials inventory 
control system (including the returns 
procedure) 

            !!   

5.3 
Timeliness of receipt of raw materials + 
other inputs 

            !!   

O
p

er
a

ti
o

n
s 

6.1 Level of current equipment              !!   

6.2 
Sophistication of maintenance planning 
activities 

            !!   

6.3 Level of operating efficiency              !!   

6.4 
Sophistication of production / process 
planning activity 

            !!   

6.5 
Sophistication of the raw materials 
requirements planning activities 

            !!   

 

O
u

tb
o

u
n

d
 

L
o

g
is

ti
cs

 

7.1 
Suitability of storage facilities for 
finished products (inc. rejects) 

            !!   

7.2 
Sophistication of the order processing 
system 

            !!   

7.3 
Sophistication of the delivery scheduling 
system 

            !!   

M
a

rk
et

in
g

 +
 

S
a

le
s 

8.1 
Level of dependency on orders as a sub-
contractor 

            !!   

8.2 
Level of spread of customers / clients to 
minimize market changes 

            !!   

8.3 
Level of impact of recent / current / 
potential market changes on the company 

            !!   
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8.4 
Level of pressure from customers + 
consumers to make changes 

            !!   

8.5 Level of existence of strategic partners             !!   

8.6 Level of market research undertaken             !!   

8.7 
Ability to identify target customers + 
consumers 

            !!   

8.8 Level of niche products offered             !!   

8.9 

Geographical closeness of markets. 
Specify if local, regional or international 
(and if international, 
where):……………..……………………
………………….. 

            !!   

S
er

v
ic

e 

9.1 
Level of after-sales services provided for 
customers / consumers 

            !!   

9.2 
Level of repair services provided for 
customers / consumers 

            !!   

M
a

rg
in

 

10.1 
What is the company's average gross 
profit margin? Specify if possible 
………………  and then score  

            !!   

10.2 
What is the company's average net 
margin after taxes? Specify if possible 
………………  and then score  

            !!   

S
u

p
p

o
rt

 
A

ct
iv

it
ie

s 

11.1 
Level of trade association support 
services / activities 

            !!   

11.2 
Level of government + government / 
private sector agency support services / 
activities 

            !!   

P
o

li
cy

 
S

u
p

p
o

rt
 

12.1 
Extent of preferential trade agreements 
for the sector 

            !!   

12.2 Extent of inward investment incentives             !!   

Interviewer:   Date:   
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Annex IV Cluster Brief 
 
 
Agriculture Cluster in Qalqilya 
Qalqilya Governorate is located in the northwestern West Bank. It is 
around 170,000 dunams. Its population is about 11,2400 people. 
Despite its small size, it is considered one of the most important 
agricultural governorates in the West Bank. 
 
Challenges facing Development of the Agricultural Sector in the 
Governorate 
Occupation, its policies and practices. 
Limited agricultural lands and water resources. 
Limited technical and marketing capabilities. 
 
Pillars of the Plan 

• Addressing the destructive measures taken by the occupation: 
Access to agricultural lands, water and natural resources and 
markets. 

• Increasing investment in the agricultural sector. 
• Activating the role of start-up agricultural institutions. 
• Exploiting international conventions and treaties to develop the 

Palestinian agriculture sector. 
 
Plan components and interventions: 

• Managing natural resources such as transporting water to eastern 
areas, supplying and installing major water pipelines, supporting 
and rehabilitating wells, and reclaiming and protecting lands, and 
rehabilitation of roads and constructing other roads. 

• Cultivating new lands with strategic and high-value crops. 
• Enhancing the business environment in terms of agricultural 

production, processing and marketing. 
• Marketing by supporting cooperative societies and rural women, 

and establishing packaging houses and post-harvest facilities. 
• Support farmers and producers affected by occupation practices. 
• Supporting fresh graduates with agricultural loans. 
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• Community awareness campaigns and establishing a secondary 
agricultural educational branch in Qalqilya Governorate. 

 
Expected outcomes: 

• The irrigated agricultural areas increased by 37% more than its 
current size. 

• The amount of irrigation water increased by about 2.8 million cubic 
meters. 

• The amount of plant production increased by 25% -30% of current 
amount of production. 

• About 2,310 permanent job opportunities and 178,000 temporary 
working days created. 

• About 180,000 fruit seedlings cultivated. 
• new agricultural areas Increased by about 5,000 dunums. 
• Construction and rehabilitation of 360 km of agricultural roads that 

will serve 32,000 dunums. 
 
Manufacturing Cluster in Hebron 
The following priority industrial-economic sectors were identified as 
follows: 
 
1. Leather and footwear industry  
2. Food and agricultural products industry 
3. Paper and packaging industries 
4. Plastic industries 
5. Precious metals industry 
6.  Stone and marble industry - recycling,  
7. Machinery manufacturing  
8. Handmade products and Crafts industries  
 
Based on the indicators of the industrial sector in the Hebron 
Governorate, in terms of the number of establishments and the number 
of employees, productive and investment capabilities and capabilities 
of development and expansion to local, regional and international 
markets, the sectors /targeted value chains have been divided into three 
categories, in order to focus on the goal behind developing the 
industrial cluster for each sector, and to provide networking 
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opportunities both vertically and horizontally, between these sectors 
and with the relevant development sectors: 
 
a. Development of value chains and cross-sectoral networking to 

maximize production and enhance competitiveness, as follows: 
leather and footwear industries, food and agricultural products 
industries, paper and packaging, plastic.  

B. Supporting and investing in promising sectors, like: precious metals 
industries(gold), stone and marble - recycling, and machinery 
manufacturing. 

c. Supporting heritage handicrafts and cultural industries, such as 
handicrafts with their developmental branches. 

 
The following section includes a diagnostic overview of each of these 
sectors, which was prepared and discussed in cooperation with the 
relevant and specialized institution of the private sector in Hebron 
Governorate. This helps in identifying development priorities, in terms 
of strategic approach and potential interconnections in promoting 
comprehensive industrial development opportunities (with special 
focus on vertical and horizontal cooperation and integration to achieve 
the goals in full consistency with national goals). 
 
Horizontal and cross-sectoral Industrial Interventions  
The following are a set of horizontal and cross-sectoral priorities that 
are discussed in more detail in the matrix of interventions in the 
annexes. These interventions constitute basic requirements for 
achieving the desired results from adopting achieving cluster-based 
industrial development methodology as a tool to achieve 
comprehensive and sustainable industrial development. 
 
1. Activating, reviewing and developing the regulatory legal and 

procedural environment 
 

• Establishing one-stop-shop/window for facilitating and 
expediting industrial licensing based on the Law by Decree No. 
(10) of 2011 on the Industry Law.  

• Adopting preferential tariffs for water, electricity, and fuels for 
industrial purposes as specified in the Industry Law 
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• Drawing policies and revising the relevant laws supporting 
domestic industries, local national products, and exporting 

• Family Businesses Governance  
• Facilitating licensing and registration procedures by activating 

the one-stop shop. 
•  Activating and implementing the National Quality 

Infrastructure Plan 
 
2. Development of Industrial Zones and Infrastructure and 

Services for the industrial Sector 

• Constructing and developing industrial zones with appropriate 
infrastructure, whether initiated by the government or the 
private sector or municipalities. 

• Establishing a well-prepared industrial and crafts zones which is 
built to preserve public health and environment friendly. 

• Establishing a business development services Center, that 
provides training, and qualification in management, planning, 
marketing, finance and production, and other services1 

• Development of logistical services, especially storage, and lease 
of machinery and equipment for commercial and industrial 
purposes. 

 
3. Improvement and provision of services and infrastructure 

services (electricity/energy, water, transportation, 
communications) 

 
• Subsidize energy (electricity and fuel) 
• Look for other sources of energy like alternative energy sources 

and promote investment in alternative energy sector  
• Provide sufficient quantities of water for industrial uses, and 

provide wastewater treatment program 
• Development of the network and roads network to facilitate the 

movement of goods and people. 
• Expand the telecommunication network and adopting modern 

technologies in cellular communications 
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4. Incentives to promote industrial expansion and investment  

• Revising and amending the Palestinian Investment Promotion 
Law and inclusion of additional material and qualitative 
incentives to implement the cluster-based development strategy 
(special incentive contracts)  

 
5. Encourage investment in technology, especially for developing 

productive activities 
• Developing and mobilizing funds, in addition to adapting 

diverse and effective new financial instruments for the 
industrial sectors. 

 
6. Development of specialized and modern vocational training and 

education  

• Establishing specialized vocational training centers for capacity 
building of workers in the targeted sectors to provide skilled 
workers. 

• Establish vocational programs /universities  
• Establish vocational training programs specialized in machinery 

and electronics maintenance, 3D drawing and other 
specializations needed in the sector 

• Capacity building of workers in areas related to preparing 
administrative plans, marketing, and exporting 

• launch awareness raising programs about environmental and 
public safety issues. 
 

7. Development of quality infrastructure  

• building specialized technical laboratories. 
• preparation of mandatory technical specifications and 

instructions  
• comprehensive training and awareness (supervisors and 

manufacturers)  
 
8. Establish specialized centers (centralized at the governorate 

level and in partnership with the private sector and academic 
and technical institutions) 

• Industrial packaging and packing Center  
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• Creative Development Center for Products and Marketing  
•  Research and Development Center for Production Technology 

to transfer technology and its integration in the production 
process  

• encouraging the provision of programs to promote the circular 
economy and recycling and to take advantage of the outputs in 
the industrial production process 
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Annex V Example of Palestinian Regional Cultural Bias and 
Actions for Dealing with Cluster Initiatives 

 

Regional Cultural Bias 
Actions that Will Assist Cluster Initiatives and are 

Sensitive to Cultural Traits 

Uncertainty avoidance:  

With a high score of 72, the region 
shows it is a hierarchical society. This 
means that its people accept a 
hierarchical order where everybody has a 
position that needs no further explanation 

• Use senior staff or very well respected individuals to 
make announcements/to communicate change 

• Use legitimate power to exercise authority 
• Tell subordinates what to do differently (do not leave it to 

them to figure out “how” to do things differently) 

Individualism:  

With a relatively low score of 32, the 
region shows itself to be more of a 
collective society 

• Focus on how change is good for the group (appeal to the 
common interest) 

• Allow the group to formulate and ask questions 
• Allow the group to consult with each other and spend 

time working out their responses, questions, and concerns 
Masculinity / Femininity:  

With a moderate score of 52, the region 
shows a bias towards being a masculine 
society 

• Stress and reward performance and results 
• Expect that work takes precedence over family life 
• Remember their focus is “live to work” 
• Show drive or ambition for completion of tasks and 

meeting of deadlines 
• Communicate and respond with a sense of urgency 
• Deliver what is promised, when you promise, and give 

20% more than you promised 
• A good manager should be decisive 

Uncertainty avoidance:  

With a relatively high score of 65, the 
region has a preference for avoiding 
uncertainty 

• Provide specific rules/structures/interim structures 
•  Recognize their need for information. Have available 

lots of supporting data and even theory, if appropriate  
• Use a logical flow to your interactions. Provide them 

with examples of others who have used the approach 
successfully 

• Provide them with a cost analysis to help them see the 
cost-benefit comparison 

• Share what they need to know 
• Use channels 
•  Focus on compliance with procedures and their style to 

one more likely to be accepted by their employee 
population, while championing the organizational change 

Long term orientation:  

With a low score of 25, the region’s 
society has a bias for quick results and 
does not look too far into the future. 

• Aim for quick wins 
• Profit driven 
• Short life cycle initiatives will be more acceptable than 

long term relationship building 
Source: Compiled by the Researcher 




