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The authors of this paper researched the influence of the quality of the regulatory rules on the con-
struction sector in Montenegro.  The authors noticed and clearly pointed out that the significance of 
construction for, the  total economy of Montenegro, its influence on other economic activities and 
participance in the social gross product of the country entirely justifies the need for constant attention 
of the politics creators. Key issues in the legal framework which negatively influenced the improve-
ment of competitiveness of this sector and national economy are noticed and clearly pointed out in 
this paper. As the most significant, the following ones are identified: trend of provisions instability, 
existence of mutual collision of laws and sublegal acts, regulation of spatial planning, issuing building 
permits, property registration and system of public procurement. After having analyzed the changes 
in the regulatory frame and their affect on improving the position of Montenegro on the lists of com-
petitiveness in international organizations, the authors make a general conclusion that necessity of 
regulatory reform with providing a predictable and functional system is one of the basic preconditions 
for further development of this sector. 
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INTRODUCTION

In the period after gaining independence, togeth-
er with speeding up the economic growth, con-
struction becomes one of the main economic ac-
tivities in Montenegro. Since 2006 up to today, the 
construction sector approximately participates 
with 5% in the Gross Domestic Product (here-
inafter GDP), and the intention of the creators of 
the economic policy is that this sector produces 
around 10% of the GDP of Montenegro and be 
one of the most dynamic economy sectors. [24] 
Before the global financial and economic crisis, 
Montenegro was characterized by increased 
growth which was mainly based upon high in-
flow of foreign direct investments. The average 
BDP growth rate in the period between 2006 and 
2008 was 8.7%. In the period between 2006 and 
2011, a growth was recorded in all economic ac-

tivities, primarily in the sectors of services and 
construction. Investments in construction in that 
period made 10% of total realized investments 
in Montenegro. [23] On the other hand, conse-
quences of the economic crisis negatively influ-
enced the construction sector. We could identify 
numerous problems in the legal frame in this pe-
riod and as a consequence they had discontent 
of economic subjects in this sector, but also a 
fall of Montenegro on the lists of competitiveness 
which are published by renowned international 
organizations. Nowadays, the state is making 
various efforts to find incentive mechanisms for 
improving the competitiveness of this industrial 
branch. [02] Undoubtedly, one of the necessary 
assumptions for the development of this sector 
is stimulating regulatory framework which practi-
cally carries out the ideas of the rule of law. [01]

Despite the fact that the economic crisis nega-
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stated that 97% of interviewed businessmen think 
that the current regulatory framework does not en-
courage companies to expand their activities.[13] 
The Foreign Investors� Council in Montenegro has 
been pointing out certain flaws in the regulatory 
framework for years and they pay special atten-
tion to the issues which improve the development 
of the construction sector, primarily the problem 
of issuing building permits, property registration 
and the slowness of the state administration to 
service the needs of the companies who do the 
business in this sector.  The common denomina-
tor is the fact that unstable regulatory framework 
in which new economic restrictions for companies 
have been introduced in a short period of time or 
increased deadlines during the application for ob-
taining various licenses negatively reflect on the 
competitiveness of the national economy. [07] 

Macroeconomic projections for the period 2015-
2017 in Montenegro are significantly based upon 
the necessity of further development of the con-
struction industry. According to the estimations of 
the creators of the economic policy in Montenegro, 
the period 2015-2017 will record faster growth of 
Montenegrin economy due to the growth of the 
investment activities and hiring national poten-
tials, primarily in the construction sector. [06,07] 
The construction sector will experience the big-
gest growth under the influence of the announced 
investment boom and it will be around 16%, and 
hiring domestic construction operatives will have 
a multiplicative effect on those branches which 
are connected to the functioning of this sector: 
trade, transport, financial and insurance servic-
es, small production services and other.[28] The 
aim of this paper is to point to the significance 
of the regulatory changes for the development 
of the construction sector in Montenegro. Dur-
ing the topic research and writing of the paper, 
the authors tried to identify the deficiencies in the 
regulatory framework and point out their negative 
effect on the competitiveness of the construction 
sector. Also, they noticed and emphasized the 
positive examples where the regulatory changes 
in the construction sector positively influenced the 
development of the total competitiveness of the 
economy of Montenegro and an  improvement of 
its position on the competitiveness lists which are 
published by the renowned international organi-
zations. While researching the influences of the 
regulatory changes on the development of the 
construction sector, the authors used statistical 
and normative methods, and they also carried out 

tively influenced the trends in the development 
of the construction sector, the number of eco-
nomic entities in this sector hasn�t reduced. For 
example, in 2009, in the construction sector in 
Montenegro there were a total of 1589 economic 
entities, and by the end of 2011 there were 1854 
companies that carried out activities in this sec-
tor [21]. The above mentioned fact tells us about 
significant potential with which Montenegro 
deals with when it is about this economic sector. 
On the other hand, directly or indirectly, the con-
struction sector influences other economic activ-
ities.[14] Also, empirical evidence has confirmed 
that construction sector has significant influence 
on GDP, labour market, national competitiveness 
and overall economic development.[22] 

After a few years of stagnation caused by the con-
sequences of the economic crisis, construction 
activity in 2013 and 2014 records growth accord-
ing to all indexes. Thus, total value of completed 
construction works during 2013, according to the 
data of the Statistical Office amounted to 269.7 
million euros and was 9.7% higher compared to 
the same period in 2012. The value of new con-
tracts on buildings was 70.4 million euros, which 
is 116.7% more than in the same period of the 
previous year, and the value of the new contracts 
on other construction was 65.3 million, i.e. 97.3% 
more compared with 2012. The strategic docu-
ment of the Government of Montenegro, Direc-
tions of Economy Improvement, precisely quotes 
that the basic directions of the development of 
this sector are improved spatial planning, high 
quality of the construction products (sustainabil-
ity), competitiveness of the construction compa-
nies and encouraging entrepreneurship, foreign 
investments, integration of illegal objects in the 
sector of formal housing, higher standards of en-
ergy efficiency and increased exploitation of ener-
gy from renewable resources. In order to achieve 
the above mentioned objectives, it is necessary 
to create a good quality legal and institutional en-
vironment. Unfortunately, general consent of the 
creators of the economic policy and economic en-
tities who do the business in the construction sec-
tor in Montenegro, is there is a significant space 
for improving regulatory framework in this area.  

Research of the business environment shows that 
the Montenegrin economy is not satisfied with the 
work of state bodies in carrying out the regulatory 
reforms in the construction sector. For example, 
in the research of the Montenegro Employers 
Federation, �Five Killers of Business�, it is clearly 
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a range of detailed interviews with the interested 
parties � economic entities from the construction 
sector, representatives from the Government and 
local self-management, as well as the represen-
tatives of the Employers Federation. Apart from 
analyzing individual legal acts, they also used 
publicly available publications and research of the 
relevant subjects in Montenegro who dealt with 
this topic.

METHODS

Key challenges in the regulatory framework of the 
construction sector

During the analysis of the regulatory framework, 
it is necessary to point out the fact that the con-
struction sector has to be regarded in the broad-
er context as a component of the economy, thus 
the problems it faces in many fields are common 
for the total economy � not enough understand-
ing of the legislator for the businessmen, differ-
ent approach in equal situations, slow proce-
dures of obtaining licenses, insufficiently efficient 
judiciary system etc. [28] On the other hand, the 
aim of this paper is to show to concrete flaws in 
the legal arrangement of the construction sector. 
Due to the complexity of the regulations which 
control this area, and since there is plenty of 
them, because the construction sector is directly 
or indirectly connected with numerous business 
activities, the authors identified those flaws that 
show as the most significant in the government 
documents, research of the business associa-
tions and expert analyses � the issue of obtain-
ing building permits, property registration, sys-
tem of public procurement. They also identified 
but haven�t elaborated into the details other 
problems in this area such as flaws in the system 
of space planning and arrangement, communal 
installation of the building plots, tax environment, 
slowness of the administration etc. 

In the Strategy of developing the construction sec-
tor in Montenegro by 2020, key challenges in the 
regulatory framework were presented in a com-
prehensive way, and strategic opinion that good 
quality legal and institutional framework are the 
foundation for the development of the construc-
tion sector in Montenegro. The following issues 
are identified as the key problems: issuing build-
ing permits, property registration and problems 
with regards to the real estate registry, the ques-
tion of adopting and implementing the technical 
standards, regulatory improvement of the system 

for energy efficiency of the objects, efficient imple-
mentation of the system of public procurements 
and high-quality institutional support. [27] 

After doing a detailed analysis of various docu-
ments in this area, we point to the following ques-
tions as key regulatory challenges for the devel-
opment of the construction sector in the future 
period:

Creating an efficient and legally secure sys-
tem for issuing building permits. Undoubtedly, 
the issue of building permits is in the long run 
the biggest challenge and so far the results in 
this area are described in more details further 
in the text. 

Improving overall labour law regulation in con-
struction sector. This includes working permits 
regulation, work protection regulation etc. [10] 

Improving the quality of the arrangement of 
the property registration. The issue of regis-
tering and recording the property is also im-
portant for the function of the total construc-
tion sector. Some steps forward were made 
in this area in the previous period, but further 
reforms are necessary. The most significant 
problems of the land system in Montenegro 
in the previous period are the following ones: 
insufficiently developed land registry, fre-
quent phenomenon of misbalance in various 
records in this area that is managed by state 
bodies � state tax offices, local institutions for 
managing plots and constructions, state sta-
tistics, a lot of territory that is not covered with 
the cadastre records etc. 

Introducing and implementing the appropri-
ate technical standards and European Union 
regulative Standardization in the construction 
sector became a prerequisite for running a 
successful business. That is why Montene-
gro started the procedure of introducing Eu-
rocodes and it is necessary to bring a whole 
range of regulations with the obligatory imple-
mentation in the construction sector. The pro-
cess of standardization is being implemented 
in the area of contracting, and that is why 
they also consider adopting FIDIC condi-
tions of the contracts as an obligatory basis 
for contracting works in the system of public 
procurements.[18] 

Further improvement of the system of pub-
lic procurements in the construction sector. 
Legislative changes since 2012 have signifi-
cantly improved the total system of the public 
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procurements in Montenegro.[09] Still, even 
apart from positive marks in the reform of the 
system of public procurements, experience in 
the implementation of this law, especially in 
the construction sector, points to certain flaws 
which have to be analyzed and removed so 
that this area can be improved. That is why 
we show the key drawbacks of the system 
of public procurements from the construction 
sector�s point of view which influences the 
competitiveness of this sector, but also the to-
tal competitiveness of the national economy. 
These are: activities of the institutions which 
carry out the system of public procurements, 
interpreting the regulations by the entities that 
implement the law, disrespecting basic prin-
ciples of public procurements by the offerors 
in practice, activities of the committees for 
opening and validating the offers, slowness 
and long duration of the procedure of public 
procurement etc.[20] 

The necessity of mutual coordination of legis-
lature and improving the institutional capacity 
for realizing constructing of projects. Numer-
ous researches of the business environment, 
but also official government analyses show 
that a particular problem for realizing invest-
ment projects in the past decades represent 
the slowness of the state administration and 
long terms for obtaining various documents 
and consent for building. There is also a prob-
lem of who is in charge for issuing various 
conditions and consents determined by not 
only one law, but by other regulations con-
cerning the environment protection etc. Ex-
isting different requests which are posed for 
the investors, and which are not concentrated 
in one document, additionally makes the in-
vestors� job even more difficult. On the other 
hand, the slowness of the administration and 
insufficient awareness of the significance 
of investments represent a special problem 
which needs long term attention because it 
can�t be solved exclusively by bringing rules, 
but by gradual implementation of the total 
environment in which the state government 
functions. 

Improving the system of spatial planning. One 
of the most important strategic documents of 
the Government of Montenegro, Spatial plan 
of Montenegro by 2020, points to numerous 
problems in spatial planning whose long term 
high-quality solving would create assump-

�

�

tions for improving the construction sector. 
The following problems are emphasized as 
the most significant ones in this document: 
inter-sectoral mismatch of the laws that regu-
late this area, not precisely defined relation-
ships between developmental and norma-
tive content of the spatial-planned and urban 
planning documents, frequent and lengthy 
changes of municipal spatial plans and gen-
eral urban plans, insufficient monitoring over 
the plan implementation and inefficient activi-
ties of the inspection services.[25] When The 
Law on Spatial Planning and building objects 
was brought in 2008, The laws that specially 
regulated certain segments were out of force. 
These were: The Law on Spatial Planning 
and Development (�Off. Gazette of Repub-
lic of Montenegro�, 28/05), the Law on Plots 
(�Off. Gazette of Montenegro�, 55/00) Law on 
Constructing objects (�Off. Gazette of Mon-
tenegro�, 55/00, 40/08, 34/11) and the Law 
on Urban and Construction inspection (�Off. 
Gazette of Montenegro�, 56/92). This law 
comprised four areas which used to be de-
fined by separate laws (spatial planning and 
development, constructing objects, plots and 
inspection monitoring over the planning and 
constructing), which represents a rationaliza-
tion for sure.  One of the main objections of 
the investors concerns the fact that certain is-
sues regarding building objects is treated by 
a range of other laws and bylaws which are 
partially mismatched in the parts with regards 
to building objects, whereas some objections 
were incomplete and not in compliance with 
the Law on spatial planning and building ob-
jects.[26, 07]  

We emphasize the efforts on creating a stimulat-
ing tax environment as affirmative solutions in 
the previous period. For example, by adopting 
and implementing the Law on spatial planning 
and building objects from 2009, a fee for using 
city plots was cancelled and they gave numerous 
benefits to the investors during the calculation of 
the fees for communal equipment. Also, according 
to the new Amendments to the Law on Property 
Tax which will be implemented from 01.01. 2016, 
one of the most significant novelty anticipates in-
troducing exemption from paying the taxes on the 
objects and special parts of the residential build-
ings owned by the investors which are shown in 
the journals as investments in progress or stocks 
of the finished products and which are intended 
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for further sale. Above mentioned solutions will 
represent a significant stimulus for further building 
and development of the construction sector. 

Evaluating the reforms in the construction sector 
through positions in doing business report

Flanagana et. al summarize the latest  develop-
ments  in competitiveness in construction sec-
tor.[05] Competitiveness is a multidimensional 
phenomenon � indispensably present at the level 
of firms, sectors, and the country as a whole.[16] 
Over the time, the concept of competitiveness 
has undergone significant changes.[17] Con-
struction sector competitiveness has been a sub-
ject of interest for many years.[04] Namely, quality 
of construction sector is one among key elements 
which determinates the overall nation competi-
tiveness.[08] The competitiveness indexes of the 
most prestigious international institutions (World 
Economic Forum, World Bank, Heritage Founda-
tion, etc.), that empirically measure the competi-
tiveness of the national economy, in a number of 
elements assess the legal and institutional as-
pects of construction sector.

The index of easiness of doing business repre-
sents one of the most frequently used indexes 
concerning the evaluation of the environment of 
doing business of a company. High ranked in-
dex of easiness of doing business represents an 
important parameter for the future investors dur-
ing bringing decisions on investing the capital in 
a country or a particular economic sector in the 
country. Also, the results of Doing business report 
are important because they talk about what the 
public management can do in a short period of 
time so that it can contribute to the easier business 
activities. Starting assumption of the research is 

that the private sector is the bearer of the eco-
nomic growth, and in order that the private sector 
can develop, it is necessary that administrative 
hurdles and limitations would be reduced to the 
minimum so that they can Maximize the facilita-
tion of the interaction between economy and ad-
ministration, but that there is also a legislative and 
judiciary system which guarantees realizing rights 
in practice.[11] Due to the above mentioned argu-
ments, we thought that it is necessary to monitor 
the position of Montenegro in this report and to 
compare the improvement which has been made 
in the recent years concerning the areas from this 
report that directly affect this sector.

It is necessary to point out the fact that certain 
problems connected with regulatory framework 
in the construction sector were the cause of the 
bad position of Montenegro on this list in previ-
ous years. These are � obtaining the building 
permit and the issue of property registration. Offi-
cially, according to the reports for years 2014 and 
2015, Montenegro has significantly reformed and 
improved the areas of issuing building permits 
and property registration. The information that 
the biggest 10 countries reformers in this area in 
2014 tells us about the significance of reforming. 
Also, in 2014, the area in which most regulatory 
reforms were carried out is �issuing building per-
mits�, and exactly 9 out of 10 countries reformers 
implemented the reforms.[30] 

Obtaining building permits is one of the key chal-
lenges for companies that do business in the con-
struction sector in Montenegro. Based upon the 
report �Doing Business� of the World Bank from 
2013, Montenegro was on a very low position - 
176 out of 185 countries (Table 1).

Table 1: Doing Business Report

Doing Business Report 2015 2014 2013 2012 Change compared 
with 2012

Starting the business 56 48 58 47 -9

Obtaining building 
permits 138 465 176 173 35

Property registration 87 87 117 108 21

Protecting investors 43 43 32 29 -14

Taxes 98 97 81 108 -10

Respecting the contract 136 136 135 133 -3

Closing the business 33 31 44 52 19
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Such a bad position of Montenegro was a conse-
quence of long, complex and insufficiently trans-
parent and expensive procedures of obtaining 
building permits. Also, according to the percep-
tion of the interviewed businessmen, this area is 
the one which was connected with corruption. For 
example, the results of one research of the Mon-
tenegro Employers Federation on the quality of 
the business environment in Montenegro showed 
that 21% of the interviewees see the procedure 
of obtaining the building permit as an area where 
bribing and corruption were most expressed [12].

RESULTS AND DISCUSSION

The process of obtaining building permits in Mon-
tenegro is still very complex, although significant 
simplifications were done and two procedures 
which still present a big problem to the investors 
are determined. These are Urban-technical con-
ditions (45 days) and building permits (60 days). 
During the carrying out of the reform which aimed 
to facilitate the realization of the business opera-
tions and bigger inflow of the foreign capital in 
the reform from 2008, the following procedures 
were terminated: solution on location, solution on 
appointing the performer of the Main project re-
vision, solution on approving preparation works, 
solution on urban consent. Since the reforms that 
were carried out in 2009 showed as very effec-
tive and beneficial, the following reforms were 
terminated in 2010: approval for carrying out 
geological researches (for all objects), consent to 
the elaborate on geological research, consent on 
electric power, sanitary consent, and agricultural 
consent. In the Doing Business report for 2013 
they recognized the efforts of the Government 
of Montenegro to reduce time, financial and pro-
cedural overload of the investors during issuing 
building permits. Although this area experienced 
significant reforms, it is still necessary to point out 
that the efforts were not good enough for improv-
ing the position primarily due to the fact that col-
lecting documentation and total procedure was 
carried out by investors themselves. Apart from 
that, although the law defined and simplified the 
regulations, according to the report - it is stated 
that this procedure still lasts for too long in prac-
tice. Still, in Doing Business report from 2014 in 
the area of issuing building permits, a step for-
ward was made for 11 places (see the Table 1). 
The biggest novelty in this area is introducing the 
principle of one window (one stop shop) where 
one can obtain all necessary consents for the per-

mit at one place. Significantly improved position in 
this criterion is a result of reduced number of pro-
cedures for obtaining the permit from 16 to 9, as 
well as reduced terms of delivery which shortens 
the procedure from 267 to 158 days compared 
with the Report for the year 2013. On the other 
hand and, with regards to costs, Montenegro was 
still on the top with the biggest costs which amount 
more than 60,000 Euros on the Doing Business 
model. The biggest amounts in costs are high 
fees for communal equipment of the plot, which 
amount around 45,000 Euros in this case on the 
example of the Capital City Podgorica which was 
comprised by the Report. Still, in the Doing Busi-
ness report for 2015, the position has improved 
a lot because it recorded reduced duration of the 
procedure, but the lower costs paid by the inves-
tor as well.[19] Viewed for the period 2012-2015, 
Montenegro improved its position 35 places with 
regards to the criterion of issuing building permits. 
In the area of property registration, an improve-
ment of 21 places in the period 2012-2015 was 
recorded, primarily due to simplified property reg-
istration by introducing a notary system.  Better 
position is a result of reduced number of proce-
dures for obtaining the solution on real estate reg-
istration in the cadastre from 7 to 6 days, while 
the terms and costs remained the same. Accord-
ing to the data of the index of easiness of doing 
business for the year 2013, Montenegro took the 
51st  place, which represents a fall of four places 
compared with the previous year.[29] In the report 
for 2014 year, it took the 44th  place, which rep-
resents a big step forward on the ranking list.[30] 
Finally, in the Report for the year 2015, Montene-
gro significantly improved its position and took the 
36th  place.[31]  The biggest changes which led 
to improving the position on the ranking list derive 
from the reforms on areas of obtaining building 
permits and property registration.[03, 15]

CONCLUSION

The construction sector as an economic activity is 
directly or indirectly connected with a big number 
of regulations of various legal power and content. 
Out of total number of real estate and its registra-
tion, spatial planning, issuing building permits, tax 
environment, over the carrying out of the contract 
on economic-legal activities, the common denom-
inator of the regulative is the need that it should 
be predictable, mutually adjusted and applicable 
on the business entities that it refers to. 
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The research of the influences of the regulatory 
changes on the development of the construction 
sector imposes itself as one of the basic conclu-
sions that the efficient transformation of regula-
tion, primarily in the area of building objects and 
property legal relations is a precondition for im-
proving this sector. Also, the whole legal system 
which affirms the idea of the rule of law is a nec-
essary prerequisite for developing the construc-
tion sector. We noticed and clearly pointed out 
certain problems in the legal framework which we 
consider they negatively influenced the improve-
ment of the competitiveness of this sector and 
the national economy. As the most significant, 
the following ones are identified: trend of provi-
sions instability, existence of mutual collision of 
laws and sublegal acts, regulation of spatial plan-
ning, registering property and system of public 
procurement. We particularly pointed out the fact 
that frequent absences of applying the adopted 
rules, the slowness of the administration and lack 
of awareness on the significance of investment, 
represent a long term problem which cannot be 
solved by bringing provisions, but by transforming 
total state management into the public service of 
citizens and economy. Finally, a common conclu-
sion is imposed that the results up till now, espe-
cially reforms that were carried out after the eco-
nomic crisis in the construction sector show that 
Montenegro seriously approaches this issue, and 
the best evidence for this attitude is the improving 
the position of Montenegro on the competitive-
ness lists of relevant international organizations.
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