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(1.State University — Higher School of Economics;2. State University — Higher School of

Economics)

Abstract:For the analysis of costs and benefits from preparation and carrying out of Olympic Games the
new concept of an Olympic business cycle is introduced. This concept shows the business activity of the
state, society and business for achievement of two basic purposes: to get the maximum profit and to
achieve positive externalities. The existing concept of an Olympic cycle has other sense and purpose.

The concept entered by authors allows to consider costs and benefits of the state and business at
different stages of Olympic business cycle which includes pre-Olympic, Olympic and post-Olympic stages.
A special paragraph devoted to the election procedure of the Olympics Capital. In the article features and
laws of economic and political business cycles (within the limits of an Olympic business cycle) interaction
are also investigated.

INTRODUCTION

The life quality greatly depends on the level of the country's economy and its social sector.
Olympic Games is the brightest part of the sporting movement. The study of this event impact on the
industry, politics, science, culture, religion, etc. is becoming increasingly important. Consideration of



this issue to evaluate the costs and benefits and effectively allocate financial resources of the
host-country.

The fact that the Russian resort city of Sochi was elected as the capital of the Olympic Winter
Games in 2014 is giving a greater significance attaches to the study of this problem. Each new Olympic
Games not only gives a powerful impetus to the development of host-country sport industry, but also
have a significant impact on its economy.

1. HISTORY

In our work under the economy of the Olympic Games should be understand aggregated behavior
of households, firms, government bodies, etc., or the other words - all the individual components that
make up the economy as a whole.

In analyzing the impact of the Olympics on the host-country national economy it is necessary to
introduce the concept of defining the period of high state, society and business activity, giving the
impulse to the economy and aimed at achieving two main objectives in the Games preparation: to
maximize the gains and reach positive externalities. Private business is more interested in first goal, the
State is more interested in achieving the second one. The introduction of such concepts will help clearly
define the period of higher economic activity in each Olympic Games host-country and to use this
definition in the works for the Olympic theme.

The analysis of literature and Internet resources have shown that in the Olympic movement, there is
no certain time periods, except the Olympics, which does not include the selection phases of business
activity. In some works of A.V. Ponyavin mentions the concept of the Olympic cycle3. It refers 4-year
period between the Olympics Games, which in fact is the Olympics. Online sources also mentioned the
concept of the Olympic cycle, which includes 7-year period of time during which the host-city and
host-country are preparing for a world sporting championship and holds it for 2 weeks. The cycle begins
at the time of the Games capital announcing and ending at the Olympic Games closing ceremony. This
definition may not be used in our analysis, as well as doesn’t include all phases of business activity.

The existing definitions of the Olympic cycle which concerns a sport preparation, can not be used
in our analysis because they do not reflect the behavior of economic agents of the host-country on
preparation period and did not reveal the mechanism of macroeconomic factors influence on the
host-country economic growth.

So let’s try to use the known category of .business cycle. (.the economic cycle.), which the Olympic
Games host-country is facing.

The theory of economic growth and the theory of business cycles relate to the theory of economic
dynamics. The theory of economic cycles explains the movement of the economy and examines the
causes of fluctuations in economic activity over time.

K. Marx was one of the first economists who began to pay close attention to this issue. He
distinguished four phases of the cycle of successive one another: 1) the crisis, 2) depression, 3) reviving,
4) recovery.

There are also other classifications. The US National Bureau of Economic Research (NBER)



provides: peak (peak, boom), contraction (recession), bottom (depression), Renewal (extension).
However, the theory proposed by K. Marx has the largest number of supporters. That is why we will use
it for further analysis.

In modern economic science the following types of economic cycles are most often used for
analysis and comparisons: Kitchin’s cycle (2-4 years); Juglar’s cycle (7-12 years), Kuznets’s cycle
(16-25 years); Kondratyev’s cycle (40-60 years) ; Forrester’s cycle (200 years), Toffler’s cycle
(1000-2000 years).

Let’s try to use the economic definition of “business cycle” in the Olympic Games analysis. The
business cycle is the fluctuations in economic activity. These fluctuations occur around a long-term
growth trend, and typically involve shifts over time between periods of relatively rapid economic growth,
and periods of relative stagnation or decline’. Thus, the Olympic business cycle is the period of time
between the country's decision to fight for the right of the Olympic Games hosting and the point of
recession in economic activity related to the Games. During this period the variation in levels of
economic activity in the host-country national economy is caused by the preparation to the Olympic
Games. At various stages in the development of the international Olympic Movement, Olympic business
cycle varies in length (see Table 1): from 3-4 years at the beginning of XX century to 10 years now days.

In the Olympic business cycle can be defined a 3 phase:

© pre-Olympic stage - from the date of filing a formal application from the city and the country
to host the Olympic Games till 30 days before the start of the Olympic Games;

© Olympic stage - from 30 days before the start of the Olympic Games till 30 days after the
closing date of the Olympic Games at the official closing ceremony; .

© post-Olympic stage - from 30 days after the closing date of the Olympic Games at the official
closing ceremony till the end of next season (the summer - for the Olympics and the winter
-for the Olympic Winter Games) after completion of the Olympic Games.

So, referring to the location of Olympic business cycle in economic cycles, it is important to note
that it coincides with the length of Juglar economic cycle, which is associated with the cycle of
attracting investment into the economy, which directly influences on the GDP growth, which is one of
the main macro-economic factors. Another feature of the Olympic business cycle compared with the
classical understanding of business cycles is that the Olympic business cycles in the Olympic Games

host-country do not replace each other but a unique specific business cycle.

Table 1 Olympic business cycle length (years)

The Games of Olympiad Olympic Winter Games
Athens
1896 nodata  nodata 3-4
(Greece)
Saint-Luis
1904 nodata  nodata 3-4
(USA)
Stockholm
1912 nodata nodata 3-4

(Sweden)




Antwerp

1920 . nodata nodata 3-4
(Belgium)
Paris Chamonix
1924 nodata  no data 3-4 1924 nodata no data 3-4
(France) (France)
Los-Angeles Lake-Placid
1932 1923 1923 10 1932 1928 1929 5
(USA) (USA)
London St. Moritz
1948 o 1948 1948 1 1948 . 1948 1948 1
(Great Britain) (Switzerland)
Helsinki Oslo
1952 . 1946 1947 7 1952 1946 1947 7
(Finland) (Norway)
Rome Squaw-Valley
1960 1954 1955 7 1960 1954 1955 7
(Italy) (USA)
Tokyo Innsbruck
1964 1958 1959 7 1964 . 1958 1959 7
(Japan) (Austria)
Munich Sapporo
1972 1965 1966 8 1972 1965 1966 8
(Germany) (Japan)
Moscow Lake-Placid
1980 1973 1974 8 1980 1973 1974 8
(USSR) (USA)
Seoul Calgary
1988 1980 1981 9 1988 1980 1981 9
(South Korea) (Canada)
Barcelona Albertville
1992 . 1985 1986 8 1992 1985 1986 8
(Spain) (France)
Sydney Nagano
2000 . 1992 1993 9 1998 1990 1191 9
(Australia) (Japan)
Beijing Turin
2008 . 1999 2001 10 2006 1997 1999 10
(China) (Italy)
Sochi
2016 2007 2009 10 2014 . 2005 2007 10
(Russia)

Calculated by the author on the materials from: www.gamesbids.com uwww.olympic.org

It is necessary to emphasize that the Olympic business cycles for the International Olympic
movement, by contrast, have one after another Olympic business cycle(in different countries) and in
parallel for different countries. The reason is: 5 Olympic Games host-cities and countries at one moment
are on one of the Olympic business cycle stages. Their number is equal to 5 because the Olympic
business cycle equal 10 years (as noted earlier), and the new host-city and country are determined by 1
every 2 years. For example, at the time of the Olympic Winter Games in Italy (Turin, 2006), also the
following Olympic business cycles were in dynamics: in China (Beijing, 2008), Canada (\Vancouver,
2010), Great Britain (London, 2012) and Russia (Sochi, 2014) (see Figure 1).

Figure 1. Interrelation of Olympic Business Cycles in different countries: Olympic movement
case (schematically).
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Created by the authors.

If the Olympic business cycles, all the countries of the Olympic Games to build one after another,
taking into account that some of them are parallel to each other, then we get the scheme of
interrelationship of individual Olympic business cycles (for individual countries) in relation to the
international Olympic movement (see Figure 1). The end of Olympic business cycle of one host-country
means the beginning of a new Olympic business cycle, but for other Olympic Games host-country (for
example, the Olympic business cycle in Russia began after the completion of the cycle for Greece). Thus,
a cycle has a classical sense inside the international Olympic movement. The peculiarity here is that I0C
economic development significantly lower compared with the possibilities of the Olympic Games
host-country economic development. Thus there are 5 Olympic business cycles in which the I0C has
been actively involved as a party, partially financed by The Organizing Committee of Olympic Games
and receive a share of the profits. These funds is costing on the new Olympic Games, or, in other words,
to participate at a certain time in current Olympic business cycles. The funds come in the form of
investments in the organization of the Games.

A political business cycle and the economic business cycle should be considered as part of the
Olympic business cycle. It needs to clear understanding at what moment in the Olympic Games
organizing the greatest accumulation of institutional and economic resources are requires. The political
business cycle has arisen based on the idea of the classical business cycle and represents the cycle of
economic and political activity of government between elections®.

As part of the Olympic business cycle, under the political business cycle we mean the activity of
the State to monitor the preparation to the Olympic Games. The economic business cycle was described
above. To understand the nature of their behavior at different stages of the Olympic business cycle, look
at its main stages in details.

2. OLYMPIC BUSINESS CYCLE STAGES

2.1. Pre-Olympic Stage

This stage can be divided on two pre-stages: participation in election procedure and Olympic
Games organizing.

Participation in election procedure. The interest to Olympic Games organizing is very high last
years (see Figures 2 and 3).

The geography of the countries applying for the Olympic Games in recent years has grown



significantly: Azerbaijan, Thailand, South Africa, Malaysia (Games of Olympiad), Poland, Slovakia,
Kazakhstan (Olympic Winter Games), etc.

Recently, the 10C more rigorous approach to the choice of the new Olympic Games capital. This is
illustrated in table 2, which shows that in the last 15 years a large number of applicants were rejected on
the first procedure stage and the status of candidate city was given a less number of participants (less
than 50%).

Figure 2. Number of Candidate Cities to Host The Games of Olympiad (1896-2016)
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Calculated by authors on the base of www.gamesbids.com, www.olympic.org

It is very interesting that in the history of the modern Olympic Games organizing (from 1896) the
right to host the Games of Olympiad or Olympic Winter Games was granted to the cities from high
developed countries, which form now the so-called Club .G8.: USA (8 times hosted the Games, GDP per
capita = 45800), France (5 times, GDP per capita = 41500), UK (3 times, GDP per capita = 42700),
Germany (3 times, GDP per capita = 40400), Canada (3 times, GDP per capita = 43500), Italy (3 times,
GDP per capita = 35900), Japan (3 times, GDP per capita = 34300).

Figure 3. Number of Candidate Cities to Host Olympic Winter Games (1924-2014)
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Calculated by authors on the base of www.gamesbids.com, www.olympic.org

This data shows that only rich and high developed countries can organize Olympic Games.

But we should not forget that none of the 10C projects to improving Olympic Games universality
in the world do not compare themselves with the Olympic Games organizing. It is very important for

developing countries. Olympic Games can also give additional impulse to the growth of this developing

country.
Table 2.
Dynamics of Applicant and Candidate Cities to Host the Olympic Games (1992-2016)
Games of Olympiad Olympic Winter Games
Years Number of Number of % of Years Number of Number of % of
Applicant Candidate attrition Applicant Candidate attrition
Cities Cities Cities Cities
1992 6 6 0 1992 7 7 0
1996 6 6 0 1994 4 4 0
2000 5 5 0 1998 5 5 0
2004 11 5 54 2002 4 4 0
2008 10 5 50 2006 6 2 66
2012 9 5 44 2010 8 3 62
2016 6 4 33 2014 7 3 57

Calculated by authors on the base of www.olympic.org u www.gamesbid.com

cities from developing countries was equal approximately . - 23% (20 cities). Only 9 cities representing
developing countries reached the final vote (with assignment of .candidate-city.) which equal
approximately 10% of the total number of candidate-cities. Among them, for example, were Buenos
Aires and Rio de Janeiro - cities of the countries (Argentina and Brazil respectively) with more than
200 million people population. These cities pretended to host the Games more then one time. Istanbul
and Sofia can be also called here. But none of them became the capital of the Olympic Games except
Rio de Janeiro which was elected only last year after several attempts. Beijing (China, 2008) and Sochi
(Russia, 2014) are the representatives of the countries that have reached some significant advances in the
economy in recent years.

International Olympic Committee has developed a special system of Applicants and Candidate
cities estimation. Candidature Acceptance Procedure includes 11 indicators:

1. Government support, legal issues and public opinion (including compliance with the Olympic
Charter and the World Anti-Doping Code*);

2. General infrastructure

3. Sports venues

4. Olympic Village(s)

5. Environmental conditions and impact

6. Accommodation

7. Transport concept

8. Safety and security



9. Experience from past sports events
10.Finance

11. Overall project and legacy

* The Working Group has commented on the Applicant Cities’ compliance with theWorld Anti-Doping Code, but not

assigned grades.

Each indicator can be in diapason from 1 to 10. But the acceptable minimum is six. If city receives
less than 6 then this indicator is colored in matrix in red color. It is the signal that city has not enough
developed in this sphere. Let’s illustrate this procedure on the example of Games of XXXI Olympiad
2016. We start with the first indicator which include government support, legal issues and public opinion
(see Figure 4).

Fioure. 4. Government support, legal issues and public opinion
0 1 2 3 4 5

8 9 10
e

Applicant Cities

Chicago 1
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Tokyo I
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Doha mllllil LTI !
Madid T I

Source: Games of XXXI Olympiad 2016 Working Group Report
AS we can see on the Figure 4 Prague and Baku have not enough support by 1st indicator according

to members of Working Group. Full list of estimation is presented in Appendix 1.

All the results are summarized in the final decision (Figure 5). As you can see Prague and Baku
were not recommended by Working Group. This decision has preliminary status and other cities could
also be declined on the last stage. For example, Doha was also declined as a candidate city for the
Games of XXXI Olympiad in 2016.

Figure. 5. Final Result of Working Group Report for estimation of Games of XXXI Olympiad
2016 Applicant Cities.
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This procedure always do inside of I0C. But international sport analytical agencies also have their
own ratings. They analyze the same indicators by themselves and present Bid indexes. The Bid Indexes
of GamesBids Agency on the eve of 2014 and 2016 Olympics final voting are presented in the Tables 3
& 4.

Table. 3.
Bid Index on the eve of 2014 Winter Olympics final voting.
cITy HIGH LOW CHG INDEX
PyeongChang 64.99 55.72 +00.09 64.99
Salzburg 65.35 60.63 -01.31 62.62
Sochi 63.17 56.71 +02.22 63.17
Source: www.gamesbids.com
Table. 4.
Bid Index on the eve of 2016 Olympics final voting.

cITy HIGH LOW CHG INDEX
Chicago 61.24 58.78 £ 25 61.24
Madrid 59.50 57.80 0.00 57.80
Rio-de-Janeiro 61.61 59.73 -0.19 61.42
Tokyo 61.41 59.20 -0.18 59.02

Source: www.gamesbids.com

Bid Index includes the lowest and highest estimation and the last changes. In Table 3 we can see
that Sochi left off Pyeong Chang but demonstrated the highest level of Bid Index Increase. It became the
crucial factor for the win.

Rio de Janeiro was the leader on the eve of final voting but there was a small decrease of index.
Nevertheless it was not influenced on the final result and Rio de Janeiro was elected as the Capital of
2016 Olympics.

Olympic Games organizing. The second pre-stage of pre-Olympic stage is concerning directly to
the Olympic Games preparation. To hold the Games in the modern scientific and technical level



organizers are facing with two major challenges: the first is to organize the Games as a sporting event,
and second - to improve the infrastructure of the Olympic Games host-city and region and reach positive
externalities.

Major expenses for Olympic Games hosting can be divided into organizational costs and to
establish a logistical base (construction of stadiums, swimming pools, sports bases, the Olympic Village,
press center, etc.). A major line of the budget is spending on Olympic Games infrastructure improving.
Usually this costs not included in formal Olympic Games budget. Most often, these costs indirectly
related to the Games, and funded by the federal, regional and local budgets (sometimes in conjunction
with Organizing Committee equity financing).

Infrastructure development contributes to the economic recovery of the city and region, where the
Games is take place. The full development of the area (transportation and communications, expansion of
roads, construction of public services and hotels) create conditions for country economic growth and

improve its industrialization.

2.2. Olympic Stage

The main costs on this stage are: transport operations, athletes power, utility costs, rent, security,
organization of mass entertainment.

The main merit of the Olympic Games to host-country economy is to enhance the economic
activity of economic agents, as well as to attract attention of the world community (including financial)
to the host-country at all stages of the Olympic business cycle.

State revenues which usually carries the highest costs in Olympic Games organizing consists of a
direct income of Organizing Committee and higher economic activity at the Olympic and post-Olympic
stages of Olympic business cycle. Earnings here can be obtained from: tax income, unemployment
decrease (unemployment costs decrease and employment growth), employment of additional workforce,
aggregate demand increasing, number of tourists growth etc.

2.3. Post-Olympic Stage

Post-Olympic stage is very important for the analysis of Olympic Games payback. This stage is the
least researched, but the most promising, as it relates to the use of all Olympic infrastructure after the
Olympic Games. His success is directly related to how accurately and correctly use the program
throughout the infrastructure. Its duration is approximately equal to one year in which high business
activity in the economy is continuing. The major revenue items are included: income from the sale of
real estate used for accommodation of athletes, delegates and journalists, commercial use of some sports
facilities, etc.

For example, the costs on the Sochi Olympic Winter Games of 2014 formally equal to 1,9 billion
dollars. But Russian Federal Program of Sochi development as a sea and mountain resort includes an
additional finance of infrastructure development - 12 billion dollars. In accordance with this program

62% of its implementation will be allocated from the state budget, and 38% will be held by investors®



Some of the Games infrastructure costs are very high, but they are not formally included in the
Olympic Games costs in host-country. This allows organizers to declare the Games fast payback, which

allows to host-country to raises the status all over the world.
Yi=oa+p*Yr +0

B — is the coefficient shows the rate of increase of GDP per capita in Olympic Games
host-countries.

Table 5.

B —coefficient of GDP per capita increase during Olympic business cycle and 10 years before

Olyrlilpic 10 yearps before
Business Cycle Olymp ic Business Cycle
China 2008 131 0,93
Ttaly 2006 1,14 0,36
Greece 2004 1,23 0,93
USA 2002 0,99 0,95
Australia 2000 0,60 1,01
Japan 1998 0,69 1,10

Thus, a clear understanding of what the costs are taken into account in Games profitability should
be: with high probability can be said that the Games was profitable, if take into account only the costs
which directly connect with the Olympic Games. Given how much is usually spent on infrastructure
development of Olympic cities and areas it is very difficult to say were they financially successful or
not. Nevertheless, we can say that during the Olympic Games there is a large-scale social externality.
Infrastructure development plays an important role for residents of the capital of the Games, and to the
outside world, as well as the infrastructure will be able to enjoy not only the guests and participants of
the Games, but also residents of the event city. It is clear that built road or subway line, for example,
would have a great value to people every day to get to work, regardless of the Olympic Games. New or
reconstructed airport, and modern customs terminals makes the state more accessible outside the
country.

It is very interesting to make a small econometrical analysis of GDP per capita in host-countries
during the Olympic business cycle. Let’s make a regression by the data of GDP per capita during the
Olympic business cycle and 10 years before of it. The results show that the growth rate of GDP per
capita in host-countries during the Olympic business cycle is higher than in 10 years period before the
cycle (see Table 5).

Thus, during the period of Olympic business cycle the rate of GDP per capita increase is higher
than in this countries during the relevant period in the past.



Fig. 6. Summary of Gross Spending Related to the 2010 Games
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The theory of the Olympic political business cycle was presented in our paper on Ist Congress of

Sport Economics in Pantheon Sorbonne in Paris, 2009. Now we would like to make a correction of the

theory using the collected data of some Olympic Games.

Gross Spending Related to the 2010 Games and Distribution of the investments for the Olympic

Games are presented on the Fig. 6 and Fig. 7.

We can see that the biggest part of the costs is required 4-6 years before the Olympics. This fact

proves our theory about the costs distribution during the Olympic business cycle. From the other side, as

statistics shows (see Fig. 7) the largest number of investments is really made 3-1 years before the

Games.

Fig. 7. Distribution of the investments for the Olympic Games (%)
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Thus we should correct our model and increase economic activity during the period of 3-1 years

before the Games and decrease the political activity during the period of Olympics hosting (see Fig. 8).



The mechanisms of administration plays an important role during the Olympic business cycle®.
High-quality effective management and planning allows to make profitable and success Olympic
Games.

Olympic Games hosting gives an impulse to the economy of their countries and also aims to
achieve two main objectives: profits maximizing and positive externalities maximizing®

Private business is more interested in achieving the first objective, state — the second one.

All sources of events and infrastructure funding, which come from the state, regional and local

(municipal) levels, constitute public financing. All private domestic and foreign expenses are private

Table S.
B —coefficient of GDP per capita increase during Olympic business cycle and 10 years before
Olyll:lp ic 10 years before
Business Cycle Olymp ic Business Cycle
China 2008 1,31 0,93
Italy 2006 1,14 0,56
Greece 2004 1,23 0,93
USA 2002 0,99 0,95
Australia 2000 0,60 1,01
Japan 1998 0,69 1,10

Thus, a clear understanding of what the costs are taken into account in Games profitability should
be: with high probability can be said that the Games was profitable, if take into account only the costs
which directly connect with the Olympic Games. Given how much is usually spent on infrastructure
development of Olympic cities and areas it is very difficult to say were they financially successful or not.
Nevertheless, we can say that during the Olympic Games there is a large-scale social externality.
Infrastructure development plays an important role for residents of the capital of the Games, and to the
outside world, as well as the infrastructure will be able to enjoy not only the guests and participants of the
Games, but also residents of the event city. It is clear that built road or subway line, for example, would
have a great value to people every day to get to work, regardless of the Olympic Games. New or
reconstructed airport, and modem customs terminals makes the state more accessible outside the country.

It is very interesting to make a small econometrical analysis of GDP per capita in host-countries
during the Olympic business cycle. Let’s make a regression by the data of GDP per capita during the
Olympic business cycle and 10 years before of it. The results show that the growth rate of GDP per capita
in host-countries during the Olympic business cycle is higher than in 10 years period before the cycle (see
Table 5).

Thus, during the period of Olympic business cycle the rate of GDP per capita increase is higher
than in this countries during the relevant period in the past.

Fig. 6. Summary of Gross Spending Related to the 2010 Games
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funding. Value of public and private funding can be divided into 3 basic models of administration
and financing, which can be applied to any Olympic Games:

1) model of public administration and financing (the share of public participation more than 67%);

2) the mixed model of administration and financing (the share of public participation from 33% to

67%);

3) model of private administration and financing (the share of public participation less than 33%)

Figure 9 shows what model of administration and finance was typical for the Olympics Games in
1972-2008.

Fig. 8. Political and economic business activity inside the Olympic business cycle (a typical issue)
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Let us consider which of these models is used in Russia in the 2014 Sochi Olympic Winter Games
organization. Determine whether in this world's best practice organizing of the Games, or Russia is
trying to build its own technology of Olympics administration.

Usually it is divided 4 main levels of administration and financing: the state of the Olympic Games
host-country, the region/ district, the city (the capital of the Games) and the private sector. All of these
levels will be involved in Sochi Olympics organizing: the President and the Government of Russia,
Krasnodar Region Administration, Sochi Administration and private sector (see Figure 10). The Games
Organizing Committee is usually responsible for Games preparation. In Russia it is the "Sochi 2014"

Organizing Committee®.



In the history of the Olympic Games used a variety of ways of formation and functioning of the
Games Organizing Committees: the principle of business management in private company (Los Angeles,
1984"), the formation of the Organizing Committee through the public hearings (Calgary, 1988%),

working closely with government agencies for infrastructure development (Athens, 2004, Sochi 2014°%).

Figure 9. Administration and financing models of summer Olympic Games in 1972-2008.
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In Russia a State Corporation was founded — SC “OlympStroy”. It is responsible for region
infrastructure development (most of which will be built from scratch).

Analogue of creating state corporations were specially created organizations for the preparation of
the Games in Sydney, Athens and Turin, which reports directly to governments. This scheme is fully
justified itself in a massive need for infrastructure development. A similar scheme is also used in the
organization of the Games of XXX Olympiad in London, where a key role (besides LOCOG) is playing
the Olympic Development Agency (ODA)™

The scheme of organization and holding of the Olympic Games due to business, as it usually

happens in the USA, has never been considered in Russia. The choice was made not between



businessmen and officials but between one official and another (State Manager)™".

Fig. 10. The main levels of administration in organizing 2014 Sochi Olympic Winter Games.

President and Government of Russia

Krasnodar Region Administration

Sochi Administration Private Business
Sochi Administration and county administrations (domestic and foreign)
Organization - Broadcasting;
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- rights on sportsmen
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-ets.

JSC «RZD» (Russian Railways)

Responsible Departments: JSC “Aeroflot-Russian Airlines”
- Russian President Administration, Sberbank of Russia
- Russian Ministry of Transport (Rosavtodor, Rosmorrechflot, JSC «Gazprom»
Rosaviation) JSC «Inter RAO EES» (Russian Energy
- SC “OlympStroy™ Systems) )
- Rossvyaz (Russian telecommunication) JSC «Rozalﬂutor» (Sochi Resort Developer)
- Rosprirodnadzor (Russian Environment Control Agency) Ltd. «Sochi Plaza»
JSC «Megaphone»

JSC «Rostelecom»
etc.

Olympic Winter Games 2014 in Sochi is extremely important for Russia. Provided opportunity of
Olympics organizing allow Russia to realize the ambitious construction plans in Sochi and surrounding
areas of the Black Sea coast with virtually zero competitive international sport and tourism resort. It will
give investment impulse to the development of regional economy, attract private capital and foreign
investments, create the high-tech products production and a macroeconomic environment for economic
growth. The total investment in international and domestic partnership (partners are presented in Annex
1) could make about $700 million. It could be the largest in the history of the Olympic sponsorship.
Generally Russia is planning to spend 13 billion dollars on it.

It should be noted that in a high proportion of public participation in administration and financing
2014 Games in Russia is successfully learn to preconditions for private sector development.

In early June 2009 it was announced that the state budget funds for the activities of the Sochi 2014
Organizing committee in 2009-2010 will not stand out at all. At current moment sponsors funds are able
to replace the state financial part in 2009-2010 budget to 100%. In any case, the State will continue
implementation of its obligations to the IOC in 2011 and re-start funding from the federal budget. Now
Russian Government focuses on building the institutional preconditions for the effective functioning of
the preparation process for the Sochi Olympics.

Thus we can see that Russian Government together with the Sochi 2014 Organizing committee is
trying to implement the world’s best practice in the Games organizing with some features — private

business oriented management on the state level.



4. INFLUENCE OF THE OLYMPIC GAMES TO THE NATIONAL ECONOMY

The influence or the Olympics host country economy can be characterized for following factors:

1) production growth (construction, sports paraphernalia, pins, complementary goods, sports
equipment, food);

2) employment growth, lower unemployment:

© temporary: construction workers, the additional hotel and transport service volunteers;
© constant: the staff and management of hotels, restaurants and technical personnel;

3) the growth of tourism:

© turnover of the hotel business;
© increasing load transportation routes (air, railway, bus etc.);
4) the expansion of the banking sector:
© lending to the population and small and medium-sized businesses;
© exchange transactions (including banking - non-cash);

5) value of income tax, sales tax,

6) increase in effective demand, etc.

The impact of sport on the GDP can be calculated as the sum of sports sector profit and investment
in sports sector in the country. Similar calculation method can be applied to assess the impact of the
Olympics for host country's GDP conduct. Multiplying the this value for the corresponding multiplier
the sum of direct and indirect impact of the Olympics on GDP can be obtained. Thus we can calculate
how domestic investments in the Olympics host country increases the growth of goods or services
output. For example, it was estimated that sport has direct impact on the economies of Europe (EU-25")
in the amount of 41 billion Euro (0,46% of GDP), with taking into account the multiplier - 45 billion
Euro (0,51% of GDP). Sport in the narrow sense influence on the economy with the result of 313 billion
Euros (3.53%) of the total GDP of the EU, and the sport in the broadest sense - 407 billion Euros (3.65%
of GDP)®

We now analyze the average number of employees in the economy, conducted the Olympics for the
past 20 years (see Table 6).

Table 6

Olympic business cycle influence on the annual employment in countries hosted Olympic
Games in 1990-2006 (min.)

Host country | Years
1990 1995 2000 @ 2001 @ 2002 2003 © 2004 °© 2005 = 2006
France 223 222 233 238 23,9 24,6 24,7 W B/
{Albertville 1992)
Norway 2.0 2.1 23 23 23 23 2.3 23 B/
(Lillehammer 1994)
USA (Atlanta 1996, Salt- 119 125 135 135 136 | 138 139 142 B/
Lake-City 2002) ; 7 ; 7
i Japan 62,5 64,6 645 64l 633 | 632 ¢ 633 1 636 | uh
{ (Nagano 1998) H ; ; :
| Australia A 82 . 90 . 91 . 92 95 | %6 . 100 . uA
i (Sydney 2000) 1 H i i i
i Greece i i i W ‘ W ! St un ! W ! joaif i un
{ Athens 2004) : i ; i
Ttaly 215 202 212 ¢ 26 1 29 22,1 Hn 226 B/
i (Turin 2006) : : : : :
: China . 69 . el . 72 . 730 . 73 . wm . wi . wnp | mA

¢ (Beijing 2008)
Source: Rosstat. 2007.




The table shows that employment had increased during the Olympic business cycle in each
country. This is particularly evident in those countries where data for the full Olympic business cycle
available: Australia (2000) - an increase from 7.8 million to 9.1 million, Japan (1998) - an increase from
62.5 million to

64.5 million, Italy (2006) - an increase from 20.2 million to 22.6 million attendees. And in Japan
immediately after the Olympic business cycle in 1999, the number of employed in the economy began to
decline. Of course, we must make allowances for the fact that there is population growth in these
countries which doesn’t depends on the Games. But, first of all, the growth was not so intensive, and
secondly, the population growth inside the Olympic business cycle can increase the number of employed
people much more later.

At the same time, the total number of unemployed people in the Olympics host countries decreased
inside the Olympic business cycle (see Table 7).

The data shows that unemployment in Italy during the Italian Olympic business cycle fall down
from 2,6 min. (2000) to 1,8 min. (2006). The same situation was in Australia where unemployment
decreased from 0,75 min. to 0,67 min. During 1995-2001. Unemployment growth was fixed only in
Japan. It started to increase in 1999 when Japanese Olympic business cycle (1989-1999) finished. The
number of unemployed people reached 3,1 min. in 2004 compare 2,1 min. in 1995. But this exclusion
from our preposition could be explained by the economic crises in Japan at the end of XX century.

The crises took place because of the growth of bed debts, delayed structural modernization of
Japanese industries and decrease of private sector average demand.

Table 7

Olympic business cycle influence on the annual unemployment in countries hosted Olympic
Games in 1995-2008 (thousand)

Host country Nears
1995 2000 2001 2002 2003 _ 2004 2005 _ 2006

quway 107 81 84 92 107 106 111 H/
(Lillehammer 1994)
USA 7404 5655 6742 8378 8774 8149 7591 H/

(Atlanta 1996, Salt-Lake-City 2002)

Australia 751 608 667 637 607 571 535 H/A
(Sydney 2000)
Greece W W wn B B B w1 H/n
(Athens 2004)
Italy 2638 2495 2267 2163 2096 W 1889 H/n
(Turin 2006)
China w1 /1 H/ H/n H/A Ha H/ H/A
(Beijing 2008) l

; Canada 1402 1084 ed 1272 1289 1234 : 1173 H/

¢ (Vancouver 2010)
Source: Rosstat. 2007.




Let us pay your attention that the growth of unemployment took place during this period in other
European countries which didn’t host the Olympics. For example, unemployment in Austria between
2000 and 2005 increased from 139 up to 208 thousand people, in Belgium from 308 up to 380 thousand
people (2004), in Hungary from 263 up to 304 thousand people, in Germany from 3 127 up to 4 583
thousand people etc. But there were few countries where unemployment decreased: Finland (from 253
down to 220 thousand people), Lithuania (from 274 down to 133 thousand people)**.

Table 8
Real wages indicators during Olympic business cycles in countries hosted Olympic Games
in 1992-2008 (%, 1995=100%)

Host country Years
Norway W H/n H/n Hn Hn W W
(Lillehammer 1994)

USA 112 112 112 112 114 wx | wa
(Atlanta 1996, Salt-Lake-City 2002) H !

Australia 110 H/n ; 110 W 110 i | /i
: (Sydney 2000) ; : ; ; 4 :
: Greece ioowa . wmx | wp | WA | wmp | WA | WA
: (Athens 2004) : H H i
: Ttaly . oowx . wh . wg . Wi | wn . wmp | wA
(Turin 2006) i i | i i i i
| Canada P16 010 012 Pom3 fomus L wWm | wa

: (Vancouver 2010)
Source: Rosstat. 2007.

The analyzed data also shows that during the Olympic business cycle employment growth
accompanied by the growth of real wage in the economy.

As we can see from Table 8 real wage indicator increased in above countries. Between 1995 and
2005 Japan, Australia, USA Greece and Italy were on different stages of Olympic business cycle.
Japanese Olympic business cycle took place in 1989-1999 years, Australian — 1991-2001, USA —
1993-2003, Greece — 1995-2005, Italian — 1997-2007. Compare to 1995 real wage index increased up to
110% in Australia, 114% in USA and down 99% in Japan. Data of the Table 8 also shows that real wage
indicator in China and Canada which entered in Olympic business cycles later (in 1999 and 2001
simultaneously) also was continued to rise.

The dynamics of gross capital assets was always positive, except for Japan (see Table 9). Countries
such as Australia and the USA continued to show high growth of capital assets, even after Olympic
business cycles in these countries (after 2001 and 2003, respectively). Canada, for which the Olympic
business cycle began in 2001, showed very high positive dynamics - 144% in 2001 and 180% in 2005
(compared to 1995).

One of the factors which influence on aggregate production and supply is capital assets. In Table 9
the dynamics of capital assets in 1992-2014 host countries is presented.

Table 9

Capital investments dynamic during the Olympic business cycles in countries hosted Olympic



Games in 1992-2014 (in constant prices, %, 1995=100%0)

I Host country I Years

2000 2001 2002 2003 2004 2005 2006

| | | f E | |

i

Russia 798 | 879 904 | 1030 1160 1256 i

(Sochi 2014)

Source: Rosstat. 2007.

Figure 11 shows the 20-year dynamics of inflation in countries that have organized the Olympic
Games. From 5th to 15th years is the period of Olympic business cycle in particular country. For
example, for Spain it is the time period from 1978 to 1998 (where 1983-1993 - Olympic business cycle),
for Japan - from 1984 to 2004 (where 1983-1993 - Olympic business cycle) etc. Years 1-5 and 16-20 are

given just to understand the overall trend indicator.

Thus we can see that inflation significantly decreased during the Olympic business cycle (see Fig.

11). This fact can be explained by the fact that in preparation for the Games drastically increased the

production of goods and services required for their organization.

Fig. 11. Inflation dynamics during the Olympic business cycles in countries hosted Olympic

Games in 1988-2006
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Created: on the base of World Bank data

This assumption is confirmed by Figure 12. It shows that the size of the service (expressed in value
added as percent of GDP) increased annually in these countries.

Fig. 12. Services dynamics (value added in % of GDP) during the Olympic business cycles in

countries hosted Olympic Games in 1988-2006
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It should be noted that the volume of production (expressed in value added as percent of GDP)
reduced during the Olympic business cycles in host countries (see Fig. 11).

Fig. 13. Rate of production (value added in % of GDP) during the Olympic business cycles in
countries hosted Olympic Games in 1988-2006
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Demand is one of the key macroeconomic factors that affect economic growth. It includes the
growth of consumer, investment and government spending and domestic and foreign investments to the
economy.

Dynamics of households final consumption expenditures in countries that host the Games in
1998-2010 years is shown in Table 10.



Table 10
Expenditures on final household consumption during the Olympic business cycles in
countries hosted Olympic Games in 1992-2010 (in constant prices, %o, 1995=100%0)

! Host country T 2000 | 2001 | 2002 | 2003 | 2004 : 2005 | 2006 1
Norway 123 126 130 133 141 145 B
{Lillehammer 1954

LUEA D14 o127 b o1a b 13 139 144 1 148

| (Atlanta 1996, Salt-Lake-City 2002) | i i i i i i i

| Australia Dozl o115 0 130 0 137 ' 143 0 147 0 omipg !
 (Sydney 2000) i i i i i i i
{ Greece Ponaone o2 o127 o133 ) 138 | omig

| (Athens 2004)

! Canada L i 122 | 1 | 130 i 134 | 130 i 145
! (Vancouver 2010) ! . | | . .
Sanrce: Fosstat 2007,

Let’s analyze the dynamics of foreign investments in countries which organized the Games of
Olympiads or Olympic Winter Games from 1988 to 2006 (see Fig. 14).

For all countries a stable foreign investments took place on the eve of the start of Olympic business
cycle. Their level of investments was almost the same - without fluctuations. For most countries (except
Norway and Greece) foreign investment fluctuations and its gradual increase coincides with the start of
the Olympic business cycle. In the second half of Olympic business cycle very high levels of investment

were demonstrated in Australia, Italy and France.
Fig. 14. Foreign Investments during the Olympic business cycles in countries hosted Olympic
Games in 1988-2006 (min. $)
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These examples suggest that the profitability of the Games largely depends on attracting funding
for their private investors: the larger the share of private investments in Games financing, the greater
possibility that the Games will pay off. The role of the state here is to create the institutional
preconditions for attracting private business to participate in the Games organizing and financing, as

well as in macroeconomic management in various stages of the Olympic business cycle.



Figure 15. Spain’s (a) and Australia’s (b) GDP per capita and GDP growth in dynamics
(1980-2006)
a) Spain
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Conversely, if the government pays more attention to externalities (improving the image of the state,
creating the conditions for tourism development, raising the healthy generation) then the Games most
often are unprofitable or barely recovered.

However, it is important to note that situation could be radically opposite for the country's economy:
the more the state invests in the preparation of the Games (high share of the budget), the more likely that
externalities (the main objective of the State) will be maximal, and during the Olympic business cycle
and after the Games economic growth and GDP growth rate will be higher (see Fig. 16) in comparison
with the Olympic business cycles and the period after the elections in countries where funding has
prevailed share of private capital (see Fig. 15).

Figure 16. Greece’s (a) and China’s (b) GDP per capita and GDP growth in dynamics
(1980-2006)

a) Greece
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The figure 15a shows that Spain’s GDP growth rates (the share of public capital - 38%) were
highest in the middle of the Olympic business cycle. After completion of the Olympic business cycle
growth again increased, but did not reach the previous level. For Australia (share of public capital - 30%)
growth rate during the Olympic business cycle were quite high - an average of 4% (15b). At the end of
the Olympic business cycle growth rates have fallen. This confirms the idea that for the host-country
economy is influenced because of the Games not so strong and it is usually short-lived when a high
share of private capital is taking place.

In countries where the share of public capital has prevailed, the situation was different. The
break-even point on this Games mostly was not achieved, but their influence for national economy was
high and had a long-term perspective. For example, high rates of Greece GDP growth were noted just at
the beginning of the Olympic business cycle and continued after its completion.

Figure 17. USA GDP per capita and GDP growth in dynamics (1980-2006)



Olympic business cycles
53 000,000 H 75 Y 8,0

43 000,000

33 000,000 +5

4.1
34 33

23 000,000

13 000,000 1w

3000,000 g7

T 0,0

A n
7 000,000 PSP L, LS PP L LI LIS SISO
e () L Ld ¥ ¥ ¥ Ld v

L 2,0

-17 000,000

-27 000,000 4,0

| R GDP annual growth, % to previous year —®—GDP per capita (current prices), § I

Created by: World Bank, International Monetary Funds
In Ciunia, wiicie siive uie carly 9uU-Ie> Ul UIE AA LETIWY wiuiesseu uie neyauve uynanncs Of the

annual GDP growth, a positive trend of this indicator starts from the beginning of the Olympic business
cycle (see Fig. 16).

It should also be noted that analysis of different models of administration and financing must also
take into account the size of the economies themselves. This assumption can be considered by the
example of the U.S. economy.

Olympic Games of 1984 and 1996 in the United States had no noticeable effect on the economy in
view of the fact that the ratio of the budget of the Games and the U.S. budget was too small. GDP per
capita in the United States was growing steadily, but the GDP growth rates ranged (see Fig. 17).

Thus the effectiveness of the Olympic business cycle can be understood in two ways. On one hand,
as a direct return of costs of Games organizing and hosting. This conditions is good especially for
private firms. On the other hand, effectiveness means that through the Games the preconditions for
long-term and sustainable economic development were created. If the model of private administration
and financing were used during the Games organizing the payback on the Games means a success for
the organizers and investors. The citizens of the host-country, with high probability, slightly feel the
economic impact of this case. If the model of public administration and financing was used then the
budget of the Olympic Games for more than 2/3 financed from public sources. This suggests that the
state wants to use the Olympic games, mainly as a way to improve infrastructure, to stimulate aggregate
demand and improve the quality and standard of people living. Often these efforts can not be fully

reflected in the short run. They tend to have long-term effect.
5. SUMMARY.

The effectiveness of the Olympic business cycle can be understood in two ways. On one hand, as a
direct return of costs of Games organizing and hosting. This conditions is good especially for private
firms. On the other hand, effectiveness means that through the Games the preconditions for long-term

and sustainable economic development were created. If the model of private administration and



financing were used during the Games organizing the payback on the Games means a success for the
organizers and investors. The citizens of the host-country, with high probability, slightly feel the
economic impact of this case. If the model of public administration and financing was used then the
budget of the Olympic Games for more than 2/3 financed from public sources. This suggests that the
state wants to use the Olympic games, mainly as a way to improve infrastructure, to stimulate aggregate
demand and improve the quality and standard of people living. Often these efforts can not be fully
reflected in the short run. They tend to have long-term effect.

APPENDIX 1
Indicators of Candidature Acceptance Procedure for the Games of XXX| Olympiad in 2016".

1. Government support, legal issues and public opinion (including compliance with the
Olympic Charter and the World Anti-Doping Code*);
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4. Olympic Village(s)
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7. Transport concept
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10. Finance
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