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[The Government of the Russian Federation, 2006, p.4]. On the other hand, some 

experts believed that the expenditures for staging of the 2014 WOPG would amount to 

USD 15.1 billion with the exchange rate of 35 RUB/USD [Nemtsov, Milov, 2009, p.19].  

The main one-off contribution to the subsequent increase in expenditures was due to 

construction of a new multimodal (highway-railway) road between two clusters of 

Olympic venues, namely the Coastal cluster in Imeretin valley on the sea shore of Black 

Sea where all indoor facilities would be located and the Mountain Cluster constructed for 

outdoor sports. The road construction costs that initially were not included into the budget 

were estimated by the Ministry of Transport of the Russian Federation in late 2009 at 

RUB 242 billion [Rossiyskaya Gazeta, 2009], which was an equivalent of USD 8.3 billion 

using a more realistic exchange rate of 29.15 RUB/USD. However, later the company 

Russian Railways which commissioned this construction work announced that the 

construction costs would be 6.2% lower amounting to RUB 227 billion [INTERFAX, 

2010]. As a result, the total initial costs of staging the Olympics were estimated at RUB 

543 billion (ca. USD 20 billion). However in June 2010 the Ministry of Regional 

Development of the Russian Federation revealed that the total construction costs of the 

Olympic venues and infrastructure would reach RUB 950 billion  [Sochi-24, 2010], while 

in February 2013 it was announced that the final budget of the 2014 WOPG and all 

related spending would amount to RUB 1,526 billion [RBCdaily, 2013].  

R. Nureev and E. Markin in their articles on Olympic Games and the 2014 WOPG 

outlined typical costs and benefits of hosting Olympics, identified Olympic business 

cycles, but did not monetise benefits and costs of the 2014 WOPG, nor the Net Present 

Value (NPV) of this project was calculated [Nureev, Markin, 2008; Nureev, Markin, 2009; 

Nureev, Markin, 2010]. The first initial cost-benefit analysis of the 2014 WOPG was 

performed in our article [Pilipenko, 2011], where we estimated the NPV of the Sochi-

2014 project to be equal to negative USD 6.01 billion. 

The aim of this paper is to conduct a further and more detailed evaluation of the Sochi-

2014 project and benefits/costs associated with staging of the 2014 WOPG using the 

tools of cost-benefit analysis. In our analysis we used information from open sources only 

including the Sochi-2014 Bid Books, texts of Federal laws of the Russian Federation and 

Governmental Decrees with regard to the WOPG 2014 as well as academic books and 

articles on economic impact and cost-benefit analysis of previous Olympics and other 
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sport events, newspaper articles and Internet-resources with data and information on the 

WOPG 2014 preparation process. 

The remainder of the paper is organised as follows. In section 2 we outline main stages 

in the development of the city of Sochi. Section 3 provides a review of studies focused on 

estimation of impacts on economy and society of nations, regions and cities of Olympic 

Games, in particular, and sport events, in general, using tools of economic impact and 

cost-benefit analysis. The fourth section outlines the class of cost-benefit analysis we 

performed in this paper, sets out policy option for consideration and identifies agency and 

standing for the purpose of our cost-benefit analysis. Section 5 catalogues the impacts of 

the WOPG 2014, selects measurement indicators and predicts the impacts quantitatively 

over the life of the project, while in section 6 we monetise identified impacts. In the 

seventh section the NPV of the Sochi-2014 project with different policy options is 

calculated and the sensitivity analysis is performed to check robustness of the obtained 

results. Finally, in section 7 we discuss the limitations of our calculations and present 

recommendations for enhancement of positive impacts on the Russian economy from 

the staging of the 2014 WOPG in Sochi. 
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USD 11.2 billion in 2006 prices5. As a result by the year of 1940, when ca. 40% of the 

budget was allocated, the number of tourists spending their holidays in the resort town 

increased to ca. 110 thousand. Later during the Great Patriotic War (World War II) the 

town was converted into the largest hospital complex in the country with a total capacity 

temporarily increased to 40 thousand, so that more than 350 thousand wounded Soviet 

soldiers were recovered in Sochi [Ermakov, Leonov, 1987; Sochi City Administration, 

2013].  

After the Great Patriotic War, the annual number of tourists visiting Sochi for vacation or 

medical treatment was increasing rapidly. By the mid-1950s, when the number of arrivals 

achieved a milestone of 500 thousand, it became clear that the town infrastructure had 

reached its limits. Therefore, in 1961 the boundaries of the city of Sochi were extended to 

form the municipality of Greater Sochi, and since then the city comprised four city 

districts, namely Lazarevskoe, Central (the historical town of Sochi), Khosta, and Adler 

city districts stretched for 145 km along the Black sea shore. In 1965 the new 1967-1992 

City Master Plan was adopted [Rodina, 2009], according to which the total capacity of 

sanatoriums and spa-centres was increased to 73 thousand with ca. 3 million arrivals by 

1975. The capacity was further extended to 84 thousand people by the year of 1985, 

while the total number of tourist arrivals (mostly from within the Soviet Union) exceeded 

4.5 million by the year of 1987 [Ermakov, Leonov, 1987; Poltoranov, Slutskiy, Kozlov, 

1986; The Government of the Russian Federation, 1997].  

The new City Master Plan was prepared in 1990; however because of the changing 

political and economic situation in the country it was never adopted. After the dissolution 

of the USSR in 1991 the Russian Parliament and the Government of the Russian 

Federation granted the city of Sochi the status of a Federal Resort in 1993 [Presidium of 

the Supreme Council.., 1993]. However, throughout the 1990s and the beginning of the 

2000s there was no well-ordered strategy of urban development in Greater Sochi. It 

eventually led to a chaotic construction of new buildings, transportation problems and 

traffic congestion, as well as to the deterioration of the infrastructure, which did not match 

                                                 
5
 To convert the rouble prices in 1933 into US dollars in 2006 we used the RUB/USD exchange 

rate of 1.9461 for the year of 1927/28 verified in statistical yearbooks published in both Russian 
and English [Minvneshtorg, 1960; Soviet Union Information Bureau, 1929]. As the exchange 
rate by 1933 remained unchanged in the USSR, we took it to calculate an equivalent in 1933 
US dollars amounting to USD 719 million (1,400,000,000 RUB /1.9461 RUB/USD = 
719,387,492 USD). Then we used the Consumer Price Index (CPI) data provided by the U.S. 
Department of Labor [Bureau of Labor Statistics, 2013] to inflate this number to the 2006 prices 
obtaining a USD 11.2 billion equivalent (719,387,492 USD x CPI index in 2006 / CPI index in 
1933 = 719,387,492 USD x 201.6 / 13.0 = 11,156,039,890 USD). 
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new FTP-2006 worth USD 12 billion was adopted with the aim to develop further the 

specialization of Sochi as a winter sports resort and a training centre for national sports 

teams and to support its bid for the 2014 Olympics [The Government of the Russian 

Federation, 2006].  

Besides the strong economic performance, the full financial support from the Federal 

Government, and the overwhelming support by the local population, Sochi revealed in 

the contest against two other shortlisted candidate cities several distinct advantages: 

the concept of the WOPG in Sochi was promoted as the most compact Olympics in the 

history of Olympic Games as it would take only 10 min from the airport to reach the 

Coastal cluster of venues and maximum 50 min to travel from the Coastal cluster to the 

Mountain cluster [Sochi 2014 Olympic committee, Theme 8, p.9]. This geographically 

favourable location and the fact that all the venues in the Coastal cluster and the main 

Olympic Village would be within a walking distance from each other, while it would take 

only 16 min to reach the Mountain cluster venues from the mountain Olympic Village, 

were noted by the IOC [International Olympic Committee, 2007] and subsequently 

contributed to the selection of Sochi during the 119th IOC Session on 4 July 2007 as 

the host city of the 2014 Olympics.  
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3 Literature review on costs and benefits of Olympic Games and other 
sport events 

In order to justify staging of sport events public authorities often commission studies 

that mostly employ economic impact analysis using input-output tables to estimate 

multiplier effects from realization of new projects, i.e. an increased demand for goods, 

services and labour in relevant economies. Direct and indirect impacts are estimated in 

terms of additional Gross Domestic Product (GDP) or Gross Regional Product (GRP) 

produced, new jobs created or new tourist arrivals expected as a result of hosting 

sports events. However, in general the economic impact analysis approach tends to 

overestimate benefits from realisation of projects due to the following reasons [Shaffer 

et al., 2003 p. 4; Crompton, 1995; Hudson, 2001]: 

Firstly, in economic impact analysis all expenditures are assumed to have positive 

impacts on a studied economy. Therefore, basically all investment projects assessed 

by economic impact analysis usually turn out to be attractive for government spending.  

Secondly, costs associated with capital investments are usually treated as benefits on 

the grounds that they stimulated further economic activity in an economy through 

multipliers. However, in a situation when initial costs are substantial, while induced 

economic activities are insignificant, the question about efficiency of such investments 

can be raised. 

Thirdly, crowding out effects are usually not taken into account. In other words, the 

situation when realised public investments could replace possible private investments 

is usually not considered in economic impact analysis. 

Fourthly, additional jobs associated with investment projects are calculated as if 

local/regional economies had high unemployment rates prior to the implementation of 

these projects. However, in reality additional vacancies are often being filled by 

migrants not only from different regions of a studied country but also from abroad. 

Moreover, many created jobs often turn out to be not permanent but of a temporary 

nature6. 

                                                 
6
 Crowding out effects through, for instance, higher prices and limited labour resources are 

included into Computable general equilibrium models (CGM) and in dynamic CGMs that take 
into account the time dimension. A CGM was employed, for instance, in the economic impact 
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Likewise, the real costs of public subsidies in the USA for 99 sports facilities hosting 

teams from four major leagues (National Football League, Major Baseball League, 

National Basketball Association, and National Hockey League) turned out to be 40% 

higher than officially reported costs (that is extra USD 50 million per facility or a total 

value of USD 5 billion of extra costs) [Long, 2005, p.135]. Furthermore, no systematic 

evidence was found that new business establishments had positive correlation with 

location of sports teams in four above-mentioned sports leagues in the USA [Siegfried, 

Zimbalist, 2000]. 

When nominating a city for hosting the Olympics, organisers often underestimated 

expected costs of Olympic projects. Besides publishing budgets of Olympic Committees, 

bid books of candidate cities could comprise incomplete information about additional 

capital expenditures associated with staging of the Olympic Games and necessary 

improvements of urban infrastructure. In other cases, organising committees were forced 

to increase their budgets already in the course of realisation of their Olympic projects to 

accomplish construction of Olympic venues on time and in accordance with the rules and 

commitments. For instance, the organisers of the Summer Olympics 2004 in Athens 

initially envisioned costs to amount USD 1.6 billion, but eventually spent up to USD 16 

billion. The costs of staging Olympic Games 2008 in Beijing were originally projected at 

USD 1.6 billion as well. However, when counting in all necessary infrastructure 

expenditures the real costs of the 2008 Olympics reached USD 40 billion. The Central 

Government of Spain accumulated after the 1992 Olympics in Barcelona the total debt of 

USD 4 billion, while the Government of Catalonia was left with USD 2.1 billion in debt. 

Finally, despite the final surplus of USD 28 million received by the Organising Committee 

of the 1998 Winter Olympics in Nagano, the public debt attributed to various levels of the 

Japanese Government achieved USD 11 billion [Zimbalist, 2010, p.10]. 

Summing up the results of the cost-benefit studies, we can conclude that most of large-

scale sport events from the financial point of view were unprofitable for state budgets. 

Nevertheless, realisation of mega sport events can be beneficial for a society and local 

residents thanks to improvements in urban infrastructure and improved standards of 

living. One should also take into account a range of political aspects, such as enhanced 

prestige of a hosting country and a host region/city, as well as moral factors like feeling of 

pride and national spirit by the population of a host country/region/city. So, many of these 

factors also impel governments to bid for staging of the Olympics and other large-scale 

sports events. Unfortunately, the contribution of these aspects to benefits and costs of 
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the Olympic projects is still hard to estimate thoroughly even with the tools of cost-benefit 

analysis, while they are mostly ignored in economic impact analyses. One can only hope 

that social, political, and moral factors would partially compensate for or eventually even 

outweigh considerable financial costs of staging mega sport events like Olympic Games 

for state budgets. 
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Russia and treated the Federal, regional and local levels of the government as one 

Government. The time span of the study included the whole Olympic cycle of 2006-

2016 identified in the special Federal Law on hosting the 2014 WOPG [Fed. zakon as 

of 1 December 2007 No.310-FZ] which spans from the preparation of the Bid books in 

2006 till staging the 2014 WOPG in February-March 2014 and also including two years 

after the Olympic Games.  

As a basis for our calculations we used the detailed information on expenditures for the 

Olympics and related infrastructure presented in the FTP-2006 in the amount of RUB 

316 billion and additional RUB 227 billion to be spent on the multimodal motorway-

railway road Adler-Krasnaya Polyana. The further increase in construction costs to RUB 

950 billion announced in June 2010 and to RUB 1,526 billion as revealed in February 

2013 was not incorporated into our calculations, because there was no exact information 

on the distribution of these costs across constructed venues and over time. However, in 

case this information would become available it should be processed in the same way, in 

accordance with the cost-benefit analysis methodology, as we processed the available 

quantitative data collected and used in this paper. 
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5.2 Resident/consumer account 

Disruption and congestion during the construction works before the 2014 WOPG and 

during the Olympic Games could be identified as main negative externalities in the 

resident/consumer account (C.2.1). The benefits seemed to be more substantial 

comprising pride and enjoyment of citizens of Sochi and Russia of hosting the 2014 

WOPG (B.2.1), a joy from attending the 2014 WOPG events (B.2.2), and improved 

infrastructure, housing and transportation facilities in the region (B.2.3).  

5.3 Environmental account 

Though the Sochi 2014 Bid Books contained the description of the environmental 

protection programme totalling USD 305 million to be spent on green technologies 

before and during the Sochi WOPG, this account includes only costs to the nature 

(C.3.1) due to the following reasons. Most of construction works have been carried out 

in the immediate vicinity of Sochi National Park, National Biosphere Reserve and 

Federal Nature Reserve (the above-mentioned new road Adler-Krasnaya Polyana goes 

even through a part of Sochi National Park). This was the main source of concerns of 

the United Nations Environment Programme (UNEP) that had been monitoring the 

ecological situation around construction sites in Sochi. In January 2010 UNEP 

published a report warning on environmental damage already made and possible 

future environmental impacts on landscapes around Sochi [UNEP, 2010]. We also 

included fines for breaking the environmental laws of the Russian Federation by 

construction companies as costs (C.3.2) because penalty fees would be spend on 

regeneration of natural landscapes damaged during the construction works. 

5.4 Economic development account  

This account summarises income and new job creation effects of the 2014 WOPG on 

the economy of Krasnodar Krai region and the Russian economy as a whole. Following 

the salient case of the 1996 Olympic Games in Atlanta discussed already above 

[Owen, 2005, p.7], among the costs in this account we could mention the crowding out 

effect on the local business in Sochi before and during the 2014 WOPG (C.4.1). The 

positive effects of the 2014 WOPG included creation of new continuing jobs in the 

economy of Krasnodar Krai region (B.4.1) and a net increase in foreign tourist arrivals 

during and after the 2014 WOPG (B.4.2) that would increase exports of services from 

Krasnodar Krai region and the Russian Federation as a whole.  
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5.5 Social account  

The social account catalogues community and social impacts of the 2014 WOPG in 

Sochi. Based on the experience of previous Olympic Games and taking into 

consideration the construction programme in Sochi one could conclude that 

displacement of local tenants and house owners (C.5.1) was one of the main negative 

externalities in staging the Olympics, in general. For example before the 1996 Summer 

Olympics in Atlanta around 30,000 low-income people plus ca. 9,000 homeless people 

were displaced [Shaffer et. al., 2003, p.23]. As for the benefits, we could include free 

tickets distributed among the residents of the City of Sochi for the 2014 WOPG events 

(B.5.1). 









Igor V. Pilipenko                                                                           PEI Electronic Publications 4/2013 

www.utu.fi/pei 
  

27 

1996 (i.e. 0.33) would be a justified estimation of the current METB29. We assumed that 

since the budget deficit in the year 2010 two thirds of the incremental expenditures of 

the FTP-2006 would be financed through raising taxes30. Therefore, we multiplied two-

thirds of the FTP-2006 incremental expenditures by 0.33 to obtain the value of the 

METB. 

6.2 Resident/consumer account 

The costs and benefits pertained to the resident/consumer account were hard to 

precisely monetise within the scope of this paper, and we could draw only general 

conclusions from the mass media, because further detailed studies were needed. It 

was reported that the construction works (C.2.1) were affecting the everyday life of 

Sochi residents as well as tourists in the beginning of August 2009, ass traffic 

congestion sprawled for ca. 20 km on the federal motorway Sochi-Adler causing many 

people to come late to their work and tourists to miss their air flights [Newsland, 2009]. 

Unfortunately, we did not find any comprehensive study on the impact of the traffic 

congestion on the residents of Sochi, and therefore it was impossible so far to make 

any quantifiable judgments about the social costs of traffic congestion. 

The Olympic-related construction works have already brought and will bring substantial 

benefits to the local residents in terms of the improved and extended roads and 

communal infrastructure (B.2.3) that includes a new by-pass around the central part of 

Sochi, an alternate motorway for the main city street called Kurortny prospect, a 

number of new road intersections, five new co-generation stations and 18 new 

substations, and a number of other considerable improvements [Kommersant, 2010]. 

The 2014 Olympics finally provided an incentive to the creation of a new Sochi Master 

Plan that was adopted in 2009 stipulating the urban development of Greater Sochi till 

2032. It envisioned further development of the city into a year-round resort, expansion 

of the capacity of SPA-centres and sanatoriums threefold (up to 220,000 people), 

additional upgrading and development of the infrastructure of the Sochi agglomeration 

[Sochi City Administration, 2009; Rodina, 2009]. In order to quantify two other benefit 

items in this account, i.e. pride and enjoyment of hosting the 2014 WOPG (B.2.1) and 

the opportunity to attend the sport events at the 2014 Winter Olympics (B.2.2) 

                                                 
29

 Our estimation was in fact equal to the METB from all taxes in the USA (0.33) provided by 
Boardman et al. (2006). 
30

 The remaining one third of the incremental expenditures was assumed to be financed through 
borrowings from abroad (see the item C.1.5). 
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additional studies to determine willingness-to-pay of Sochi and Russian residents are 

required. However, we could envision that the item B.2.1 would result in a substantial 

positive impact. 

6.3 Environmental account 

Within this account we identified one item, namely a fine of RUB 1.8 billion that the 

Ministry of Natural Resources of the Russian Federation imposed on different 

construction companies due to the violation of the environmental laws of Russia 

(C.3.2)31 [RIA Novosti, 2010]. It was a result of 80 inspections carried out by the 

Ministry of Natural Resources in 2009 where ca. 150 cases of violation of the 

environmental laws were found. The item C.3.1 remained unmonetised, because we 

did not find extensive studies estimating inflicted damage to the nature by the Olympics 

construction works. 

6.4 Economic development account 

In order to estimate an increase in newly created jobs (B.4.1) we referred to the FTP-

2006 where new 89,700 jobs were expected in Krasnodar Krai region from which 

45,000 permanent jobs would be located in the City of Sochi. In addition to this, 

145,000 new temporary jobs including 52,000 jobs in Sochi were anticipated. However, 

the FTP-2006 estimated that from 89,700 permanent jobs at least 30,000 jobs would 

be occupied by immigrants [The Government of the Russian Federation, 2006], which 

from the point of view of the cost-benefit analysis is a net transfer abroad. Therefore, 

while the creation of new permanent jobs was undoubtedly a strong benefit for the local 

and regional economy that also helped Krasnodar Krai region to weather the economic 

crisis of 2008-2009 [Kommersant, 2010], the attraction of immigrant workers 

contributed to the reduction of these benefits. Following the experience of previous 

Olympic Games with regard to changes in employment, studied by Green (2003), we 

could also expect that the after-Olympics period in Sochi might offset the job growth in 

the pre-Olympics period leaving the overall impact of the 2014 WOPG on new jobs 

creation as ambiguous.  

An expected increase in foreign tourist arrivals in order to raise net exports of services 

(B.4.2) should have been one of the most important targets of hosting the 2014 WOPG 

                                                 
31

 The amount of RUB 1.8 billion was deflated to obtain its equivalent in 2006 prices (RUB 1.2 
billion) and then converted into US dollars (1,200,000,000 / 27.57 = 43,525,571 USD). 
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in Sochi32. However, the economic impact analysis in the FTP-2006 did not consider in 

its calculations a growth in foreign tourist arrivals that could be expected during the 

2014 WOPG33. It might be explained by the willingness of the Federal and regional 

authorities to create stimuli firstly for the Russian tourists, so that they change their 

preferences from the foreign tourist destinations in favour of the Sochi resort. The FTP-

2006 envisioned that by 2015 the number of tourist arrivals in Krasnodar Krai region 

would increase up to 7 million from which 4.2 million tourists would stay in Sochi [The 

Government of the Russian Federation, 2006, p.13]. This target was almost achieved 

by the year of 2010 when 4 million tourists visited Sochi. But the growth in tourist 

arrivals was slowing down in 2008-2010 and in 2011 a drop to 3.7 million tourist 

arrivals was observed34, while the occupancy rate of sanatoriums and SPA-centres in 

2011 decreased by 3.5% [Sochi City Administration, 2012].  

The decelerating trend and the subsequent reversal of the tourist arrivals dynamics 

was a part of the crowding out effect on local businesses, which we identified as a cost 

item in our analysis (C.4.1.). Additionally, the crowding out effect in the hotel sector can 

be expected before, during and after the Olympics, which would be generally line with 

the experience of the previous Olympic Games [Preuss, 2006; Owen, 2005]. Besides 

the adverse effect of the construction works on the occupancy rates, an increase in 

number of hotel rooms would also impose an additional pressure in the after-Olympic 

period. According to the FTP-2006 the capacity was to grow by 13,399 rooms: from 

28,503 rooms in existing hotels excluding sanatorium and SPA-centres in the year of 

2007 to 41,902 rooms by 2014 [Sochi 2014 Olympic committee, Theme 13, p. 45]. 

Some other expert estimation [see, for instance, Jones Lang LaSalle Hotels (2011), 

and Kommersant (2012)] envisioned the construction of 20,000 new high-quality rooms 

by 2014 which is a tenfold increase of the supply in this price segment. As a 

                                                 
32

 It should be noticed that, in general, the number of foreign tourist arrivals had been steadily 
declining since 2003 when 3.2 million tourists from abroad visited the country. By the year of 
2009 this number decreased to 2.1 million arrivals, and during 2010-2011 it slightly increased to 
2.3 million tourists [Rosturizm, 2012]. Among the reasons for a downward trend during 2003-
2009 the following factors were usually indicated: high costs of travelling, inadequate supply of 
hotels with acceptable price/quality ratios, unsophisticated services, specific perceptions about 
Russia, etc. [FirstNews, 2011].  
33

 An increase in foreign tourist arrivals to Sochi can be also expected in connection with 
staging of a Russian Gran Prix of Formula One from 2014 till 2020. The new Sochi circuit will be 
built in the Olympic park in Imeretin valley using partly the infrastructure constructed for the 
2014 Olympics [Rossiyskaya Gazeta, 2010]. 
34

 In the year of 2008 the number of tourist arrivals reached 3.1 million, in 2009 it increased to 
3.8 million (23% annual growth), in 2010 it peaked 4 million (only 4% growth), and in 2011 the 
number of tourists decreased to 3.7 million [Kommersant, 2010; Sochi City Administration, 
2012]. 
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consequence, in order to maintain capacity utilisation of hotels minimum at 48% like in 

the years of 2010-2011 the number of hotel tourists should triple (from 0.9-1 million 

people who stayed in hotels in 2007-2010 to ca. 3.2 million tourists), while the number 

of nights spent in hotels should rise from 9 million to 16 million. Taking into account the 

growth rate of tourist arrivals in recent years this seems to be a hardly attained task. 

However, no exact calculations can be provided here given the information available, 

and therefore we left the item C.4.1 without monetisation.  

6.5 Social account  

The displacement of citizens (C.5.1) took place in Imeretin valley where the Olympic 

venues forming the Coastal cluster have been built [Sochi.com, 2011]. In total ca. 

3,000 people that had had 1786 private land plots with private property and had lived in 

256 flats in multi-story houses were resettled. The compensations to these people 

amounted to RUB 18.5 billion and additional RUB 9.5 billion were spent on construction 

of new houses for the re-settlers [Rossiyskaya Gazeta, 2012]. Taking into account that 

the resettlement process had started in April 2009 [Sochi.com, 2011] and following the 

procedure for the multimodal road Adler-Krasnaya Polyana we distributed evenly the 

total nominal costs of RUB 28 billion over 2009-2012, adjusted the numbers for inflation 

and converted them into USD amounts using the same exchange rate of 27.57 

RUB/USD. The monetisation of the positive impact from free tickets made available for 

local residents (B.5.1) was not possible, because no information about the number of 

free tickets to be provided was found.  
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7 Net present value and sensitivity analysis  

The summarised costs and benefits of staging the 2014 Winter Olympics in Sochi in 

constant 2006 US dollars are presented in Annex 4. The total benefits equalled to USD 

3,169.4 million while the total costs amounted to USD 10,972.1 million from which it 

could be already concluded that the discounting technique would not enable us to find 

a positive NPV for the project. For the calculation of the NPV for Policy option (1.1) 

(see Annex 5) and Policy option (1.2) (see Annex 6) we used the basic social discount 

rate of 3.5% suggested by Boardman et al. (2006) for public projects plus a country risk 

premium of 3% that was proposed by the World Bank economists [Bogetic et. al., 2010, 

p.23], i.e. a 6.5% total social discount rate.  

The NPV of Policy option (1.1) amounted to negative USD 5.8 billion (or USD 5,754.2 

million exactly), while in case of a construction of the cheaper road Sochi-Krasnaya 

Polyana the NPV of Policy option (1.2) would have equalled to negative USD 5.2 billion 

(or USD 5,199.1 million exactly). The difference between these two options would be 

USD 555.1 million. The benefit/cost ratio for the main Policy option (1.1) amounted to 

only 0.28 suggesting that there was no justifiable discount rate with which the NPV 

would be positive35. This conclusion was confirmed by the sensitivity analysis for Policy 

option (1.1) (the IRR of the project was 219%) and for Policy option (1.2) (the IRR was 

equal to 210%) presented in Annexes 7 and 8.  

                                                 
35

 The benefit/cost ratio was calculated as follows: 2,239,500,000 /7,993,700,000 = 0.2802 (see 
Annex 5). 
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C.1.3. Unbudgeted 
construction costs - a 
multimodal road Adler-
Krasnaya Polyana 

0.0 0.0 0.0 1193.8 1097.2 1034.2 970.1 919.6 0.0 0.0 0.0 5214.9 

C.1.4. Costs of maintenance, 
removal, and changing of 
specialization of athlete 
venues after the 2014 Winter 
Olympics 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 205.3 155.4 155.4 516.0 

C.1.5. Public debt service 0.0 0.0 0.0 0.0 5.8 6.4 5.4 4.2 0.0 0.0 0.0 21.8 

C.1.6. Marginal excess tax 
burden 

0.0 0.0 0.0 0.0 105.6 116.1 99.2 76.3 0.0 0.0 0.0 397.1 

Environmental account 

Costs 0.0 0.0 0.0 0.0 43.5 0.0 0.0 0.0 0.0 0.0 0.0 43.5 

C.3.1. Damage on nature No data available 
          

C.3.2. Fines for breaking 
environmental laws (1.8 bln 
RUR in 2010) 

0.0 0.0 0.0 0.0 43.5 0.0 0.0 0.0 0.0 0.0 0.0 43.5 

Social account 

Benefits             
B.5.1. Free tickets for local 
residents 

No data available 
          

Costs 0 0 0 184 169 159 150 0 0 0 0 662.3 
C.5.1. Displacement of 
residents from their current 
housing 

0 0 0 184 169 159 150 0 0 0 0 662.3 

Economic development account 

Benefits  

B.4.1. Creation of new continuing jobs 
Creation of 59,700 new permanent jobs before the 2014 WOPG; however taking into account a 
possible decrease in employment after the Olympics the overall impact of the WOPG 2014 on 
new jobs creation is ambiguous. 

B.4.2. Increased number of foreign tourist arrivals during and 
after the Olympic Games 

No data - a temporary increase during the WOPG 2014 might be expected plus a positive 
impact of a Russian Grand Prix in Formula One can be envisioned. 
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