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3.10 The 2014 Sochi Winter Olympics: who stands to gain?

Oleg Golubchikov’

The Sochi Winter Olympics and Winter Paralympics, which took place in February/March 2014,
made the news worldwide as the most expensive events in history. While the initial bid’s cost
estimate for the Games was in the range of US$11 billion, the final bill skyrocketed to US$50
billion. Much of this cost has been borne by the federal budget, state-owned corporations and state-

underwritten loans.’

It is easy to assume, as many did,” that the high cost was merely a testimony to mismanagement and
corruption. This is to ignore the results of earnest probing into the causes and implications of
expensive sporting mega-events, however, including how symptomatic they are of the wider
tendencies of transnational sport to intersect with national economies and politics. Global sporting
events, including the Olympic Games, are some of the most conspicuous mega-projects. What is the
function of mega-projects, though? As Bent Flyvbjerg argues, mega-projects ‘are designed to
ambitiously change the structure of society, as opposed to smaller and more conventional projects
that. . fit into pre-existing structures and do not attempt to modify these’.” It can be further
contended that, as nation states ‘hollow out’ (that is, experience a weakened capacity to project their
economic powers over their own territories in the face of globalisation, welfare state retrenchment
and the increasing self-reliance of subnational regions), mega-projects remain one of the few
important means still available to national governments to pursue radical structural strategies with

respect to national spatial development.



Similarly, the Sochi Olympic project reflects a strategy of the Putin Government to modernise
Russian geography. Indeed, as documented below in this article, almost 80 per cent of the Sochi
cost was unrelated to sport. This is well reflected in the official rhetoric: the Winter Olympic Games
were seen as as a lever for an overhaul of Sochi and making it a new ‘growth pole’ in the country.’
This rationale goes beyond the direct calculus of the Games themselves, or even the expectation of
a direct financial payback. This is not without controversies, however, including over issues such as
the transparency of decision-making and the juxtaposition of the costs versus wider benefits of such

geographically concentrated modernisation projects.

This article further outlines the context behind the Sochi project and its costs, and provides an

assessment of the Olympic legacy in the aftermath of these Games.

The political dimension of the Sochi Games is well recognised; indeed, most commentators have
argued that, much like, for example, the Beijing Olympics before them, the Sochi Games were an
attempt to display Russia’s re-emerging power to the rest of the world.® What is missing in this
discourse, however, is the fact that the Sochi Games sought not only (and probably not so much) to
put Russia on the map of world powers but to put Sochi on Russia’s (and world) map.” Here, the
Sochi Games should be seen in the context of the Putin government’s attempts to restructure
Russia’s regional geography, based on the premise of promoting a few select locations as ‘strategic’
(economically and geopolitically) and making them the key nodes of Russia’s spatial
modernisation.® Sochi has been ‘appointed’ as one such location; the city has long been favoured by
President Putin as a sea resort, and it has an important geostrategic location at the Black Sea and the

Caucasus. The Winter Olympics worked as the catalyst for the city’s elevation within Russian

geography.
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This politics of growth poles is by no means idiosyncratic to Russia, nor was it born there;” but
Russia, like other quasi-authoritarian emerging economies, does particularly rely on government
spending and administrative leverages. The main sponsors of the Olympics have been large
corporations, most of which are state-controlled (such as Gazprom and Rosneft), while key private

investors took state-underwritten credits from state-owned banks (such as VEB and Sberbank).'’

Sochi has become the first Olympic city for which the entire main sports infrastructure was
constructed from scratch and the existing transport infrastructure and hospitality sector were
thoroughly remade. Overall, more than 800 construction objects were built in Sochi. Some of these
were, of course, sporting facilities, but most of the cost was associated with a generic upgrade of the
urban and regional infrastructure, including power stations and supply, new water and sewerage

systems, telecommunications, a massive transport network, and so forth."!

The resultant Sochi expenses are commonly reported as some US$50 billion — a considerable
portion of Russia’s GDP (Graph 3.2). This roughly corresponds to the official figures of
Olympstroy, the state corporation managing and overseeing the preparations for Sochi.'? In its 2013
(final) budget statement from June 2014, it reported total allocated funds of RUB 1,524.4 billion
(US$49.4 billion) and funds actually spent by the end of 2013 as RUB 1,415.2 billion (US$45.9

billion)."

How much of this was directly related to sport? According to the Accounts Chamber of the Russian
Federation,'* the direct cost of the Games and the sporting facilities was RUB 324.9
billion(US$10.5 billion), including RUB 103.3 billion (US$3.3 billion) directly funded by the
federal budget. This suggests that around 21 per cent of the total Sochi spending can be attributed to

the sporting side."
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This peculiar cost structure was already part of Russia’s original bid; the total budget was then
envisaged at RUB 313.9 billion (or some US$11.3 billion at the exchange rate prevailing then),
however.'® These moneys were allocated for the Federal Target Programme (FTP) for the
Development of Sochi as a Mountain Climate Resort, which framed the Olympic bid.'” What is
interesting is that the FTP was also allocated RUB 122.9 billion (US$4.4 billion) in case Russia’s
bid for the Winter Olympics was declined in 2007. Although that was much less than in the

Olympic scenario, it still signifies the strategy of making Sochi a development hotspot.

.....................................................................................................
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Figure 3.7 Costs of the Olympic Games per capita and as a percentage of GDP 2002-2014

Source: Anti-Corruption Foundation, Sochi 2014: Encyclopedia of Spending (Moscow: Anti-Corruption Foundation, 2014), http://sochi.fbk.info/en.

Public participation and transparency investigations

The high bill for the Winter Olympics, and particularly its inflation since 2007, have attracted much
criticism within and outside Russia.'® State finances were greatly involved, and the main corporate
investors and banks were also heavily exposed to the overspending.'” The overspends are attributed
to a number of factors — notably a lack of sufficient preparatory investigations at the bidding stage,
and underestimations of the challenging engineering conditions in the swampy Imereti Valley as

well as other areas where the projects were built; other factors included the poor quality of the
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initial design specifications, additional emerging requirements of the International Olympic
Committee (IOC) and inflation.*® Embezzlement and kickbacks almost certainly played a role too —
as proved by a number of official investigations.?' The full extent of corruption is open to
speculation, but such speculation often ignores the other factors leading to overspending.” Indeed,
even private investors experienced considerable overspends; for example, Interros, the main
investor and owner of the Rosa Khutor Alpine resort, saw a sixfold increase in its costs, from the

planned US$350 million to US$2.07 billion.*

Nevertheless, there has been a perceived lack of follow-up investigations to existing corruption
allegations. Despite the official rhetoric of transparency and participation, the Olympics monetary
flows and, in particular, contract allocation procedures were not exposed to public scrutiny in a

systematic manner, while public participation commonly remained nominal.**

The most prominent and critical public investigation reviews have been those prepared by
representatives of Russia’s opposition, including with the participation of the opposition leaders
Alexei Navalny® and the late Boris Nemtsov.?® A report produced by Nemtsov in collaboration
with Leonid Martynyuk, for example, accused the Putin government of a deliberate plot to make the
most expensive games in a challenging location as an opportunity for malfeasance and the
distribution of state resources to the benefit of “Putin’s cronies”. A report by Navalny’s Anti-
Corruption Foundation quoted personal ties between contractors and government officials as the
most frequent point of concern over the Olympic projects. It needs to be borne in mind, however,
that this reflects the objective realities of corporate capacity to undertake large-scale projects, given

the oligarchic structure of Russia’s economy.”’

At the same time, there has surely been a lack of information about government-led investigations,

even though it is known that a number of criminal investigations were launched following
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inspections by the Accounts Chamber of the Russian Federation, the country’s principal financial
watchdog.”® Most of the Accounts Chamber’s discoveries seem to have not led anywhere, however.
For example, it was reported that in its 2012 annual report the Accounts Chamber accused
Olympstroy’s executives of creating the conditions for an unjustified increase in the estimated costs
of the sports facilities, resulting in a cost increase of RUB 15.5 billion (around US$500 million).*’
Ever since the resignation of its long-serving head, Sergei Stepashin, in September 2013, however,
little has emerged about further investigations. Moreover, the Account Chamber’s full reports have
not been made available to the public, on the pretext that to do so would disclose commercially

sensitive information.>

Generally, the extant expectations of widespread corruption investigations once the Games were
over have failed to materialise.’’ This may be attributable to the post-Olympic environment of
public satisfaction with the successful execution of the Games in general and the outstanding
performance of the Russian team in particular, as well as the ensuing geopolitical tensions over

Ukraine, which overshadowed Sochi.

Usually, an important role in directing public attention is played by the mass media and
investigative journalism. During the preparations for the Games, however, their interventions with
respect to corruption were limited. The Western media gave prominence to a series of stories that
exploited the stereotypes of the Western audiences but provided little evidence of investigative
journalism. Some Russia-based journalists and organisations attempted more in-depth
investigations, highlighting structural problems such as environmental concerns in the Sochi
National Park, migrant labour exploitation and resettlement problems.>* Even so, there were no

sustained and unbiased follow-ups to the cases of alleged corruption.
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The high Sochi spending aside, what is the economic impact of the Games on the host city? The

Olympic legacy in the immediate aftermath of the Games appears to be rather mixed.

To start with, the city has been thoroughly retrofitted, while the continuous media and government
focus on the Sochi Winter Olympics and other events in Sochi has made the city an easily
recognisable ‘brand’. Without doubt, the holding of the Winter Olympics in Sochi has changed not
only the hitherto deteriorating resort city but also the mental geography of Russia in the eyes of the
Russian population itself. This is reflected in the rise of tourism to Sochi. After the years when
Sochi was ‘Russia’s largest construction site’, with all the associated hassles and troubles, since
2014 Sochi has begun to enjoy an increase in visitor numbers. The Winter Olympics appear to have
made the largest contribution to this, but the trend has been maintained through the rest of 2014 and
into 2015. The city’s mayor is reported to expect 5.5 million tourists coming to Sochi in 2015, a rise
from the 5.18 million arrivals in 2014, and sharply up on the 3.7 million in 2006 before the

Olympic project got under way.”*

The rise in tourism is a welcome trend to city residents, who endured the years of construction
disruption, often combined with a loss of tourism-related income and, sometimes, employment. In
addition, hundreds of people were removed from their former sites when they were subject to
compulsory purchase, and were compensated only for legally registered properties, not for any
informal extensions, including those used as guest rooms.>” Therefore, one year on from the Games,

Sochi residents remained divided as to whether the Winter Olympics had benefited them or not.*®

Tourists are attracted to Sochi for various reasons: the new or modernised skiing resorts; the
Olympic parks; the sea resort facilities; and the post-Olympic sporting and business events and

conferences that the government encourages to go to the city, such as the Grand Prix in 2014, some
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matches of the 2018 men’s football World Cup and many others.’” Tourism helps in returning
capital invested in the hospitality business and bringing in jobs and tax revenues.’® Nonetheless,
tourism in Sochi cannot escape the wider geopolitical context, and Russia’s economic troubles
because of the fall in oil prices since 2014.%° On the one hand, as the real incomes of the Russian
population have dropped, many Russians can no longer spend money on tourism — disadvantaging
Sochi. On the other hand, as the Russian rouble has lost its international value, many have switched
their holiday plans to internal tourism, thus benefiting the city. As a further complication, the
annexation of Crimea — another prime holiday destination for Russians — will probably represent a

competitive challenge for Sochi’s tourism.

Uncertainties remain over the economic future of some key sporting facilities in Sochi.** The
Games themselves were held in two clusters, largely separated and distant from the main urban
areas and the city centre. The coastal cluster contains the Olympic Park, where the main sports
facilities and the Olympic Village are located. The mountain cluster contains the skiing facilities
and alpine resort infrastructure. Although the cluster approach produced a concentration of all
activities in these two areas, thus preventing traffic congestion, providing easier access and
facilitating security measures, it also raised the issue of remoteness. For example, when no sporting
or other events are taking places in the Olympic Park, the facilities appear to be rather empty. On
this basis, many commentators have been quick to prophesy that the key stadiums are doomed to
collect dust and fall into disrepair. Although a direct payback on the investment in these facilities is
indeed questionable (also exposing the lack of planning for a post-Olympic legacy),*' the future is
by no means predetermined here. What is necessary is a sustained effort, smart management and
coordinated actions on the part of the governments of different levels and other stakeholders to
make sure that the sporting facilities do not become white elephants but bring further social (if not

financial) value.
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Another point of public criticism has concerned the most expensive non-sporting investment in the
Sochi project: a combined motorway and railroad link, comprising tunnels and bridges through the
mountains and connecting the coastal and mountain clusters. Olympstroy reported that the project
had cost RUB 317.9 billion (some US$10.3 billion),* or 21 per cent of Sochi’s total allocated funds
(effectively, this project alone cost more than the wide majority of the Olympic Games beforehand).
It was built to serve as the main traffic artery during the Games, allowing a flow of up to 20,000
passengers per hour.” The utilisation of the roads has been low ever since, however, undermining

the rationale for its expensive construction and maintenance.*

Ahead of the Sochi Games, much investment, especially private, went into the real estate
construction sector, and not just into hotels but housing as well. Sales of residential properties have
not been as intensive as expected, however, especially in the wake of the economic slowdown —
though this is, overall, a highly speculative market.* Of particular concern are reports of ‘ghost
settlements’ emerging around housing originally built for residents relocated from expropriated
plots. For example, in one settlement, only 17 of the total 79 detached homes are reported to have

been occupied since they were built in 2011, some others being vandalised.*

On balance, it appears that the extent to which Sochi will actually become a magnet for tourism,
further sporting events, conferences and other commercial and non-commercial activities — and,
indeed, a growth pole of national (and international) significance — is not as yet certain but rather
remains dependant on the sustained effort to further capitalise on the work already undertaken,

including by government itself.

As already stated, Sochi needs to be seen in the light of the wider political project of Russian

modernisation, the logic of which stretches beyond pure financial calculus. Although this approach
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has been conventionally criticised (as being wasteful, ad hoc and exposed to corruption risks),*” one
result is the re-emergence of spatial policy in Russia, which seeks to rebalance growth away from
Moscow and to recalibrate the traditional sectoral approach of the federal government’s modus
operandi to the spatial approach of territorial development and urban policy. Following the
disorganisation (and even degradation) of the national regional policy and spatial planning in Russia
after the collapse of the planned economy of state socialism in the 1990s, various mega-events and
mega-projects have recently become a ‘hook’ for the government to regain control over spatial and
urban redevelopment policy. Sochi has become one of the most prominent cases in this new spatial

policy in Russia.*®

The urban conditions and infrastructure of Sochi prior to the Games were certainly poor, and the
Winter Olympics have radically changed the city’s fortune. Focusing on selected locations
intensifies the spatial and social inequalities of a country that has already been unevenly developed
and socially divided, however. The scale of the mega-projects also makes them less sensitive to
public oversight, exposing the democratic deficit and corruption risks. This is a generic problem
inherent to all mega-events, but it is more conspicuous in quasi-authoritarian emerging capitalist
economies. It is yet a matter of political choices: political elites undertake such projects over and
over again in hopes of certain gains, disregarding their opportunity costs. Ultimately, a key factor
for politicians is the electorate’s support. In this respect, it must be encouraging for the Putin
government that, a year after the Winter Olympics, according to a survey by the Russian Public
Opinion Research Center, 75 per cent of Russians said they would still support the holding of

further sporting mega-events in the country.*’

! Oleg Golubchikov is Senior Lecturer in Human Geography at Cardiff University’s School of Planning and
Geography.
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