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SUMMARY OF REQUESTED ACTION

Summarize research findings regarding the generd costs and benefits of hogting the Olympic Games.

EXECUTIVE SUMMARY

Simply by virtue of its Sze, a"mega-event"*such as the Olympic Games broadly impacts the host
community. However, there is considerable disagreement and uncertainty regarding the breadth and
magnitude of related economic and socid costs and benefits.

Each hogt city and their implementation of the Gamesis unique, and there has been significant variation
in the characterigtics and investments of host cities for past events. Therefore, dthough some trends are
recognizable and generdly hold true, it isimportant to note that the experience of past hosts will not
necessarily apply to future hogts. Thisis amplified by the fact that the International Olympic Committee
updates requirements over time. As different cities are endowed with different assets and the
International Olympic Committee provides latitude so that the host city can craft a customized
implementation plan, hot cities have the opportunity to leverage their unique resources, target their
investments, and manage implementation in ways that maximize the likelihood of a successful
experience.

Because San Francisco has not yet prepared its bid package for the 2016 Summer Games, it is not
possible to andyze the proposal to determine the specific costs and benefits that hogting the Gamesis
likely to creste for the City. Rather, based on areview of existing literature and discussons with
academic experts, this report is an overview of key issues of cost and benefit, consderations for cities
bidding for the Olympics, and drategies for successfully hogting the Games. The extent to which they
apply to San Francisco will only fully be known when the details of the City's bid are reveded.

! A term borrowed from economic impact literature, also referred to as hallmark or special events, mega-eventsinclude
the World's Fairs, Olympic Games, World Cup, Super Bowl, etc.
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Economic and Socid Benefits

- Mega-events, such asthe Olympics, attract alarge number of tourists to host cities;

- Mega-events can aso provide focus and help secure external resources to move infrastructure
projects, which might have sgnificant long-term economic impacts, forward on an accelerated
timdine

- Loca residents can access event offerings,

- Many prospective (ex ante) analyses of economic impact, often prepared or supported by
event boogters, dramaticdly overstate the economic benefits of mega-events,

- Prospective anayses are often inflated because they ignore crowding out, spending subgtitution,
and other effectsthat offset spending by event organizers, participants, and touridts,

- The impact of Olympic media exposure on the host city’s future tourism will depend on the
city’sexigting touriam profile;

- Some potentid benefits, such as civic pride and cultural exchange, are difficult to monetize and
include in caculations, and

- Some of the incremental revenue generated by the event will accrue to businesses based outside
of the host community, and will therefore have alimited loca economic multiplier impact.

Economic and Socid Cogts

- The mgor direct costs - induding congtructing venues and housing, increased local government
services (security, public hedth, trangportation, public works, etc.), and ongoing facility
maintenance costs - are usudly subgtantid,;

- Opportunity costs of expenditures are often not fully considered in andyses,

- Mogt socid codts, such as degradation of qudity of life and displacement, are difficult to
monetize and include in caculations;

- Full accounting of costs can be difficult as many organizations, public and private, make
associated expenditures and there are disincentives to accurately report costs,

- Condderable uncertainty and risk exists regarding costs, which can make them difficult to
predict and manage; and

- The cost of participating in alengthy bid process can itself be subgantid.

Condderations for Bidding City

- Potential net benefits depend on the characteristics of the hogt city;

- Without full and accurate information on the costs and benefits, which is difficult to develop, it is
chdlenging for acommunity to determine, ex ante, whether hosting might provide net benfits,

- The opportunity cost of expenditures for mega-events should be considered, as other
expenditures might have greater returns,

- The digtribution and equity of the costs and benefits, which are often uneven, should be
considered; and

- The Olympic Games offer arare opportunity for internationa exposure, which could be
accompanied by positive or negative effects.



Strategies for Success

- Make decisons based on accurate forecasting of the full costs and benefits;

- Limit public investment and adhere to arigid budget, particularly on infrastructure projects;

- Attract resources with limited opportunity cost from a broad range of supporters,

- Make provisons to minimize or offset socid cogts for resdents;

- Address didributive/equity issues of cogts and benefits in the host community; and

- Target expenditures towards investments that leverage existing assets and will have strong long-
term economic impact.

FINDINGS

Economic and Social Benefits

The apped of hosting a mega-event drawsin part on the intuition that attracting scores of tourists that
inject spending into the local economy will create an economic boost for the host. In addition, hosting an
event can provide the impetus and attract resources to expedite infrastructure projects, otherwise on
longer timelines, which provide long-term economic impacts and transform the cityscape.? Numerous
prospective (ex ante) economic impact studies completed in advance of mega-events have concluded
that such events do in fact provide substantia economic benefits to the host community. In addition to
economic impact studies, which event boogters often enlist consulting organizations to perform, some
academic studies have dso substantiated claims of gross economic benefits. These cdculations of
benefits often include direct spending of the event organizers (including congtruction of infrastructure
projects), participants, and attendees, amultiplier effect in the local economy; the long-term effect of
boosted tourism; and the use of infrastructure devel oped for the event to attract future functions.

Beyond tourism and infragtructure, the host community may aso enjoy grester success in attracting
foreign invesment. Residents of the host community themselves may benefit from access to the event
offerings, aswell asintangibles such as a sense of civic pride from successfully hogting the event and
intercultural experiences. It may dso create socid capitd (particularly through skills gained during
volunteerism), and the hogt city may aso have the opportunity to promote its vauesto the internationa
community.

Few after-the-fact studies of benefits have been performed, asthey are of little benefit to cities that
served as one-time event hogts. However, in light of a number of mega-events that have not appeared
to fulfill the promise of their economic impact sudies, a number of academic economigts have
performed after-the-fact (ex post) evauations. Many have concluded that the gross and net economic
impacts of mega-events are smdl, rdliably much smaler than the impacts projected ex ante. Differences
inthe ex ante and ex post findings are usudly attributed to investigator bias and methodologica
shortcomings common to many economic impact sudies.

*The federal government provided $1.4B for infrastructure projects such as highway, transit, and capital
improvementsto Los Angeles, Atlanta, and Salt Lake City, most of which would have been awarded to the host cities
in the absence of the Games, although on alonger timeline.



Although mega-events attract tourists, some researchers theorize that these tourists crowd out other
tourigts that would otherwise be visgiting the host city, but forego the opportunity during the period of the
mega-event to avoid crowds and congestion that might ultimately diminish the qudity of their experience.
Some potentid vigtors are likely to dso assume that crowds will result in inflated prices and reductions
in the availability and qudity of goods and services. Indeed, researchers have found little or no increase
in hotel occupancy rates or arport traffic in cities that hosted Super Bowls and Olympic Gamesin the
U.S. from 1993 - 2002. They did find that room rates increased (by 138% in Atlantaand 123% in Salt
Lake City), which would result in substantia hotdl tax impacts. Cities that are aready mgor tourist
destinations without dack capacity are more likely to experience crowding out, which can negetively
impact sectors of the economy not patronized by event tourists. For example, during the Republican
National Convention in New Y ork in 2004, despite the tens of thousands of participants, attendance at
Broadway shows actudly decreased by more than 20% compared to the same period in the previous
year. In the case of Atlantain 1996, Zoo Atlanta, Sx Flags Over Georgia, and other attractions
suffered during to the Olympic Games, which caused digtortions of normad visitation patterns.

Many researchers have adso concluded that hosting mega-events does not result in new spending by
locd residents, but rather aredirection ("substitution™) of spending from one sector of the loca economy
to another.

Economic impact sudies often rely on multipliers, which embed certain assumptions, including what
share of event spending recirculatesin the local economy. To the extent that event expenditures accrue
to businesses based outside of the host community, the economic multiplier impact will be reduced.

Infrastructure projects associated with mega-events clearly create new employment opportunities. In
addition, an influx of tourists would creste short-term employment opportunities in the hospitaity
industry. However, among those economisgts that have identified economic benefits (such as employment
or income growth among area resdents), some have concluded that the benefits are trandtory, not long-
term. In one case researchers estimated that the Olympic Games created 5,043 jobsin Los Angelesin
1984, but none in 1985 or beyond.

Economic and Social Costs

The mgor direct costs to host mega-events - congtructing venues and housing, increased public services
(security, public hedth, transportation, public works, etc.), and ongoing facility maintenance costs - are
usudly subgtantial. Some hogt cities have experienced well-publicized deficits as aresult of cost
overruns or inaccurately forecasting offsetting revenues. The foundation of the economic success of the
Los Angeles Olympicsin 1984 was the loca organizers ability to limit infrastructure spending®. San
Francisco might be in afavorable position to minimize new infrastructure investment, which has been a

% Los Angeleswas the only city that bid to host the 1984 Summer Games (likely duein part to the financial losses that
Montreal and Moscow experienced for the 1976 and 1980 Summer Games), and therefore had unprecedented leverage
to gain |OC approval for limited infrastructure investments.



major source of costs and budget overruns of other Olympic Games.” It isimportant to note thét if
sgnificant crowding out does occur, and net increases in tourism are anticipated to be smdl, the
corresponding increase in public service spending might also be smdl.

In addition to direct codts, it isimportant to consider the opportunity cost of mega-event expenditures,
the vaue of the foregone opportunity to program those resources into other items. Depending on the
circumstances, expenditure of loca government resources on human capital will return higher dividends
than on event-specific facilities and infrastructure. Some capita investments for mega-events may
provide ongoing uses, such as housing and recregtion facilities. However, if in fact the ultimate am of a
hogt city isto create new housing or sports facilities, it might be less expensive to do so gpart from
hosting the Olympics, as the additiona requirements imposed by the |OC add costs. Precisdly because
some mega-event facilities are built to handle pesk demand, they are not likely to be fully utilized under
other circumstances, and therefore do not represent a very productive investment unless demand for the
facilities grows over time. Opportunity cogts are often not explicitly factored into decision making.

Mega-events dso have socid costs, which might go undiscussed during the planning process.
Researchers have documented that mega-events, including the Olympics, have led to housing
displacement, evictions, and speculative price increases. Many Olympic hogt cities have viewed the
event as an opportunity to engage in redevel opment, which often results in displacement. In addition,
owners of resdentia hotels and rooming houses have evicted tenants to upgrade facilities to serve
tourists. Accelerated gentrification has aso occurred near newly developed facilities. Other common
socid cogsinclude heightened traffic congestion, crime, environmental degradation, and disruption of
resdents schedules. In Sydney, the need to fast track Olympic-related devel opment resulted in
suspending norma environmenta review procedures. Socid cogts are difficult to monetize and include in
cdculations.

As noted above among the congderations for the bidding city, it isimportant for the full set of costs and
benefits to be accounted for in order for the hogt city to determine whether an event will likely result in
net benefits. Unfortunately, afull accounting of the cogts is difficult, as many organizations, public and
private, make associated expenditures. Those endeavoring to capture disproportionate benefits might be
motivated to inaccurately project or report cogts, particularly if costs escalate beyond origina estimates
and/or exceed publicized benefits. Additiondly, the |OC has in the past imposed additiona
requirements as the negotiations with the host city proceeded, introducing unanticipated liabilities. And,
the cost of participating in alengthy bid process can itsdf be substantia, athough recent changesin 10C
requirements may have reduced the costs that can be born by public agencies.

* According to Jesse Blout, Director of the Mayor's Office of Economic and Workforce Development, the Bay Area
aready has 27 of 30 venues required for the Games, as well as more transit infrastructure than Athens or Sydney had
when the Games opened in those cities.

®> According to Jesse Blout, Director of the Mayor's Office of Economic and Workforce Development, the |OC
recently adopted requirementslimiting the amount of public fundsthat can be used to support the preparation of a
city'shid.



Consderationsfor Bidding City

As discussed, cities have different risk and reward profiles reative to hosting the games, related to thelr
unique assats. Accurately identifying assets that can be leveraged is key to determining appropriate
investments and resulting benefits from hogting the games. Ex ante projections of mega-events often
overgate the economic benefits and undergtate the cogts. This undermines the ability of abidding city to
accurately determine what it iswilling to invest to secure the event. A discussion open to a broad range
of stakeholders can help identify the full range of economic and socid benefits and cogts. Updating the
methodology higtorically used in economic impact studies can counteract thisto some degree, and a
rigorous and open process to review impact sudies can help identify and repair shortcomings.

Once cogts and benefits are projected to the best degree possible, specific deliberation should focus on
the opportunity costs, and whether the benefits of hosting justify the foregone opportunities. Modeling
the economic impact of aternative investments is one approach to ng tradeoffs. To the extent that
the investments necessary for the Olympic Games do not mesh well with established business patterns
and opportunities, directing resources towards them rather than to a higher growth path could actualy
contribute negatively to job or other economic growth. Although investment in infrastructure can be
productive, investment in human capita can be even more productive. Attracting outsde investment with
limited opportunity cost is one avenue towards reducing overal opportunity cost. For example, the
federal government provided dmost $2B of funding support to the Los Angdles, Atlanta, and Sdlt Lake
City Olympic Games, about $513M of which was provided for planning or staging the games. These
planning and staging funds would not have been provided to the host cities in the absence of the Games,
and therefore represent little opportunity cost to the hogt cities.

Economic benefits of the Olympics primarily accrue to providers of complementary goods and services,
in addition to local residents that attend events or gain other non-economic benefits. The codts,

however, have historically been more widely spreed, particularly if funding is provided by loca
government sources. The didtribution of the costs and benefits should be concretely considered, with the
possibility of compensating offsets for individuas that disproportionately bear negative consegquences.

The Olympic Games offer arare opportunity for internationa exposure. Many host cities aspire to and
have succeeded in capitaizing on this opportunity by increasing awareness among potentid tourists or
investors. However, this exposure involves risks, and opens the hogt city to the danger that it will not
recelve positive media coverage, which Atlanta experienced relative to congestion, adminidrative
problems, and security breaches. Also, there are many political stakeholdersin the Olympics, and it has
been the experience of loca organizers and decisons makers that they have logt autonomy in planning
and implementation to state and nationd leaders.



Strategiesfor Success

Based on the opinions of practitioners and the opinions and research of academic experts regarding
experiences of Olympic and mega-event hogt cities, the following isalist of srategies that host cities
should consder pursuing to maximize the likelihood of a successful experience:

- Make decisons based on accurate forecasting of the full costs and benefits;

- Limit public investment and adhere to arigid budget, particularly on infrastructure projects;

- Attract resources with limited opportunity cost from a broad range of supporters,

- Make provisonsto minimize or offset socid cogts for resdents;

- Address didributive/equity issues of cogts and benefits in the host community; and

- Target expenditures towards investments that leverage existing assets and will have strong long-
term economic impact.

CONCLUSION

The Olympic Games present an opportunity for the host city to attract the spending of organizers,
participants, and tourists, as well as an unequaled opportunity for international media exposure. In
addition, mega-events can dso provide focus and help secure external resources to move infrastructure
projects, which might have significant long-term economic impacts, forward on an accderated timeline.
However, the promises of many ex ante economic impact studies have not borne out, and subsequent
ex post research has raised questions about whether mega-events provide any sgnificant net benefits.
This, and unrecognized socia codts, raise particular concern regarding substantia public investment that
has commonly underwritten the eventsin the padt. It aso raises questions regarding the distributiona
effects and opportunity cost of public resources. As such, there is considerable uncertainty regarding the
net benefits of future Games to hogt cities. There are a number of Strategies that host communities can
employ to help ensure local resource investments are commensurate with the anticipated benefits and to
maximize the likdihood of a successful experience.
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