China Starbucks: a case study in Chinese arbitrage
Starbucks and other coffee bars are a great example of the arbitrage opportunities posed by a mispriced Yuan.   Coffee is an import good, and, the cost is at international prices, and then some, since most imports attract an import fee (early on, I had to order a battery for my Gateway laptop, and by the time it was shipped and import duties applied, it cost me $300).  Of course, the espresso business is always a high-margin business since it costs a few pennies to make a cup of espresso whereas the sale price is usually in the vicinity of $1.  In China, though, there is extra leverage for the business.  
Coffee bars are a mainstay of Western culture, these days, and, in China, it is often a welcome site for a foreign visitor to find the familiarity of a Starbucks to make them feel more at home.  On the other hand, the new rich of China, also see Starbucks and other coffee bars as another status symbol for them to wear.  So, Starbucks and other coffee bars charge Western Prices for their coffee drinks.  A cappuccino for $2-3 is what westerners expect to pay, so there is no problem with the pricing, as far as a westerner sees it, and coffee-in-the-raw is, after all, priced at international prices. 
However, the cost of running a coffee bar, in China, is much less than the cost of running a coffee bar in the West.  Even a manager at a Starbucks, for working 60 hours a week, might be paid around ¥2,500 per month, or about $300 ($10/day).   Other staff might be paid around ¥5-8/hour.  So, even with a staff of 5 people, working for 17 hours a day (7 a.m. til midnight), labor costs are around ¥700/day.  Assume that rent in a nice part of town is ¥20,000 per month, or about another ¥700/day.  That means that you have to cover around ¥1500/day to break even.  At an average price of Y30/cup for a mocaccino, that means that you have to sell 50 cups of coffee per day, 3 cups/hour, to break even.  Then, when you add in a piece of cake or a muffin for about ¥20, it gets even better, especially since the cake is priced in Western prices while the cost is in Chinese prices … I can buy the same muffin for ¥2-3 at a Chinese bakery.  
Chinese who open coffee bars with expectations of attracting, mainly, locals who want to get in on the café society trend but who are too shy to immerse themselves into totally Western culture of Starbuck and the like supplement the ordinary coffee bar menu with more of a café menu, including alcohol and light-snack-to-dinner fare.  In that way, they also attract those who like the coziness of a café atmosphere.  They attract foreigners who enjoy a more unique café atmosphere than a chain café.  Moreover, they make the normal arbitrage profits of un-packaging hard liquor, of selling beer at a high markup to retail, and of selling food for a price above-local-Chinese-restaurant prices. Thus, coffee bars are a great example of the arbitrage opportunities that are present in China, all due to a mispriced Yuan.
At Red Hill Trading, In-country China, and Nana Craig, these are the kinds of things that we see and think about, in our assessment of the financial and economic engines and opportunities in the Chinese markets.  Our insights into business in China can help you do business in the Chinese markets, too.  The same kinds of opportunities are available to those doing business outside the country by taking advantage of the mispricing of the Yuan in the cost of goods produced and sold in China at local prices and shipped abroad to sell at Western prices.   
So, contact us, today, and let us help you find your own business and arbitrage opportunities in the Chinese markets. clm@clmattioli.com 
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