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1
Why may a ‘cheap location’ not be the ‘best location’?
‘Cheap location’ may be means the rental of the site for an entrepreneur to launch the business is very low. It seems that if the entrepreneur is launching the business, the operating cost will be reduced. However, it is not 100% correct because there are many factors that affect a site to be determined as a “best location”. Therefore, a ‘cheap location’ may not be the ‘best location’.


The most important thing of the ‘best location’ is the number of potential customers. Even though a ‘cheap location’ has a lower rental advantage, the net profit of the business may be limited since there are insufficient potential customers in the area. The result of insufficient potential customers is the business cannot generate sufficient sales to profit the business as well as cover the operating cost.


There are many factors affect a ‘cheap location’ has insufficient potential customers. First, it may be inconvenient for the target customers to make purchases since they are not likely to stop in the area. Second, if the site is having the serious criminal problem, customers are not willing to visit and the cost of the business insurance will also be very high which make the operating cost will increase finally. Third, the site may have a bad reputation because the previous business in this site has already lowered the value of the location. People will have negative impressions on the site and unwilling make purchases there. So that, sites business there will be a big risk already the rental is cheap.
2 Why is it costly for a SME to choose a location that is too small?
It is costly for a SME to choose a location that is too small. 

Suppose that business will be the first of its kind in a location, its trading area may be quite extensive and has many competitive advantage. That means the demand of the product or service that the SME offers may be more than its supply. More customers would like to make purchase from it. However, the SME may not be has enough space to satisfy all the customer demand because of the small location. Finally, the SME will lose some sales, or even though the SME can take over all the sales, the average cost per sale must be higher than launch a business in a large location.

Also, whether the business owner sites the business in the small or large location, some operating cost such as license to operating the business that issued by the local government, promotion cost etc. will not be the same. Therefore, the entrepreneur launch the business in a large location, the average cost per square foot is less than it launch in the small space. 

