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  Abstract 

This study examines the impact of financial constraints on entrepreneurial performance, comparing start-

ups and established businesses in Yobe state, Nigeria. Using a t-test method of data analysis. Our findings 

reveal that while both start-ups and established businesses face financial challenges, the nature and 

severity of these constraints differ significantly between the two groups. Start-ups encounter greater 

difficulties in accessing formal credit and rely more heavily on informal financing sources. In contrast, 

established businesses, though better positioned to secure formal loans, struggle with the high cost of 

capital and stringent collateral requirements. The study demonstrates that financial constraints negatively 

affect entrepreneurial performance across both groups, but with varying intensities and manifestations. 

Start-ups show higher vulnerability to cash flow problems and limited growth potential, while established 

businesses experience challenges in expansion and innovation. Our research contributes to the 

understanding of financial ecosystems in developing economies and offers policy recommendations to 

enhance entrepreneurial support in Yobe state, potentially applicable to similar contexts in other 

developing regions. 

Keywords:  Financial Constraints, Entrepreneurial Performance, Start-ups, Strategic Decision-making, 

Comparative Analysis 

 

Introduction 

Entrepreneurship plays a crucial role 

in driving economic growth, job creation, 

and innovation, particularly in developing 

economies (Acs et al., 2023). However, 

entrepreneurs often face numerous 

challenges, with financial constraints being 

one of the most significant barriers to 

business success and growth (Kerr & 

Nanda, 2022). This is especially true in 

regions like Yobe state, Nigeria, where the 

entrepreneurial ecosystem is still evolving. 

Financial constraints refer to the 

difficulties businesses face in accessing and 

managing financial resources necessary for 

their operations and growth (Howell, 

2020). These constraints can manifest in  

 

various forms, including limited access to 

credit, high interest rates, stringent 

collateral requirements, and inadequate 

financial management skills (Firth et al., 

2021). The impact of these constraints on 

entrepreneurial performance has been a 

subject of considerable research, yet there 

remains a gap in understanding how these 

effects differ between start-ups and 

established businesses, particularly in the 

context of developing economies. 

Recent studies have highlighted the 

unique challenges faced by start-ups in 

accessing finance. Cao et al. (2021) found 

that nascent firms often struggle with 

information asymmetry, lack of credit 

history, and limited assets, which make 

them less attractive to formal lending 

institutions. On the other hand, 
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established businesses, while potentially 

having better access to formal credit, may 

face different financial hurdles. Jabbouri 

and Fakhfakh (2022) noted that even 

established SMEs in developing countries 

struggle with the high cost of capital and 

complex loan application processes. 

In the Nigerian context, Oladele et al. 

(2023) highlighted the significant role of 

the informal financial sector in supporting 

small businesses, especially in regions with 

less developed formal financial 

institutions. However, the extent to which 

this applies to Yobe state, and how it 

differs between start-ups and established 

businesses, remains underexplored. 

Yobe state, located in northeastern 

Nigeria, presents a unique setting for this 

study. The state has been working to 

recover and rebuild its economy following 

years of insurgency, with entrepreneurship 

seen as a key driver of this recovery 

(Ajibade et al., 2022). However, the 

financial landscape for entrepreneurs in 

Yobe state remains challenging, with 

limited research on how these challenges 

affect different types of businesses. 

This study aims to fill this research 

gap by providing a comparative analysis of 

how financial constraints impact the 

performance of start-ups versus 

established businesses in Yobe state. By 

understanding these differences, 

policymakers and financial institutions can 

develop more targeted and effective 

strategies to support entrepreneurial 

growth in the region. 

 

Problem Statement  

The entrepreneurial landscape in 

Yobe state, Nigeria, faces significant 

challenges, with financial constraints being 

a primary obstacle to business growth and 

sustainability. While the importance of 

entrepreneurship in driving economic 

development is well-recognized, there is a 

lack of comprehensive understanding of 

how financial constraints differentially 

impact start-ups and established businesses 

in this region. 

Start-ups in Yobe state often struggle 

to access formal credit due to their lack of 

collateral, limited credit history, and 

perceived high risk. This forces many 

nascent entrepreneurs to rely heavily on 

informal financing sources, potentially 

limiting their growth prospects and long-

term viability. On the other hand, 

established businesses, while potentially 

having better access to formal financial 

institutions, may face different challenges 

such as high interest rates, complex loan 

application processes, and stringent 

repayment terms. 

The disparity in the nature and 

severity of financial constraints between 

start-ups and established businesses in 

Yobe state remains poorly understood. 

This knowledge gap hinders the 

development of targeted policies and 

interventions to support entrepreneurial 

growth across different business life cycles. 

Furthermore, the unique socio-economic 

context of Yobe state, including its 

recovery from insurgency and 

underdeveloped financial infrastructure, 

adds complexity to the financial challenges 

faced by entrepreneurs. 

There is also a lack of empirical 

evidence on how these financial 

constraints translate into differences in 

entrepreneurial performance between 

start-ups and established businesses in 

Yobe state. Understanding this 

relationship is crucial for identifying 

effective strategies to enhance business 

performance and contribute to the region's 

economic development. 
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This study aims to address these 

knowledge gaps by providing a 

comparative analysis of the financial 

constraints faced by start-ups and 

established businesses in Yobe state, and 

how these constraints impact their 

respective entrepreneurial performance. By 

doing so, this research seeks to inform 

more nuanced and effective policies and 

interventions to support entrepreneurship 

at different stages of business 

development in Yobe state and similar 

contexts. 

 

Objectives of the Study 

1. To identify and compare the types 

of financial constraints faced by 

start-ups and established 

businesses in Yobe state. 

2. To assess the severity of financial 

constraints experienced by start-

ups versus established businesses 

in Yobe state. 

3. To examine the impact of informal 

financial constraints on the 

performance of start-ups and 

established businesses in Yobe 

state. 

4. To analyze the differences in 

coping strategies employed by 

start-ups and established 

businesses in response to financial 

constraints. 

 

Hypotheses of the Study: 

H1: Start-ups in Yobe state face more 

severe financial constraints than 

established businesses. 

H2: There is a significant negative 

relationship between the severity of 

financial constraints and entrepreneurial 

performance for both start-ups and 

established businesses. 

H3: Start-ups in Yobe state rely more 

heavily on informal financing sources 

compared to established businesses. 

H4: There is significant difference in 

coping strategies employed by start-ups 

and established businesses in response to 

financial constraints 

 

Literature Review 

 Concept of Financial Constraints in 

Entrepreneurship 

Financial constraints in 

entrepreneurship refer to the difficulties 

businesses face in accessing and managing 

financial resources necessary for their 

operations and growth. These constraints 

can manifest in various forms: 

1. Limited access to credit: Many 

entrepreneurs struggle to secure 

loans from formal financial 

institutions (Kerr & Nanda, 2022). 

2. High cost of capital: When 

financing is available, it often 

comes with high interest rates, 

especially for riskier ventures 

(Howell, 2020). 

3. Collateral requirements: Banks 

often require substantial collateral, 

which many entrepreneurs, 

especially in start-ups, lack (Firth et 

al., 2021). 

4. Information asymmetry: Lenders 

may have incomplete information 

about the business, leading to 

unfavorable lending terms (Cao et 

al., 2021). 

5. Cash flow management: 

Entrepreneurs often struggle with 

managing cash flows, particularly 

in the early stages of business 

(Jabbouri & Fakhfakh, 2022). 
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Concept of Financial Constraints in 

Entrepreneurship: 

Financial constraints in 

entrepreneurship refer to the difficulties 

and limitations that entrepreneurs face in 

accessing, acquiring, and managing 

financial resources necessary for starting, 

operating, and growing their businesses. 

These constraints can significantly impact 

a firm's ability to invest in productive 

projects, innovate, and expand (Beck & 

Demirguc-Kunt, 2006). 

 

Key aspects of financial constraints 

in entrepreneurship include: 

1. Access to External Finance: 

Many entrepreneurs struggle to 

secure funding from external 

sources such as banks, venture 

capitalists, or other financial 

institutions. This is often due to 

information asymmetry, lack of 

collateral, or perceived high risk 

(Kerr & Nanda, 2009). 

2. Internal Finance Limitations: 

Start-ups and small businesses 

often lack sufficient internal funds 

to finance their operations and 

growth, leading to reliance on 

external financing (Carpenter & 

Petersen, 2002). 

3. Cost of Capital: When financing 

is available, it may come at a high 

cost, particularly for riskier 

ventures or in less developed 

financial markets (Rajan & 

Zingales, 1998). 

4. Cash Flow Management: 

Entrepreneurs frequently face 

challenges in managing cash flows, 

particularly in the early stages of 

business or during periods of rapid 

growth (Ebben & Johnson, 2006). 

5. Collateral Requirements: 

Financial institutions often require 

substantial collateral to secure 

loans, which many entrepreneurs, 

especially in start-ups, may not 

possess (Berger & Udell, 1998). 

6. Financial Literacy: Many 

entrepreneurs lack the financial 

knowledge and skills necessary to 

effectively manage their finances 

and navigate complex financial 

systems (Lusardi & Mitchell, 2014). 

7. Macroeconomic Factors: 

Broader economic conditions, 

such as recessions or financial 

crises, can exacerbate financial 

constraints for entrepreneurs 

(Campello et al., 2010). 

 

Financial constraints can have 

significant implications for 

entrepreneurial outcomes, 

including: 

• Limiting investment in productive 

assets and innovation (Brown et 

al., 2009) 

• Reducing firm growth and job 

creation (Ayyagari et al., 2008) 

• Impacting firm survival rates 

(Musso & Schiavo, 2008) 

• Influencing strategic decisions 

such as market entry and 

internationalization (Manova, 

2013) 

 

Entrepreneurial Performance Metrics 

Entrepreneurial performance is 

typically measured using various 

indicators: 

Financial metrics: Include 

profitability ratios, return on investment, 

and revenue growth (Kuckertz et al., 2020) 

Market performance: Measures such as 

market share, customer acquisition, and 

retention rates (Audretsch et al., 2022) 

Operational efficiency: Metrics like 

productivity, inventory turnover, and 

resource utilization (Liñán et al., 

2023).Innovation and growth: New 
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product development, expansion into new 

markets, and increase in employees (Acs et 

al., 2023). Survival rates: Particularly 

relevant for start-ups, measuring the ability 

to sustain operations over time 

(Williamson & Ferreira, 2022). 

 

Empirical Review 

Financial Constraints and Start-ups 

Cosh, & Hughes, (2009) examine 

how financial constraints affect start-ups 

and small businesses in their early stages of 

growth. The study aimed to investigate the 

sources of finance used by these firms and 

how financial constraints impact their 

development and success. The researchers 

used a survey-based approach, collecting 

data from a sample of UK-based small and 

medium-sized enterprises (SMEs). They 

employed econometric analysis to examine 

the relationships between various factors 

such as firm characteristics, sources of 

finance, and growth outcomes.  

The study find out that Start-ups and 

young firms face significant financial 

constraints, particularly in accessing 

external finance and internal finance 

(personal savings, retained earnings) is the 

primary source of funding for most start-

ups. Also the study recommend that 

Policymakers should focus on improving 

access to external finance for start-ups and 

young firms and Develop programs to 

support alternative financing sources, such 

as venture capital and angel investing. 

While this study provides valuable insights 

into financial constraints faced by start-

ups, there are some areas that could 

benefit from further research and. The 

study focused primarily on the UK market, 

so there's a need for similar research in 

other countries and economic contexts. 

 

 

Financial Constraints and Established 

Businesses 

Campello & Harvey (2010) Examine 

how financial constraints affect established 

businesses, particularly during times of 

economic crisis. The study aimed to 

investigate how firms' financial policies 

and real operations were impacted by the 

2008 financial crisis, and how these effects 

differed between financially constrained 

and unconstrained firms. The researchers 

conducted a survey of 1,050 Chief 

Financial Officers (CFOs) in 39 countries 

in North America, Europe, and Asia. The 

survey was carried out in December 2008, 

at the height of the global financial crisis. 

They used statistical analysis to compare 

the responses of financially constrained 

and unconstrained firms.  

The study find out that financially 

constrained firms experienced significantly 

more difficulty in accessing credit during 

the crisis, constrained firms were forced to 

cut more deeply in employment, 

technology spending, and capital 

investments. The study recommends that 

Policymakers should consider targeted 

interventions to support financially 

constrained firms during economic crises, 

Firms should maintain financial flexibility 

to better weather economic downturns. 

While this study provides valuable insights 

into how financial constraints affect 

established businesses during a crisis, there 

are some areas that could benefit from 

further research and The study focused on 

a specific time period (the 2008 financial 

crisis), so there's a need for similar 

research during non-crisis periods and 

other types of economic shocks. 

 

Theory of the Study 

The Resource-Based View Theory 

provides a valuable framework for 
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understanding how financial resources 

impact entrepreneurial performance in 

Yobe state. According to RBV, a firm's 

competitive advantage stems from its 

unique resources and capabilities. In this 

study, financial resources are considered a 

critical resource affecting business 

performance. 

RBV can explain potential 

performance differences between start-ups 

and established businesses in Yobe state. 

Established businesses may have 

accumulated more financial resources and 

developed better financial management 

capabilities over time, potentially giving 

them a competitive edge over start-ups. 

The theory's concepts of resource 

heterogeneity and immobility can help 

analyze how financial resources are 

distributed among businesses in Yobe state 

and how initial financial constraints might 

have long-lasting effects on start-ups' 

performance. 

Applying Barney's VRIN framework 

to financial resources in Yobe state can 

illuminate why some businesses 

outperform others. The study can explore 

how start-ups and established businesses 

differ in their capabilities to manage 

financial resources and operate under 

constraints. 

RBV's emphasis on the link between 

superior resources and better performance 

aligns with the study's goal of examining 

how financial constraints affect 

entrepreneurial performance. The theory 

also acknowledges the importance of 

contextual factors, allowing for 

consideration of Yobe state's specific 

economic and social environment. 

By applying RBV, the study can 

develop insights into how businesses in 

Yobe state acquire, develop, and leverage 

financial resources to improve their 

performance, providing a theoretical basis 

for understanding the relationship between 

financial constraints and entrepreneurial 

success in this context. 

 

Methodology 

This section explained the methods and 

procedures adopted in this study. It explained 

the research design, sample size, method of 

data collection and analysis. The study 

adopted the comparative research design to 

establish if there is any difference in financial 

constraints between start-ups and established 

businesses in Yobe state. The sample size of 

200 was used to investigate the comparative 

analysis in this study.  

The instrument for data collection in 

this study was questionnaire using a cross 

sectional data from primary sources. The 

nature of the questionnaire used for this study 

was a five-point Likert-scale, ranging from 

“strongly agree” to “strongly disagree” (5 = 

‘Strongly Agree’, 4 = ‘Agree’, 3 = 

‘Undecided’, 2 = ‘Disagree’ and 1 = ‘Strongly 

Disagree’) to reflect the agreement of the 

respondents on the issues raised. Tests of 

validity and reliability were conducted to 

confirm the suitability of the instrument. The 

data collected were analysed with SPSS 

version 26.0, by a t-test method of data 

analysis. The following t-test formula was 

used to examine the difference between start-

ups and established businesses in Yobe state.  

 

T-Test  

Two sample t test is a parametric 

tests used to compare two samples, 

independent or paired. T test is used to 

compare the means of two samples. The 

calculation method differs according to the 

nature of the samples. A distinction is 

made between independent samples or 

paired samples. The t test is known as 
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parametric because the assumption is 

made that the samples are normally 

distributed.   

 

 

 

 

 

 

X1 and X2 are the sample mean values for 

Start-ups and established businesses. 

N1 and N2 are the sample sizes Start-ups and 

established businesses. 

S2
1 and S2

2 are the sample variance value for 

Start-ups and established businesses. 

Df= degree of freedom 

Decision rule  

The decision rule is that if the p-

value is less than the level of significance 

of 0.05, the null hypothesis will be rejected 

while the alternate hypothesis is accepted. 

But if the p-value is greater than the level 

of 0.05, accept the null hypothesis and 

reject the alternate. 

Analyses and Results 

Table 1: Reliability Test 

S/N Questionnaire Constructs 

Cronbach Alpha 

Reliability Result 

Number of 

Items Remark 

1 financial constraints   5 Reliable 

2 severity of financial constraints   5 Reliable  

3 informal financing sources   5 Reliable 

4 Coping Strategies Employed   5 Reliable 

5 Overall  0.888 20 Reliable 

Source: SPSS 23.0  

Interpretation   

Since the Cronbach Alpha reliability result 

for the variables is higher than 0.7. The 

result shows that the instrument for data 

collection in this study is reliable.  

 

Descriptive Statistics 

Following are the results that shed 

light on the respondent characteristics 

from the 200 online surveys that were 

submitted. A total of 31.5 percent of those 

who took the survey are men. women with  

 

 

 

 

 

 

33.3%. while others are 35.2%. The 

majority of respondents in terms of Age 

are 21.6% are between the age range of 18-

25 years, 21.2% are 46-55 years, 20.1% are 

36-45 years. Others are 19.0% and 17.9% 

are between 56 and above and 26-35years 

respectively. In the case of educational 

qualification, majority are 17.6% are 

Secondary school certificate holders, 

whose years of experience in family 

business is 1-5 years and are majorly in 

retail trade. 

 

Test of Hypotheses 

Hypothesis One 

H1: Start-ups in Yobe state face more 

severe financial constraints than 

established businesses. 
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Table 2: Mean difference between of Severe financial constraints for Start-ups and 

established businesses. 

  Start-ups Established 

Mean 1.509375 1.5 

Variance 0.141524921 0.096518987 

Observations 200 200 

Pearson Correlation 0.142150824  

Hypothesized Mean Difference 0  

Df 199  

t Stat 0.185282442  

P(T<=t) one-tail 0.42674119  

t Critical one-tail 1.664371409  

P(T<=t) two-tail 0.853482381  

t Critical two-tail 1.99045021   

 

Table 2 shows the result of the t-test 

to determine mean difference between 
start-ups and established businesses in 
Yobe state. The P-value of the t-test is 
0.8534, is greater than the significant 
level of 0.05. Therefore, the null 
hypothesis is upheld, while the alternate 
hypothesis is rejected. This simply 
shows that Start-ups in Yobe state do not 

face more severe financial constraints than 
established businesses. 
 
Hypothesis Two 
H2: There is a significant negative 

relationship between the severity of 

financial constraints and entrepreneurial 

performance for both start-ups and 

established businesses. 

 

Table 3: Mean difference between of negative Severe financial constraints for Start-ups 

and established businesses. 

  Start-ups Established 

Mean 1.678125 1.6875 

Variance 0.141129351 0.119462025 

Observations 80 80 

Pearson Correlation 0.050267035  

Hypothesized Mean Difference 0  

Df 79  

t Stat -0.168537171  

P(T<=t) one-tail 0.43329573  

t Critical one-tail 1.664371409  

P(T<=t) two-tail 0.866591461  

t Critical two-tail 1.99045021   

 

Table 3 shows the result of the t-test 

to determine mean difference between 

start-ups and established businesses in 

Yobe state. The P-value of the t-test is 

0.8666, is greater than the significant 

level of 0.05. Therefore, the null 

hypothesis is upheld, while the alternate 

hypothesis is rejected. This simply 

shows that there is no significant negative 

relationship between the severity of 

financial constraints and entrepreneurial 

performance for both start-ups and 

established businesses. 
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Hypothesis Three H3: Start-ups in Yobe state rely more 

heavily on informal financing sources 

compared to established businesses 

 

Table 4: Mean difference between on informal financing sources for Start-ups and 

established businesses. 

  Start-Ups Established 

Mean 1.88224062 1.87561064 

Variance 0.150738857 0.089042736 

Observations 200 200 

Pearson Correlation 0.991954836  

Hypothesized Mean Difference 0  

Df 8  

t Stat 0.00663  

P(T<=t) one-tail 0.50094  

t Critical one-tail 1.85938  

P(T<=t) two-tail 1.70019  

t Critical two-tail 0.30135   

 

Table 4 shows the result of the t-

test to determine mean difference between 

start-ups and established businesses in 

Yobe state. The P-value of the t-test is 

0.30135, is greater than the significant 

level of 0.05. Therefore, the null 

hypothesis is upheld, while the alternate 

hypothesis is rejected. This simply 

shows that Start-ups in Yobe state do not 

rely more heavily on informal financing 

sources compared to established 

businesses. 

 

Hypothesis Four 

H4: Start-ups in Yobe state rely more 

heavily on informal financing sources 

compared to established businesses 

 

Table 5: Mean difference between on coping strategies for Start-ups and established 

businesses. 

  Start-Ups Established 

Mean 10.0081511 15.37840554 

Variance 6.875401656 21.72031081 

Observations 200 200 

Pearson Correlation -0.307231937  
Hypothesized Mean Difference 0  
Df 198  
t Stat -2.681233001  
P(T<=t) one-tail 0.013936347  
t Critical one-tail 1.859548038  
P(T<=t) two-tail 0.027872694  

t Critical two-tail 2.306004135   

 

Table 4 shows the result of the t-test 

to determine mean difference between 

start-ups and established businesses in 

Yobe state. The P-value of the t-test is 

0.02787, is less than the significant level 
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of 0.05. Therefore, the null hypothesis 

is rejected, while the alternate 

hypothesis is accepted. This simply 

shows that there is significant difference 

in coping strategies employed by start-ups 

and established businesses in response to 

financial constraints 

 

Conclusions 

Financial constraints significantly 

impact entrepreneurial performance in 

Yobe State, with effects varying between 

start-ups and established businesses. Start-

ups generally face more severe financial 

limitations, hindering their growth 

potential and survival rates. Established 

businesses, while more resilient, still 

encounter financial obstacles that can 

impede expansion and innovation. The 

local economic environment, characterized 

by limited formal financial institutions and 

market instability, exacerbates these 

constraints for both business types. 

 Access to credit remains a critical 

factor in determining business success, 

with start-ups particularly disadvantaged in 

securing loans due to lack of collateral and 

credit history. Informal financing networks 

play a crucial role, especially for start-ups, 

but often provide insufficient capital for 

significant growth. 

 

Future Research 

Future studies should explore the 

long-term effects of financial constraints 

on business survival rates and growth 

trajectories in Yobe State. Researchers 

could investigate the effectiveness of 

different financing models in supporting 

start-ups versus established businesses. 

The role of government policies and 

interventions in mitigating financial 

constraints for entrepreneurs at different 

stages of business development warrants 

further examination. Studies on the impact 

of financial literacy programs on 

entrepreneurial performance could provide 

valuable insights.  

The potential of fintech solutions to 

bridge the financing gap for both start-ups 

and established businesses in the region is 

an area ripe for investigation. Additionally, 

research into gender disparities in 

accessing finance and its subsequent 

impact on entrepreneurial performance 

could inform more inclusive economic 

policies. 
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