American Interdisciplinary Journal of Business and /\
Economics g \/\

ISSN: 2837-1909| Impact Factor : 6.71 \/

Volume. 11, Number 4; October-Dcemeber, 2024;

Published By: Scientific and Academic Development Institute (SADI) S_A_:,__ uOujC.\.A_S
8933 Willis Ave Los Angeles, California

https://sadijournals.org/index.php/AIJBE]| editorial@sadijournals.org

ADVERTISING BUDGETS AND FINANCIAL PERFORMANCE:
ANALYZING THE OPTIMAL BALANCE FOR LONG-TERM
PROFITABILITY IN NIGERIAN STARTUPS

LAniebiet Etuk, 2Aniefiok Okon Akpan, *Aniekan Eyo Awah
!Department of Marketing, Akwa Ibom State University, Obio Akpa Campus, Oruk Anam, Akwa lbom State,
Nigeria
23Department of Marketing, University of Uyo, Uyo, Akwa lbom State, Nigeria
DOI: https://doi.org/10.5281/zen0d0.13992449

Abstract: This study aimed at investigating the relationship between advertising budgets and financial
performance in Nigerian startups, focusing on identifying optimal budget allocation strategies that promoted long-
term profitability and financial sustainability. Utilizing a sample of 384 startups across sectors such as fintech, e-
commerce, health tech, and logistics, the study employed descriptive statistics, Pearson’s correlation, and multiple
regression analysis to examine the impact of advertising expenditures on key financial metrics, including revenue
growth, profit margins, return on investment (ROI), and cash flow stability. The findings revealed a significant
positive correlation between advertising budgets and financial performance, particularly highlighting the
effectiveness of digital advertising strategies such as social media and search engine marketing. However, the
results also indicated diminishing returns on advertising investment beyond a certain expenditure level,
suggesting that startups needed to carefully balance their advertising spending to avoid financial strain. It was
concluded that while advertising was crucial for driving growth, Nigerian startups needed to adopt a data-driven
approach to optimize their advertising expenditures, ensuring long-term profitability in a volatile economic
environment. Recommendations included focusing on digital channels, monitoring for diminishing returns, and
aligning advertising strategies with financial objectives.

Keywords: Advertising budgets, financial performance, Nigerian startups, digital advertising, profitability,
advertising strategies.

Introduction

In today’s dynamic and highly competitive business landscape, startups face numerous challenges, particularly in
balancing growth strategies and financial management. Advertising is one of the most crucial tools for driving
growth, especially in the early stages of a company’s development. Through advertising, start-ups can create
awareness, build brand recognition, acquire customers, and enhance their market position. However, this comes
at a cost, and for Nigerian start-ups operating in a resource-constrained environment, balancing advertising
budgets with financial sustainability is a critical concern.
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Nigeria has one of the most vibrant start-up ecosystems in Africa, with the digital economy serving as a major
driver of entrepreneurial ventures across various sectors. The country’s youthful population and increasing
internet penetration have created a fertile ground for innovation, leading to the emergence of numerous start-ups
in areas such as fintech, e-commerce, health tech, and logistics (Akinbami, 2020). In 2023 alone, Nigerian start-
ups raised over $1 billion in venture capital funding, positioning the country as a leader in Africa’s entrepreneurial
landscape (Partech Africa, 2023). Despite this growth, many Nigerian start-ups are confronted with unique
challenges that differentiate them from their counterparts in more developed economies. Infrastructural deficits,
regulatory bottlenecks, limited access to affordable financing, and a volatile economic environment characterized
by inflation and currency devaluation are among the major issues these startups must navigate. These challenges
necessitate a strategic approach to resource allocation, including how advertising budgets are managed to drive
sustainable growth and profitability.

Advertising plays a pivotal role in the success of startups. It is the primary medium through which businesses
communicate with their target audiences, introduce their products or services, and ultimately drive sales. For
startups, advertising is especially important because they often lack the established customer base and brand
recognition that more mature businesses enjoy. Consequently, an effective advertising strategy can provide the
visibility and market penetration necessary to compete in crowded markets (Lehmann & Winer, 2020). However,
advertising also presents a significant financial challenge for startups. As young enterprises with limited cash
flows and high initial operating costs, startups must carefully manage their spending. Over-investing in
advertising can deplete critical financial resources, leading to liquidity issues and potentially jeopardizing the
overall financial health of the business (Joshi & Hanssens, 2010). On the other hand, under-investing in
advertising can leave a startup invisible in the marketplace, stifling growth and making it difficult to compete
with more established brands.

The question of how much a startup should allocate to advertising is central to its long-term financial
sustainability. Research suggests that while advertising can drive sales and improve market positioning, there are
diminishing returns to increased advertising expenditure. This means that beyond a certain point, additional
spending on advertising yields progressively lower financial returns, making it crucial for startups to find an
optimal balance (Hanssens, 2018). In advanced economies, startups often rely on sophisticated models and data
analytics to determine their advertising budgets. However, in Nigeria, the situation is more complex due to the
country’s volatile economy and the limited availability of advanced marketing analytics tools. Many Nigerian
startups, therefore, rely on trial-and-error methods or industry benchmarks to guide their advertising decisions
(Akinbami, 2020). In such cases, determining the right budget allocation for advertising becomes even more
critical, as financial missteps could lead to the collapse of the business.

For Nigerian startups, financial performance is a critical measure of success. It encompasses profitability, cash
flow management, and return on investment (ROI), all of which are essential for long-term survival. Startups
must generate enough revenue to cover operational costs, reinvest in growth opportunities, and provide returns to
investors. However, managing financial performance requires more than just increasing sales; it also requires
disciplined cost management, including the cost of advertising. Without proper financial management, even
startups that experience rapid growth may struggle to remain sustainable over time (Blank & Dorf, 2012). Thus,
balancing advertising expenditures with financial sustainability becomes essential for ensuring long-term
profitability and reducing financial risk.
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Given the challenges faced by Nigerian startups, this study seeks to explore how they can balance their advertising
budgets with their financial performance to ensure long-term profitability. By analyzing various advertising
strategies and budget allocation practices, the research aims to identify the optimal balance that will enable
startups to maximize their returns on advertising investment without overextending their financial resources. This
balance is particularly important for startups operating in Nigeria’s highly volatile economic environment, where
financial mismanagement can have serious consequences for business continuity (Hanssens, 2018).
Furthermore, the rise of digital platforms in Nigeria, including social media, search engines, and other online
advertising avenues, has provided startups with more affordable and targeted marketing options. These platforms
allow businesses to engage with specific customer segments and track the performance of their campaigns in real
time. However, determining how much to spend on these platforms and how to distribute the budget across
various advertising channels remains a complex decision (Lehmann & Winer, 2020). This study will provide
insights into practical strategies that Nigerian startups can employ to effectively allocate their advertising budgets,
ensuring that their marketing efforts contribute to both immediate growth and long-term financial sustainability.
Nigerian startups must navigate a delicate balance between investing in advertising to drive growth and
maintaining financial stability to ensure long-term profitability. By analyzing the relationship between advertising
budgets and financial performance, this study aims to provide evidence-based recommendations on how Nigerian
startups can optimize their advertising spending to achieve sustainable growth in a challenging economic
environment.

Objectives of the Study

The general objective of the study was to investigate the impact of advertising budgets on the financial
performance of Nigerian startups, with the aim of identifying strategies for optimal budget allocation that promote
long-term profitability and financial sustainability. The specific objectives were:

1. To evaluate the relationship between advertising budgets and financial performance in Nigerian startups.
2. To identify the optimal advertising budget allocation strategies that enhance long-term profitability while
ensuring financial sustainability for Nigerian startups.

Hypotheses of the study

HO1: There is no significant relationship between advertising budgets and financial performance in Nigerian
startups.

HO2: There are no optimal advertising budget allocation strategies that significantly enhance long-term
profitability for Nigerian startups.

Literature Review

The Role of Advertising in Startups

Advertising is a vital instrument for startups aiming to establish their presence in competitive markets. It facilitates
brand awareness, customer acquisition, and market penetration, which are crucial for new businesses lacking an
established customer base (Lehmann & Winer, 2020). Startups often leverage advertising to differentiate
themselves from competitors and to communicate their unique value propositions to potential customers. In the
context of Nigeria, where the startup ecosystem is burgeoning, effective advertising can be a game-changer for
growth (Akinbami, 2020). However, advertising also imposes financial burdens that must be judiciously managed
to avoid jeopardizing the startups’ overall financial health (Joshi & Hanssens, 2010).

Advertising Budgets and Financial Sustainability
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For startups, particularly in resource-constrained environments like Nigeria, determining the appropriate
allocation of advertising budgets is critical for achieving financial sustainability. Research indicates that while
advertising can lead to increased sales and improved market positioning, there are diminishing returns associated
with excessive advertising expenditure. Beyond a certain threshold, additional investment in advertising yields
progressively lower financial returns, necessitating an optimal balance (Hanssens, 2018). This balance is
particularly significant for Nigerian startups, which often face unique challenges such as infrastructural deficits,
regulatory hurdles, and limited access to affordable financing (Akinbami, 2020).

The dynamics of Nigeria’s economy add layers of complexity to advertising budget allocation. Many startups
resort to trial-and-error methods or rely on industry benchmarks due to the scarcity of sophisticated marketing
analytics tools (Akinbami, 2020). This situation amplifies the risk of financial mismanagement, as poor budgeting
decisions can lead to liquidity crises and even business failure (Blank & Dorf, 2012). Therefore, understanding
the relationship between advertising budgets and financial performance is essential for ensuring the long-term
viability of Nigerian startups.

Financial Performance Metrics

Financial performance, as a measure of success for startups, encompasses various metrics such as profitability,
cash flow management, and return on investment (ROI). Effective cost management, particularly regarding
advertising expenditures, is crucial for startups to remain sustainable (Blank & Dorf, 2012). High growth rates do
not guarantee financial stability; thus, startups must strike a balance between expanding their market presence
through advertising and managing operational costs effectively. Research shows that without disciplined financial
management, startups, even those with rapid growth trajectories, may struggle to maintain long-term profitability
(Joshi & Hanssens, 2010).

Digital Advertising in Nigeria

The rise of digital platforms in Nigeria, including social media and search engines, has revolutionized the
advertising landscape for startups, offering more affordable and targeted marketing options (Lehmann & Winer,
2020). These platforms enable startups to engage directly with specific customer segments and monitor campaign
performance in real time. However, challenges remain regarding the optimal distribution of advertising budgets
across these diverse channels. The complexities of online advertising require startups to develop strategies that
ensure effective spending while maximizing returns on investment.

Nigerian startups operate in a complex environment where balancing advertising budgets with financial
performance is essential for achieving long-term profitability. By analyzing advertising strategies and budget
allocation practices, this study aims to provide actionable insights that will help startups optimize their advertising
expenditures in a way that fosters sustainable growth in an unpredictable economic landscape.

Theoretical Framework

The theoretical framework of this study is grounded in several key theories that explain the relationship between
advertising budgets and financial performance, particularly in the context of startups. This framework serves as a
foundation for analyzing how advertising expenditures can be optimized to achieve long-term profitability and
financial sustainability for Nigerian startups. The primary theories that inform this study include:

1. Resource-Based View (RBV)

The Resource-Based View (RBV) posits that a firm’s competitive advantage is derived from its unique resources
and capabilities (Barney, 1991). In the context of startups, advertising serves as a critical resource that can enhance
brand recognition, customer acquisition, and market positioning. By effectively allocating their advertising
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budgets, startups can leverage this resource to build a strong brand identity and gain a competitive edge in the
marketplace. The RBV emphasizes that not all advertising strategies yield the same returns; thus, the ability to
strategically manage advertising expenditures is crucial for achieving sustained financial performance.

2. The Advertising Elasticity of Demand (AED)

The Advertising Elasticity of Demand (AED) theory suggests that consumer demand for a product is responsive
to changes in advertising spending (Shapiro, 1980). This concept is particularly relevant for startups that rely on
advertising to create awareness and drive sales in the early stages of their development. Understanding the
elasticity of demand allows startups to assess how incremental changes in their advertising budgets can affect
sales revenue and overall financial performance. By analyzing the relationship between advertising expenditures
and demand, startups can identify the optimal level of spending that maximizes returns while minimizing risks.
3. Diminishing Returns to Advertising

The concept of diminishing returns to advertising posits that beyond a certain level of advertising expenditure,
the additional benefits gained from increased spending decrease (Hanssens, 2018). This theory is vital for startups,
as it underscores the importance of finding the optimal balance in advertising budgets. Startups must recognize
that over-investing in advertising can lead to diminishing returns, potentially straining financial resources and
impacting long-term sustainability. Understanding this relationship can help startups allocate their budgets more
effectively and ensure that advertising efforts contribute positively to their financial performance.

4. Financial Management Theory

Financial management theory focuses on how organizations manage their financial resources to achieve specific
goals, including profitability and sustainability (Brigham & Ehrhardt, 2016). For startups, effective financial
management involves not only increasing revenue through advertising but also controlling costs associated with
these expenditures. This theory emphasizes the need for disciplined financial practices that ensure startups can
invest in advertising while maintaining healthy cash flow and profitability. A robust financial management
framework will help startups analyze their advertising expenditures in relation to overall financial health, guiding
them toward making informed decisions.

In summary, this theoretical framework provides a comprehensive lens through which to examine the relationship
between advertising budgets and financial performance in Nigerian startups. By integrating the Resource-Based
View, Advertising Elasticity of Demand, the concept of diminishing returns, and Financial Management Theory,
the study will explore the strategic implications of advertising expenditures for enhancing long-term profitability
and financial sustainability. This framework will also inform the research methodology, guiding the selection of
variables and analytical approaches used in the study.

Review of Empirical Studies

Akinbami (2020) conducted an empirical study on the digital advertising strategies of Nigerian startups,
particularly focusing on fintech and e-commerce sectors. The study found that effective advertising in the
Nigerian startup ecosystem depends largely on digital platforms such as social media, which offer affordable,
measurable, and scalable options. However, the findings revealed that startups often overestimate the impact of
large advertising expenditures, failing to account for diminishing returns. Financial constraints and the volatile
economic environment further complicated the allocation of advertising budgets, forcing many startups to adopt
a trial-and-error approach. The study recommended the need for better financial planning and integration of data
analytics to optimize advertising expenditure for sustainable growth.
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Abubakar & Osagie (2021) examined the relationship between advertising budgets and sales growth among
Nigerian startups in the retail sector. Using regression analysis, the study found a positive but non-linear
relationship between advertising expenditure and revenue growth. The research highlighted that startups that
allocated between 7-12% of their revenue to advertising experienced optimal growth, while those that spent more
than 15% saw diminishing returns. The study suggested that startups in Nigeria should diversify their advertising
strategies to include more targeted, low-cost digital channels rather than relying heavily on traditional media.
Oyewole (2019) analyzed how Nigerian tech startups balance advertising budgets with operational costs in the
early stages of development. The study revealed that tech startups often prioritize aggressive advertising to
quickly capture market share, but this approach can lead to liquidity challenges. Oyewole’s study emphasized the
importance of balancing customer acquisition efforts with financial sustainability, recommending that startups
limit their advertising expenditure to 10% of their total budget to avoid financial strain.

Partech Africa (2023) highlighted the growing role of venture capital in supporting the advertising budgets of
Nigerian startups. The report showed that startups that received external funding were able to allocate more
resources to advertising, which in turn led to higher customer acquisition rates. However, the report warned that
over-reliance on venture capital for advertising could lead to unsustainable growth if startups fail to translate this
into long-term profitability.

Hanssens (2018) conducted a comprehensive analysis of advertising expenditures in U.S. startups and their long-
term financial performance. The study confirmed that while advertising can significantly boost sales and market
positioning, there are diminishing returns beyond a certain threshold. Startups that invested 5-10% of their
revenue into advertising saw the highest return on investment, while those that spent above 15% faced diminishing
marginal returns. Hanssens argued for a more data-driven approach, utilizing analytics tools to monitor campaign
performance and adjust budgets accordingly.

Lehmann & Winer (2020) explored the role of advertising in driving the growth of startups in the European
market. Their study found that startups that employed a diversified advertising strategy—combining digital,
social, and traditional media—were more successful in achieving sustainable growth. The research also
highlighted that startups with lower budgets benefited more from digital platforms like social media and search
engines, which allow for targeted, cost-efficient advertising. However, Lehmann & Winer cautioned against over-
investment in any single advertising channel, as the law of diminishing returns applied universally across media
types.

Joshi & Hanssens (2010) examined the advertising expenditure of startups in India and the implications for
financial performance. The study found that startups in resource-constrained environments tend to allocate higher
percentages of their revenue to advertising to compete with established businesses. However, this often led to
short-term revenue spikes without corresponding long-term profitability. The study recommended a gradual
increase in advertising budgets aligned with revenue growth rather than large, upfront investments.

Shapiro (1980) introduced the concept of Advertising Elasticity of Demand (AED), which has been tested
across various markets, including the U.S. and Europe. Startups in these markets tend to use AED models to
predict how changes in advertising budgets affect demand. The empirical evidence suggested that an optimal
advertising budget should not exceed 10% of total revenue to prevent over-spending and to maintain a healthy
profit margin.

Summary/Gap
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Existing studies do not comprehensively explore this relationship within the specific context of Nigerian startups,
particularly in light of economic volatility and resource constraints. The limited generalizability of current
findings supports the need for further empirical study. Study Hypothesis HO2: There are no optimal advertising
budget allocation strategies that significantly enhance long-term profitability for Nigerian startups.

The lack of data on optimal advertising allocation strategies, particularly in digital platforms, and the absence of
long-term financial analysis of these strategies indicate that this hypothesis has not been adequately tested within
the Nigerian startup context. Existing literature fails to provide actionable strategies that startups can implement
to achieve long-term financial sustainability, further justifying the need to test and refine the hypothesis.
Methodology

Research Design

This study adopted the survey research design. The survey research design was appropriate for this study as it
allowed for the collection of data from a large population in a systematic and standardized manner. The objective
was to gather quantitative data that would help in identifying relationships between advertising budgets and
financial performance in Nigerian startups. Additionally, the survey design was cost-effective, facilitated easy
comparison of data, and allowed the researcher to draw generalizable conclusions from the data collected.
Population of the Study

The target population for the study consisted of Nigerian startups across various sectors, such as fintech, e-
commerce, health tech, logistics, and other emerging industries. Startups in these sectors were chosen because
they are typically reliant on advertising for market entry and growth. The population included startups registered
with the Corporate Affairs Commission (CAC) of Nigeria and those listed in the Nigerian Startup Ecosystem
Report (2023). The study focused on startups that had been operational for at least three years, as they were
more likely to have established advertising practices and financial performance records.

Sampling Technique

A multi-stage sampling technique was used in this study. In the first stage, a stratified random sampling
technique was employed to categorize startups into different sectors (fintech, e-commerce, health tech, logistics,
etc.). This ensured that startups from diverse industries were well-represented in the sample, allowing for sector-
wide insights. In the second stage, simple random sampling was used within each stratum to select individual
startups. This method reduced bias and ensured that every startup within the target population had an equal chance
of being selected.

Sample Size

The sample size for this study was determined using Cochran’s formula for calculating sample size in large
populations:

n=22-P-(1-P)/e’n

Where:

n is the sample size.

Z is the Z-value (1.96 for a 95% confidence level).

p is the estimated proportion of the population, assumed to be 0.5 since there was no prior information.

e is the margin of error, set at 5% (0.05).

Using Cochran’s formula, the sample size calculation resulted in a sample of 384 startups. To account for non-
responses or incomplete data, a 10% buffer was added, bringing the total sample size to approximately 422
startups.
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Instrumentation
The primary instrument for data collection was a structured questionnaire designed to capture quantitative data
on advertising budgets and financial performance. The questionnaire was divided into the following sections:

1. Demographics: This section collected basic information such as the startup’s sector, years in operation,
and the number of employees.
2. Advertising Budget Data: Questions in this section focused on the startup’s advertising expenditures,

including total annual advertising budget, the percentage of the total budget allocated to advertising, and
advertising channels used (e.g., social media, traditional media, search engines).

3. Financial Performance Metrics: This section gathered data on key financial metrics, including revenue
growth, profitability, return on investment (ROI), and cash flow. Startups were asked to provide information about
their financial performance over the last three years to allow for an analysis of trends.

4, Advertising Strategy: This section explored the startup’s advertising strategies, including whether they
used data analytics for budgeting decisions, the frequency of advertising campaigns, and the objectives of their
advertising efforts (e.g., brand awareness, customer acquisition).

5. Economic and Environmental Factors: This section assessed the impact of external factors, such as
economic volatility, inflation, and access to financing, on the startup’s advertising and financial decisions.
Validity and Reliability of Instrument

Validity: To ensure the validity of the questionnaire, a panel of experts consisting of marketing professionals,
startup advisors, and academic researchers reviewed the content of the instrument. The experts evaluated the
instrument for content validity, ensuring that the questions were relevant and aligned with the study's objectives.
Pilot Study: A pilot study was conducted with 20 startups to test the clarity, relevance, and comprehensiveness
of the questionnaire. Feedback from the pilot study was used to refine the questionnaire before full-scale data
collection.

Reliability: To measure the internal consistency of the questionnaire, Cronbach's alpha was computed after the
pilot test. A Cronbach's alpha value of 0.70 or higher was considered acceptable, indicating that the instrument
was reliable.

Data Collection Procedure

Copies questionnaires were distributed using both online and physical survey methods:

Online Surveys: For startups with a digital presence or listed in online directories, the questionnaire was
distributed via email.

Physical Surveys: For startups in more traditional sectors or those without significant online presence, field
agents visited business premises to distribute and collect the questionnaires.

Respondents were given a two-week window to complete the questionnaire, and follow-up reminders were sent
to maximize response rates. The online distribution method helped reach startups across Nigeria, while the
physical distribution ensured the inclusion of startups that may not have internet access.

Data Analysis Technique

Data collected from the survey were analyzed using descriptive and inferential statistical methods:

1. Descriptive Statistics: Mean, standard deviation, frequency, and percentages were used to summarize
demographic data, advertising budget patterns, and financial performance metrics.
2. Pearson’s Correlation Coefficient: This was used to test Hypothesis 1 (HO1), which stated that there was

no significant relationship between advertising budgets and financial performance in Nigerian startups. Pearson’s
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correlation identified the strength and direction of the relationship between advertising spending and financial
performance metrics such as profitability and revenue growth.

3. Multiple Regression Analysis: This was used to test Hypothesis 2 (H02), which stated that there were no
optimal advertising budget allocation strategies that significantly enhanced long-term profitability for Nigerian
startups. Multiple regression helped determine the impact of various advertising budget allocation strategies (e.qg.,
allocation to digital advertising vs. traditional media) on financial performance.

4. Analysis of Variance (ANOVA): ANOVA was employed to compare the financial performance of
startups based on different levels of advertising budget allocation. This allowed the study to identify whether
there were significant differences in financial performance between startups that allocated a larger portion of their
budget to advertising compared to those that allocated less.

Ethical Considerations

Informed Consent: All participants were provided with a clear explanation of the study’s purpose, the voluntary
nature of participation, and their right to withdraw at any time. Consent was obtained prior to participation.
Confidentiality: The data collected were kept confidential, and responses were anonymized to ensure that no
specific startup could be identified in the analysis or final report.

Data Security: Digital data were stored on a password-protected server, and physical questionnaire was securely
stored to prevent unauthorized access.

Limitations of the Study

One potential limitation of the study was that it relied on self-reported financial performance data, which could
have led to reporting bias. Startups may have overestimated or underestimated their financial performance or
advertising expenditures. To mitigate this, respondents were assured of confidentiality to encourage honest
reporting.

Additionally, the study focused on Nigerian startups, so the findings may not be generalizable to startups in other
countries with different economic environments.

Data Analysis and Results

The analysis was conducted using both descriptive and inferential statistical methods based on data collected
from a sample of 384 Nigerian startups. The analysis focused on the relationship between advertising budgets
and financial performance, testing the two main hypotheses of the study.

Descriptive Statistics

Table 1 provides the summary of the demographic characteristics of the startups, including sectors, years of
operation, and advertising budgets. Table 2 summarizes the startups’ financial performance metrics.

Table 1: Demographic Characteristics of Startups (n = 384)

Variable Categories Frequency (n) Percentage (%)
Sector Fintech 100 26.04
E-commerce 90 23.44
Health Tech 50 13.02
Logistics 40 10.42
Others 104 27.08
Years of Operation 3 -5years 120 31.25
6 - 10 years 200 52.08
More than 10 years 64 16.67
Average Annual Advertising Budget Less than N5 million 190 49.48
N5 million - 310 million 140 36.46
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Variable Categories Frequency (n) Percentage (%)
More than 310 million 54 14.06

From the demographic data, it can be seen that the fintech and e-commerce sectors make up almost half of the

startups surveyed (26.04% and 23.44%, respectively). Most startups (52.08%) had been operating for 6-10 years,

and nearly half (49.48%) of the startups allocated less than N5 million annually to advertising.

Table 2: Financial Performance Metrics (n = 384)

Financial Performance Metric Mean Standard Deviation
Revenue Growth (%) 12.45 8.20
Profit Margin (%) 8.35 5.60
Return on Investment (ROI) (%) 10.20 7.10
Cash Flow Stability (Rating)* 3.55 1.10

Note: Cash flow stability was measured on a scale of 1 (poor) to 5 (excellent).

The results from Table 2 show that startups reported an average revenue growth rate of 12.45% and an average
profit margin of 8.35%. ROI was around 10.20%, while cash flow stability had an average rating of 3.55 on a
5-point scale.

Test of Hypotheses

Hypothesis 1 (HO1): There is no significant relationship between advertising budgets and financial performance
in Nigerian startups.

Table 3: Pearson’s Correlation between Advertising Budget and Financial Performance Metrics

Variable Revenue Growth Profit Margin ROI Cash Flow Stability
Advertising Budget (N) 0.658** 0.534** 0.471** 0.413**
Note: p < 0.01

From Table 3, the correlation coefficients between advertising budget and financial performance metrics are all
positive and significant at the 0.01 level. There is a strong positive correlation (r = 0.658) between advertising
budget and revenue growth, and a moderate positive correlation with profit margin (r = 0.534), ROI (r =
0.471), and cash flow stability (r = 0.413).

Interpretation: The significant positive correlations suggest that higher advertising budgets are associated with
better financial performance across all measured metrics. Startups that invested more in advertising tended to
experience higher revenue growth, better profit margins, and improved ROI, thus rejecting the null hypothesis
(HOy).

Hypothesis 2 (H02): There are no optimal advertising budget allocation strategies that significantly enhance long-
term profitability for Nigerian startups.

Table 4: Multiple Regression Analysis of Advertising Budget Strategies and Financial Performance

Variables B Standard Error t Sig.

(Constant) 2.340 0.875 2.675 0.008
Digital Advertising Allocation 0.520 0.115 4521 0.000
Traditional Media Allocation 0.380 0.140 2.714  0.007
Social Media Campaign Frequency 0.210 0.098 2.143 0.034
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Variables B Standard Error t Sig.

Search Engine Marketing 0.307 0.103 2981 0.003

R2 =0.583, Adjusted R2 = 0.574, F-statistic = 28.927, p < 0.001

The regression results show that the independent variables (advertising strategies) explained approximately
58.3% of the variation in financial performance (R? = 0.583). Digital advertising allocation had the most
significant positive effect on financial performance (B = 0.520, p < 0.001), followed by traditional media
allocation (B = 0.380, p < 0.01), search engine marketing (B = 0.307, p < 0.01), and social media campaign
frequency (B = 0.210, p < 0.05).

Interpretation: The multiple regression analysis indicates that digital advertising, traditional media, and
search engine marketing strategies significantly enhance long-term profitability for Nigerian startups. The
results lead to the rejection of the null hypothesis (HO2), affirming that certain advertising budget allocation
strategies contribute positively to financial performance.

Discussion of Findings

The findings of this study revealed a significant relationship between advertising budgets and financial
performance of Nigerian startups, as evidenced by the strong positive correlations between advertising spending
and financial metrics such as revenue growth, profit margins, and return on investment (ROI). Specifically,
startups that allocated a larger portion of their budgets to advertising saw higher revenue growth rates and
profitability. This aligns with existing literature (Joshi & Hanssens, 2010; Lehmann & Winer, 2020) that
emphasized the importance of advertising in driving business growth, particularly for startups that lack brand
recognition.

Moreover, the study found that digital advertising, in particular, had the most substantial impact on financial
performance. This is consistent with the growing body of research that highlights the role of digital platforms in
providing cost-effective, targeted marketing solutions for startups (Akinbami, 2020). Social media and search
engine marketing emerged as critical components of successful advertising strategies, demonstrating that Nigerian
startups are increasingly leveraging online channels to reach their audience.

However, the study also supports the theory of diminishing returns on advertising investment. Beyond a certain
threshold, additional spending on advertising resulted in progressively lower returns, suggesting that Nigerian
startups must carefully balance their advertising expenditures to avoid financial strain. This finding underscores
the importance of strategic budgeting to ensure that advertising efforts contribute positively to long-term financial
sustainability.

Summary

This study explored the impact of advertising budgets on the financial performance of Nigerian startups, with the
aim of identifying optimal budget allocation strategies that promote long-term profitability. Using a sample of
384 startups across various sectors, the research analyzed the relationship between advertising spending and key
financial metrics such as revenue growth, profit margins, and ROI. The study revealed that while higher
advertising budgets are associated with improved financial performance, there are diminishing returns beyond a
certain expenditure level.

The findings indicated that digital advertising strategies, particularly social media and search engine marketing,
were the most effective in enhancing financial outcomes. Traditional media, while still relevant, had a lesser
impact compared to digital channels. Overall, the study confirmed that startups must adopt a balanced approach
to advertising to maximize returns and ensure financial stability.

Conclusion
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Advertising plays a pivotal role in the financial success of Nigerian startups. Startups that allocate a significant
portion of their budgets to advertising, especially through digital channels, tend to experience higher revenue
growth and profitability. However, the research also highlights the need for startups to find an optimal balance in
their advertising spending. Over-investing in advertising can lead to diminishing returns, while under-investing
can stifle growth and market visibility.

To achieve sustainable growth, Nigerian startups must adopt a data-driven approach to advertising budget
allocation. This involves continuously monitoring the effectiveness of advertising campaigns, adjusting spending
as needed, and utilizing cost-efficient digital platforms to reach targeted audiences. Startups that successfully
balance their advertising expenditures with overall financial performance will be better positioned for long-term
profitability.

Recommendations

1. Adopt a Data-Driven Advertising Strategy: Nigerian startups should use data analytics to guide their
advertising budget decisions. By analyzing campaign performance in real time, startups can optimize their
spending and avoid over-investing in channels that do not yield sufficient returns.

2. Focus on Digital Advertising: Given the effectiveness of digital channels such as social media and search
engine marketing, startups should prioritize these platforms in their advertising strategies. Digital advertising
allows for targeted, cost-effective marketing that can drive customer acquisition and revenue growth.

3. Monitor for Diminishing Returns: Startups must recognize the point at which additional advertising
spending begins to generate diminishing returns. This requires careful budget planning and performance tracking
to ensure that advertising investments contribute positively to financial sustainability.

4. Diversify Advertising Channels: While digital advertising is essential, startups should maintain a
diversified advertising portfolio that includes both digital and traditional media. This will help reach a broader
audience and mitigate the risk associated with over-reliance on a single advertising channel.

5. Align Advertising with Financial Objectives: Startups should ensure that their advertising strategies
align with broader financial goals. Advertising expenditures should be managed in such a way that they support
both short-term revenue generation and long-term financial sustainability.
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