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ABSTRACT 

The capital market offers diverse and abundant opportunities for individuals, institutional 

investors, the government, and the economy, serving as a platform for businesses to access capital 

for expansion, innovation, and entrepreneurial ventures. The supply and availability of money, 

along with the role of the monetary policy rate, can enhance liquidity and activity in capital 

markets. This study examined the moderating role of the monetary policy rate on the relationship 

between money supply and capital market development in Nigeria, covering a period of 38 years 

from 1985 to 2022. The study employed the Autoregressive Distributed Lag (ARDL) technique. 

Results indicated that money supply and the monetary policy rate boost capital market 

development in Nigeria in the short term, while, in the long term, only money supply increases 

total traded value. The interactive effect showed that the monetary policy rate reduces the negative 

impact of money supply on capital market development in Nigeria in the short run. Additionally, 

the study found that interest rates hinder capital market development in Nigeria in the short term. 

In contrast, inflation negatively affects only the total traded value in Nigeria in both the short and 

long term. Therefore, policymakers should carefully calibrate the monetary policy rate to balance 

the capital market, inflation, and economic growth. Furthermore, policymakers should promote 

monetary-fiscal policy coordination to support economic growth and stability, and foster 

regulatory cooperation to advance capital market development and stability. 

Keywords: money supply, monetary policy rate, capital market development  

JEL: E52, E51, G1 

 

INTRODUCTION 

The capital market offers diverse and abundant opportunities for individuals, institutional 

investors, the government, and the broader economy. These markets are vital engines of economic 

growth and development across various countries, serving as platforms for businesses to access 

capital for expansion, innovation, and entrepreneurial pursuits (Dibal et al., 2024; Haruna et al., 

2023). They play a critical role in providing funds that are directed toward essential sectors of the 

economy, such as infrastructure, housing, green financing, and small and medium enterprises 

(Carvajal et al., 2020; Carvajal & Babczuk, 2019), promoting economic stability. 

 

The developed nature of the capital market depends on the overall performance of the economy. 

They support innovative financing and can serve as a cost-effective source of funding for 

development projects in low-income countries like Nigeria. Therefore, a well-developed capital 

market attracts investors (Echekoba et al., 2018), reduces an economy’s vulnerability to external 

shocks through currency stabilization and duration mismatches in raising capital (Papoola, 2023),  
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enhances market liquidity and creates opportunities for risk diversification and corporate control 

(Angaye & Frank, 2020). 

 

There is no universally accepted definition of capital market development. Scholars have used 

various measures and indices worldwide, such as stock market capitalization to gauge size (Beck 

et al., 2000; Dibal et al., 2024; Dibal & Ambam, 2024), total value traded to measure liquidity and 

activity, and the stock market turnover ratio to assess efficiency (Beck et al., 2000; Datar, 2000). 

Another aspect of capital market development is volatility, typically measured by the standard 

deviation of returns (French et al., 1987; Schwert, 1989). Recently, common tools for estimating 

volatility include the Cboe Volatility Index (VIX), the average true range (ATR), and Bollinger 

Bands. Therefore, accurately capturing capital development requires considering factors such as 

liquidity, transaction volume, concentration, information efficiency, volatility, market depth, legal 

and institutional frameworks, and others (Aras & Muslumov, 2005). 

 

The money supply plays a vital role in shaping a nation’s economic trajectory. This trajectory 

influences economic stability, employment rates, inflation control, and overall growth. Money 

supply refers to the total amount of currency and liquid financial instruments available to the public 

at any given time (Suleiman, 2020), making it a crucial tool in implementing monetary policy. The 

relationship between money supply and capital market development is a significant topic in 

financial economics, as it affects investment choices, market liquidity, and the growth of all 

economic sectors. However, this relationship is shaped by monetary policy. Effective monetary 

policy not only aims to stabilize prices but also ensures these policies are transmitted effectively 

to the real economy, promoting economic prosperity (Adrian & Liang, 2018). It involves deliberate 

actions by a nation's central bank to regulate the value, availability, and cost of money, to meet 

macroeconomic objectives (Suleiman, 2020). This role is essential in shaping the capital market. 

It has been established that the type of monetary policy adopted influences the money supply 

within the economy. Based on this, the study proposes that monetary policy acts as a moderator in 

the relationship between money supply and capital market development. 

 

A key contribution of this study is examining the relationship between money supply, the monetary 

policy rate, and capital market development in Nigeria. Additionally, it investigates how the 

monetary policy rate moderates the effect of money supply on capital market development in 

Nigeria using the arbitrary pricing theory. This study is unique because it is likely the first to use 

the monetary policy rate as a moderator in the relationship between money supply and capital 

market development. 

 

LITERATURE REVIEW 

Theoretical framework 

Stephen S. Rose developed the Arbitrage Pricing Theory (APT) in response to the limitations of 

the Capital Market Pricing Model (CAPM), created by Sharpe (1964), Lintner (1965), and Mossin 

(1966). It became a popular alternative to the CAPM for recognizing different risk factors. The 

main idea behind APT is the reasonable belief that various factors influence market returns. These 

factors can be statistical or fundamental. If these factors are significant, there must be constraints 

on the investment process to prevent arbitrage opportunities. Here, arbitrage is defined as the 

process of making a risk-free profit by exploiting price differences for the same assets or securities. 

Arbitrage is a common investment strategy. 
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Unlike the CAPM, which only considers market risk, the APT model suggests that multiple risk 

factors influence an asset's expected return. In other words, the APT model states that "H factors" 

are linearly related to an asset's return. Although the APT does not specify these parameters, it 

assumes a linear relationship exists between asset returns and these factors. It is important to note 

that arbitrage in the APT is only approximate for diversified portfolios, assuming that the 

unsystematic (specific) risks of assets are negligible compared to the risks from factors. There are 

undoubtedly countless potential factors. The empirical research by Ross and Roll (1984) identified 

four economic variables—namely inflation, industrial production, risk premiums, and the slope of 

the interest rate term structure—that cause assets with the same CAPM Beta to have different 

sensitivities. A practical investor can select macroeconomic variables that seem significant and are 

related to the expected returns of a specific asset. Empirical studies using the APT have included 

various factors, such as money supply, interest rates, inflation, and exchange rates (Ikhide, 1996; 

Manamba & Sarro, 2022), as well as the consumer price index and call money rate (Talla, 2013), 

to model the relationship between money supply and the capital market. This study models the 

money supply, interest rate, inflation rate, and monetary policy rate as moderators to evaluate 

Nigeria's capital market development level. 

 

Money supply and capital market development 

Money supply is a key tool of monetary policy used to control inflation in an economy. It 

represents the total amount of money in circulation within a country over a specific period 

(Jhingan, 2006). It consists of assets in monetary terms that represent immediate purchasing power 

and function as a medium of exchange. An increase in the money supply leads to excess money 

chasing fewer goods and services, which also impacts the stock market. Essentially, the more 

money in circulation, the higher the demand for stocks, resulting in rising stock prices (Anyanwu 

& Ohuorogu, 2024; Hirota, 2023). Empirical evidence suggests that money supply positively 

influences market capitalization (Abdulkarim, 2021; Agunobi et al., 2024; Epaphra & Sarro, 

2022), share prices (Conrad, 2021), and stock market liquidity (Anyanwu & Ohuorogu, 2024). 

Emmanuel and Ezeabasili (2020) examined a nonlinear impact of monetary policy on the stock 

exchange market. Their findings indicated that the money supply positively affects capital market 

development in both high- and low-regime settings. Additionally, Babangida and Khan (2021) 

concluded that there is a unidirectional causal relationship from stock market performance to 

money supply. Based on these empirical findings, this study proposes:  

Hypothesis One: Money supply improves capital market development  

 

Monetary policy and capital market development 

Monetary policy is considered a key factor influencing economic growth due to its strong impact 

on economic indicators (Precious & Makhetha-Kosi, 2014). It affects consumer spending power 

and investment choices through changes in the money supply and interest rates. Essentially, the 

goals of monetary policy are to keep prices stable, support employment, and promote a stable 

macroeconomic environment that encourages growth (Adrian & Liang, 2018; Bernanke, 2020; 

Okoye et al., 2017). Empirical evidence shows that the monetary policy rate has a negative effect 

(Daneji & Babarinde, 2023) and a positive effect (Ezu & Ukoh, 2021) on capital market 

development. Echekoba et al. (2018) found that monetary policy does not influence capital market 

performance; instead, the capital market significantly affects the monetary policy rate in Nigeria.  

 

Emmanuel and Ezeabasili (2020) examined the nonlinear impact of monetary policy on the stock  
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market. Their results showed that the monetary policy rate has a positive effect on capital market 

development during the upper regime. A recent study by Stephen et al. (2025) reports a negative 

and statistically significant relationship between the monetary policy rate and stock market 

development. Based on this empirical evidence, this study also proposes:  

Hypothesis Two: Monetary policy rate moderates the effect of Money supply on capital market 

development. 

 

METHODOLOGY 

Data and variable measurement 

The data for this study spans thirty-six (38) years, from 1985 to 2022. The study examined the 

moderating role of the monetary policy rate on the relationship between money supply and capital 

market development in Nigeria. The dependent variable is capital market development, proxied by 

total market capitalization and total traded value (Dibal, 2023; Dibal & Ambam, 2024; Dibal et 

al., 2024), while the independent variable is money supply, measured as a percentage of gross 

domestic product sourced from the World Development Indicators (WDI). The monetary policy 

rate (Babangida & Khan, 2021; Manamba & Sarro, 2022) served as a moderator, with interest rate 

and inflation rate (Emmanuel & Ezeabasili, 2020; Manamba & Sarro, 2022; Conrad, 2021) 

included as control variables. Table 1 outlines the variables and their measurements. 

 

Table 1: Variables measurement, definition, and source 

Variables Measurement Sign Source 

Capital Market 

Development 

Total Market 

Capitalisation 

TMC  

Central Bank of 

Nigeria  Total Traded Value TTV 

Money Supply Money Supply/GDP MS World Development 

Indicators   

Moderator Monetary Policy Rate MPR Central Bank of 

Nigeria 

Control Variables Interest Rate INTR World Development 

Indicators  Inflation Rate INFR 

Source: Author’s Compilation, 2025 

Autoregressive Distributed Lag Model 

The study utilized the autoregressive distributed lag model by Pesaran and Shin (1998) and Pesaran 

et al. (2001) to examine the impact of international financial inflows on financial development in 

Nigeria, while accounting for GDP in the model. This method relies on the assumptions of ordinary 

least squares (Pesaran & Shin, 1999; Pesaran et al., 2001). An Augmented Dickey-Fuller test was 

conducted to determine the order of integration, and a bound test for cointegration was employed 

to establish a long-term relationship, ensuring that the ARDL assumptions are met. The ARDL 

model is shown below. 

𝒚𝒕 = ∑ 𝛾𝒋𝒚𝒕−𝒋 +

𝒑

𝒋=𝟏

∑(𝜹𝒋𝒙𝒕−𝒋) + 𝜺𝒕

𝒒

𝒋=𝟎

        (𝟏) 

 

The model for this study is, therefore, operationalised below: 
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𝒄𝒎𝒅 = 𝒇(𝑴𝑺, 𝑴𝑺𝑴𝑷𝑹, 𝑴𝑷𝑹, 𝑰𝑵𝑻𝑹, 𝑰𝑵𝑭𝑹)              (2) 

Model One 

𝑻𝑴𝑪𝒊𝒕 = 𝜹′𝟏𝑴𝑺𝒊,𝒕−𝒋 + 𝜹′𝟐𝑴𝑺𝑴𝑷𝑹𝒊,𝒕−𝒋
+ 𝜹′𝟑𝑴𝑷𝑹𝒊,𝒕−𝒋 + 𝜹′𝟒𝑰𝑵𝑻𝑹𝒊,𝒕−𝒋 + 𝜹′𝟓𝑰𝑵𝑭𝑹𝒊,𝒕−𝒋 + +𝜺𝒕  𝟑 

∆𝑻𝑴𝑪𝒊𝒕 = ∑ 𝜸𝒊𝒕𝑻𝑴𝑪𝒊,𝒕−𝒋

𝒑

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑴𝑺𝒊,𝒕−𝒋

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑴𝑺𝑴𝑷𝑹𝒊,𝒕−𝒋

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑴𝑷𝑹𝑖,𝑡−𝑗

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑰𝑵𝑻𝑹𝒊,𝑡−𝑗

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑰𝑵𝑭𝑹𝒊,𝒕−𝒋

𝒒

𝒋=𝟎

+ 𝜹′𝒊𝒋𝑴𝑺𝒊,𝒕−𝒋 + 𝜹′𝒊𝒋𝑴𝑺𝑴𝑷𝑹𝒊,𝒕−𝒋

+ 𝜹′𝒊𝒋𝑴𝑷𝑹𝒊,𝒕−𝒋 + 𝜹′𝒊𝒋𝑰𝑵𝑻𝑹𝒊,𝒕−𝒋 + 𝜹′𝒊𝒋𝑰𝑵𝑭𝑹𝒊,𝒕−𝒋 + 𝜺𝒕     (𝟒) 

Model Two 

𝑻𝑻𝑽𝒊𝒕 = 𝜹′𝟏𝑴𝑺𝒊,𝒕−𝒋 + 𝜹′𝟐𝑴𝑺𝑴𝑷𝑹𝒊,𝒕−𝒋
+ 𝜹′𝟑𝑴𝑷𝑹𝒊,𝒕−𝒋 + 𝜹′𝟒𝑰𝑵𝑻𝑹𝒊,𝒕−𝒋 + 𝜹′𝟓𝑰𝑵𝑭𝑹𝒊,𝒕−𝒋 + +𝜺𝒕  𝟓 

∆𝑻𝑴𝑪𝒊𝒕 = ∑ 𝜸𝒊𝒕𝑻𝑴𝑪𝒊,𝒕−𝒋

𝒑

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑴𝑺𝒊,𝒕−𝒋

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑴𝑺𝑴𝑷𝑹𝒊,𝒕−𝒋

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑴𝑷𝑹𝑖,𝑡−𝑗

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑰𝑵𝑻𝑹𝒊,𝑡−𝑗

𝒒

𝒋=𝟎

+ ∑ 𝜹′
𝒊𝒋𝑰𝑵𝑭𝑹𝒊,𝒕−𝒋

𝒒

𝒋=𝟎

+ 𝜹′𝒊𝒋𝑴𝑺𝒊,𝒕−𝒋 + 𝜹′𝒊𝒋𝑴𝑺𝑴𝑷𝑹𝒊,𝒕−𝒋

+ 𝜹′𝒊𝒋𝑴𝑷𝑹𝒊,𝒕−𝒋 + 𝜹′𝒊𝒋𝑰𝑵𝑻𝑹𝒊,𝒕−𝒋 + 𝜹′𝒊𝒋𝑰𝑵𝑭𝑹𝒊,𝒕−𝒋 + 𝜺𝒕     (𝟔) 

 

DATA ANALYSIS, RESULTS, AND DISCUSSIONS 

Descriptive statistics and correlation matrix 

Table 2 highlights the properties of the focused variables. The standard deviation indicates how 

much the data points vary from the mean. The standard deviation of total traded value exceeds the 

mean, suggesting that the data points are widely spread out. In contrast, other variables have a 

standard deviation lower than the mean, indicating that their data points are closely clustered 

around the mean, which shows they are relatively consistent. The skewness and kurtosis for total 

market capitalization and interest rate fall within the benchmarks of zero and three, respectively. 

However, for total traded value, money supply, monetary policy rate, and inflation rate, the 

skewness and kurtosis values are slightly above these benchmarks. The correlation matrix in Table 

2 shows no multicollinearity issues, as all variable correlations are below the standard benchmark 

of 0.8. 
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Table 2: Descriptive statistics 

 TMC TTV MS MPR INTR INFR 

 Mean 12.44990 0.827521 23.95425 13.61842 17.93360 19.27847 

 Median 10.84118 0.570373 20.04437 13.50000 17.57032 12.10000 

 Maximum 38.01393 4.202670 87.76135 26.00000 29.80000 76.75887 

 Minimum 3.085372 0.041030 -0.794167 6.000000 9.250000 0.223606 

 Std. Dev. 8.656754 0.911968 17.99456 3.737021 4.201900 17.94620 

 Skewness 0.753006 2.005755 1.443923 0.784982 0.526919 1.813391 

 Kurtosis 3.046370 7.207281 5.729214 4.993485 3.993703 5.304195 

 Jarque-Bera 3.594522 53.50625 24.99807 10.19472 3.321868 29.23286 

 Probability 0.165752 0.000000 0.000004 0.006113 0.189961 0.000000 

 Sum 473.0961 31.44578 910.2615 517.5000 681.4767 732.5820 

 Sum Sq. Dev. 2772.757 30.77239 11980.75 516.7171 653.2706 11916.45 

 Observations 38 38 38 38 38 38 

Correlation Matrix 

Probability TMC TTV MS MPR INTR INFR 

TMC 1.000000      

       

TTV 0.739443 1.000000     

 (0.0000)      

MS  0.046367 0.176463 1.000000    

 (0.7822) (0.2892)     

MPR  -0.456359 -0.470048 0.248352 1.000000   

 (0.0040) (0.0029) (0.1327)    

INTR  -0.408652 -0.207522 0.322350 0.463927 1.000000  

 (0.0109) (0.2112) (0.0484) (0.0033)   

INFR  -0.382863 -0.342650 0.271591 0.372485 0.329837 1.000000 

 (0.0177) (0.0352) (0.0991) (0.0213) (0.0431)  

Source: Authors’ Computation (EViews, 2025) 

To determine the order of integration of the relevant variables, stationarity tests were conducted 

using the augmented Dickey-Fuller (ADF) test proposed by Dickey and Fuller (1979) and the 

Phillips-Perron (PP) test proposed by Phillips and Perron (1988). This ensures that second-order 

integration is not present in any of the variables, as it can lead to spurious results in the regression 

model. The stationarity test results in Table 3 show a mix of I(0) and I(1) variables. This confirms 

the absence of second-order integration among the measured variables. 
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Table 3: Stationarity test 

 PP ADF 

Variables T-Stats P-Value Order of 

Integration 

T-Stats P-Value Order of 

Integration 

TMC -9.1778 0.0000 *** I(1) -6.8278 0.0000 *** I(1) 

TTV -10.7610 0.0000 *** I(1) -6.5132 0.0000 *** I(1) 

MS -3.3275 0.0207 ** I(0) -3.5270 0.0127 ** I(0) 

MPR -3.3549 0.0193 ** I(0) -3.3403 0.0200 ** I(0) 

INTR -3.8484 0.0056 *** I(0) -3.7709 0.0068 *** I(0) 

INFR -3.1630 0.0305 ** I(0) -3.0316 0.0411 ** I(0) 

Note: ***, **, indicate significance at 1% and 5% respectively 

Source: Authors’ Computation (EViews, 2025) 

The ARDL bound test for co-integration proposed by Pesaran et al. (2001) was used, and the results 

are shown in Table 4. Using total market capitalization as the dependent variable in Model One, 

the F-statistic of 0.243953 is below the I(0) threshold of 2.62. In contrast, for Model Two, which 

uses total traded value as a dependent variable, the F-statistic of 3.969269 exceeds the I(1) value 

of 3.79. Therefore, we fail to reject the null hypothesis of no co-integration for Model One, 

indicating a long-term relationship among the variables. Conversely, the null hypothesis of no co-

integration for Model Two is rejected, suggesting that the variables move together. 

 

Table 4: ARDL bounds test 

Dependent Variable F-Statistics Outcome Decision 

TMC 0.243953 No Cointegration Estimate Short Run Only 

TTV  3.969269 Cointegration Estimate ECM  

                        Critical Value Bounds  

Significance I0 Bound I1 Bound  

10% 2.26 3.35  

5% 2.62 3.79  

2.5% 2.96 4.18  

1% 3.41 4.68  

Source: Authors’ Computation (EViews, 2025) 

Hypothesis One: Money supply improves capital market development  

Estimating the bound test of co-integration, Model One confirmed no co-integrating relationship, 

while Model Two confirmed the presence of co-integration. Table 5 presents the ARDL estimate 

for Model One, while the long- and short-term estimates for Model Two are shown in Table 6. 

The estimated coefficients of the short-term dynamics revealed that money supply (β=1.001207, 

p<0.05) and the monetary policy rate (β=2.019993, p<0.05) improve total market capitalization in 

Nigeria for Model One. Additionally, Model Two showed that money supply (β=0.045901, 

p<0.05) and the monetary policy rate (β=0.003005, p<0.05) enhance total traded value in Nigeria. 

Conversely, interest rate (β = -1.098360, p < 0.05) negatively impacts total market capitalization 

in Nigeria in Model One, and Model Two also indicates that interest rate (β = -0.057701, p < 0.05) 

reduces total traded value in Nigeria. In Model One, the inflation rate (β = -0.210099, p > 0.05) 

showed no significant relationship, whereas Model Two revealed that the inflation rate (β = -

0.017060, p < 0.05) negatively affects total traded value in Nigeria. 
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Table 5: ARDL estimations for model one 

Dependent variable: TMC   

Variable Coefficient Std. Error t-Statistic Prob.* 

TMC(-1) 0.122830 0.210741 0.582850 0.5700 

TMC(-2) 0.247688 0.219556 1.128131 0.2797 

TMC(-3) 0.600296 0.231153 2.596967 0.0221 

TMC(-4) -0.369830 0.216566 -1.707696 0.1114 

MS 1.001207 0.228762 4.376626 0.0007 

MS(-1) -0.058523 0.070041 -0.835561 0.4185 

MS(-2) 0.079557 0.082445 0.964973 0.3522 

MS(-3) -0.172302 0.074350 -2.317453 0.0374 

MS_MPR -0.073227 0.020301 -3.607022 0.0032 

MPR 2.019993 0.755519 2.673649 0.0191 

MPR(-1) -0.408674 0.351052 -1.164140 0.2653 

MPR(-2) -0.689374 0.457448 -1.507002 0.1557 

MPR(-3) 0.527154 0.304526 1.731062 0.1071 

MPR(-4) -0.703502 0.327485 -2.148194 0.0511 

INTR -1.098360 0.336791 -3.261252 0.0062 

INTR(-1) 1.021252 0.437556 2.333990 0.0363 

INTR(-2) -0.099609 0.319987 -0.311291 0.7605 

INTR(-3) 0.887479 0.355317 2.497708 0.0267 

INFR 0.210099 0.142322 1.476223 0.1637 

INFR(-1) -0.095250 0.102931 -0.925371 0.3716 

C -14.76549 17.55289 -0.841200 0.4154 

 

 

 

 

 

    Source: Authors’ Computation (EViews, 2025) 

The estimated long-run coefficients in Model Two indicate that money supply (β = 0.091487, p > 

0.05) promotes total traded value in Nigeria. The monetary policy rate (β=0.004164, p>0.05) and 

interest rate (β=0.014203, p>0.05) do not significantly influence total traded value in Nigeria, 

while the inflation rate (β=-0.034484, p>0.05) negatively impacts total traded value. Therefore, 

the study concludes that money supply and the monetary policy rate enhance capital market 

development in Nigeria in the short run. In the long run, only the money supply continues to 

improve the total traded value. The study also finds that the interest rate hinders capital market 

development in the short run, and inflation reduces total traded value in Nigeria in both the short 

and long terms. 

 

Hypothesis Two: Monetary policy rate moderates the effect of money supply on capital market 

development  

The second hypothesis indicated that the interaction between money supply and the monetary 

policy rate (β = -0.073227, p < 0.05) reduces total market capitalization in Nigeria in the short 

term in Model One. The positive and significant effect of the monetary policy rate on total market 

capitalization in the short term suggests that it mitigates the negative impact of money supply on 

market capitalization in Nigeria. In Model Two, the study found that the interaction between 

money supply and the monetary policy rate (β = -0.003063, p < 0.05) reduces total traded value in 

Nigeria in the short term. This also shows that monetary policy lessens the negative effect of  
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money supply on the total traded value in Nigeria in the short run. In the long term, the study 

revealed that the interaction of money supply and the monetary policy rate (β=-0.004244, p>0.05) 

has a  

 

negative and statistically insignificant effect on the total traded value in Nigeria. Therefore, given 

the positive and significant effect of the monetary policy rate on total market capitalization and 

total traded value in Models One and Two, respectively, the study concludes that the monetary 

policy rate diminishes the negative effect of money supply on capital market development in 

Nigeria in the short run. 

 

Table 6: ARDL Estimations for Model Two 

Dependent Variable: TTV 

Short Run Coefficients 

Variable Coefficient Std. Error t-Statistic Prob. 

D(MS) 0.045901 0.016754 2.739708 0.0112 

D(MS_MPR) -0.003063 0.001276 -2.401297 0.0241 

D(MPR) 0.003005 0.055940 0.053723 0.9576 

D(INTR) -0.057701 0.027949 -2.064549 0.0495 

D(INFR) -0.017060 0.007464 -2.285649 0.0310 

D(INFR(-1)) 0.019264 0.008189 2.352535 0.0268 

CointEq(-1) -0.721776 0.157257 -4.589785 0.0001 

Long Run Coefficients 

MS 0.091487 0.030616 2.988236 0.0062 

MS_MPR -0.004244 0.002128 -1.994788 0.0571 

MPR 0.004164 0.078011 0.053373 0.9579 

INTR 0.014203 0.050906 0.279005 0.7825 

INFR -0.034484 0.009428 -3.657592 0.0012 

C 0.473936 1.287326 0.368156 0.7159 

Source: Authors’ Computation (EViews, 2025) 

After estimating the bound test for co-integration, only Model Two showed the presence of a long-

term relationship. Therefore, Table 6 displays the estimated error-correction model based on the 

long-term estimates, indicating how quickly the model adjusts to short-term deviations from its 

long-run equilibrium. The coefficient of the error correction term CointEq(-1) is negative and 

significant. This suggests that the money supply, monetary policy rate, interest rate, inflation rate, 

and the interaction between money supply and monetary policy are co-integrated. The coefficient 

shows that 72.18 percent of the disequilibrium in total traded value is corrected through short-term 

adjustments within the same year.  
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Table 7: Diagnostic tests 

 Model One Model Two  

Specification Stat (p-value) Stat (p-value) Conclusion 

Durbin Watson 2.314921 2.163703 No First-Order Autocorrelation  

Breusch-Godfrey 0.7266 (0.5054) 0.2998 (0.7438) No Higher-Order Autocorrelation  

Breusch-Pagan 0.3451 (0.9841) 0.5409 (0.8445) Homoscedasticity   

Jarque-Bera 5.9582 (0.0508) 39.5691 (0.0000) Normality  

Ramsey RESET 2.5303 (0.1139) 1.6414 (0.2156) Model Correctly Specified 

R2  0.935952 0.801094  

F-Statistics  9.4986 (0.0000) 10.0688 (0.0000)  

.Source: Authors’ Computation, (EViews, 2025) 

 

Table 7 presents the diagnostic tests for both models. It shows that the issues of first-order and 

higher-order correlation, autocorrelation, and serial correlation are not a concern. The test also 

indicates that the residuals are homoscedastic. The models are correctly specified, as indicated by 

the Ramsey RESET test and the Cumulative Sum (CUSUM) and Cumulative Sum of Squares 

(CUSUMSQ) plots shown in Figures 1 and 2. Model One demonstrates that the residuals are 

normally distributed, while Model Two suggests they are not. However, despite the common 

belief, the normality of residuals is not always necessary. Even if the residuals are not normally 

distributed, other assumptions can be applied to ensure the validity of the regression analysis. 
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Figure 1: CUSUM and CUSUMSQ for Model One 

Source: Authors’ Computation (EViews, 2025) 
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Figure 2: CUSUM and CUSUMSQ for Model Two 

Source: Authors’ Computation (EViews, 2025) 

 

CONCLUSION AND RECOMMENDATIONS 

This study investigated the moderating role of monetary policy in the nexus between money supply 

and capital market development in Nigeria using the ARDL approach. Capital market development 

was proxied by total market capitalisation and total traded value. Two hypotheses were formulated 

from two models.  

 

Hypothesis One: Money supply improves capital market development 

The findings from the two models showed that money supply enhances capital market 

development in Nigeria in the short term. In contrast, in the long term, it only increases the total 

traded value. In practice, an increase in the money supply boosts capital development by lowering 

interest rates, stimulating spending, and ultimately encouraging investment. These results align 

with those of Anyanwu and Ohuorogu (2024), Babangida and Khan (2021), and Abdulkarim et al. 

(2021), who found that money supply improves capital market liquidity, emphasizing that greater 

money availability enhances market activity and trading volume. The study also found that interest 

rates negatively affect capital market development in Nigeria in the short run. At the same time, 

inflation harms only the total traded value both in the short and long run, as shown by Abdulkarim 

et al. (2021). 

 

Hypothesis Two: Monetary policy rate moderates the effect of Money supply on capital market 

development 

Among the two models, this study shows that the monetary policy rate boosts capital market 

development in Nigeria in the short term. This aligns with the findings of Babangida and Khan 

(2021). However, the interaction between money supply and the monetary policy rate indicates a 

negative impact on capital market development. With the positive influence of the monetary policy 

rate on capital market growth, this relationship suggests that the monetary policy rate can mitigate 

the negative effect of money supply on Nigeria's capital market in the short run. The interactive 

effect highlighted here demonstrates the potential to reduce inflationary pressure by managing 

excess liquidity in the capital market. 

 

Contribution and implication 

The study examined how the monetary policy rate moderates the relationship between money  



12 
 

 

Calabar Journal of Finance and Banking Volume 6, Issue 1 (2025) 

Dibal, Hashim, & Agabi (2025). Money supply and capital market development in Nigeria… 

www.cjobaf.com 

 

supply and capital market development using the traditional ARDL approach. The results showed 

that the monetary policy rate enhances capital market development in Nigeria in the short term. It 

also found that interest rates negatively affect capital market development in Nigeria in the short 

term. At the same time, inflation reduces only the total traded value in both the long and short 

term. Regarding the moderating role of the monetary policy rate in the money supply-capital 

market relationship, the findings indicated a negative and significant impact on short-term capital 

market development. Given the positive influence of the monetary policy rate on capital market 

development, this suggests that it mitigates the negative effect of money supply on capital market 

development in Nigeria, but only in the short run. Additionally, the study once again confirmed 

that interest rates harm capital market development in Nigeria in the short term, and that inflation 

negatively affects total traded value in both the long and short terms. 

 

The study significantly advanced the theoretical discussion of the arbitrary pricing theory proposed 

by Stephen Ross in 1976, which connects capital market development directly to macroeconomic 

factors such as money supply, interest rates, and inflation. It shows that APT helps in 

understanding the role of money supply and the monetary policy rate in building capital markets. 

The research suggests that increasing the money supply improves liquidity in the capital market, 

reinforcing the idea that more money available boosts market activity and trading volume. 

Furthermore, the interaction effect of the monetary policy rate reduces the negative impact of 

money supply on capital market development in Nigeria. Therefore, policymakers should carefully 

adjust the monetary policy rate to keep the capital market balanced, control inflation, and support 

economic growth. The study also indicates that interest rates and inflation rates negatively affect 

capital market development. Policymakers should strengthen monetary and fiscal policy 

coordination to promote economic growth and stability, and foster regulatory cooperation to 

enhance capital market development and stability. 

 

A noteworthy contribution in this study is the inclusion of the monetary policy rate as a moderator 

variable in the model, likely representing the first empirical work of its kind in Nigeria. This further 

provides empirical evidence that monetary policy plays a key moderating role in the theoretical 

framework of the arbitrary pricing theory. A practical policy implication is that policymakers 

should strengthen and standardize monetary policy to balance better the capital market, inflation, 

and economic growth. This is especially important given that Nigeria’s inflation rate is rising 

consistently due to exchange rate pressures, subsidy removal, and an increase in the value-added 

tax (VAT) on certain imported goods. 
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