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1. Reading Passage

Something unusual is happening on the Tokyo Stock Exchange. Average daily trading volume on its
prime market has almost doubled in the past year, topping ¥10 trillion—about $63 billion—for the
first time ever. Driving the surge is an old character with a new obsession: 'Mrs Watanabe,' the
industry nickname for Japan's individual retail investors, who have piled into stocks tied to artificial
intelligence and semiconductors. Names like Furukawa Electric, Fujikura, Nitto Boseki, and Mitsui
E&S—companies that supply cables, materials, and equipment to the Al build-out—have become
retail favorites, the "picks and shovels' of the boom.

Retail's share of trading on the TSE reached 25% over the past year, the highest level since the early
days of 'Abenomics, the stimulus program launched by former Prime Minister Shinzo Abe more
than a decade ago. But analysts at Jefferies argue the official number understates what's really
going on. The TSE's data doesn't capture some margin trading or activity on 'off-exchange'
venues—proprietary trading systems run by online brokers like Rakuten, SBI, and Monex. Two of
those venues, Japannext and JAX, now dominate the off-exchange world. JAX's chief executive
Takeya Kamei says roughly half of his platform's volume comes from retail; most of the rest is
supplied by high-frequency market makers who keep prices liquid.

Here's the catch. As more individual investors route orders through these less-visible venues, the
public market becomes harder to read. The official price on the TSE may not reflect the full weight
of demand moving through hidden channels. In calm markets that's a minor accounting problem. In
a momentum-driven Al rally, where a single earnings miss can crater a stock, it becomes a
transparency problem—analysts and ordinary watchers can't tell whether a rising share price
reflects broad enthusiasm or thin visible liquidity being pushed around by unseen flow.

Market professionals say the fingerprints of retail are everywhere this earnings season. Jeff
Hutchins, head of equity trading in Japan at Jefferies, notes that stocks have been punished or
rewarded for even minor deviations from analyst expectations—a hallmark of momentum traders
rather than long-term institutions. Oki Matsumoto, founder of Monex, puts it more bluntly:
index-tracking exchange-traded funds that used to dominate retail activity are losing ground to
direct bets on individual Al-related stocks. Investors aren't just buying the market anymore; they're
picking winners.

The Japanese government, perhaps surprisingly, is cheering this on. For decades, Japanese
households parked their savings in bank accounts paying near-zero interest. Now, with interest
rates finally rising, policymakers want savers to shift cash into investments that might fund
retirement—and a vibrant retail market is part of that plan. Off-exchange venues, regulators argue,
also introduce useful competition to the TSE and lower trading costs.

Still, two facts complicate the cheerful story. First, foreign institutions and Japanese corporations
remain the biggest buyers of Japanese equities; despite the noise from retail, households on net are
actually using rising prices to *trim* their long-term holdings, not expand them. Second, the last
time Japan saw retail enthusiasm at anything like today's levels was the 1980s asset bubble, whose
collapse haunted the economy for thirty years. The current rally has powerful structural
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support—genuine Al demand, rising rates, government backing—but it's running through a market
structure that has quietly changed shape underneath investors' feet. Whether Tokyo can absorb a
retail boom without sacrificing trustworthy price discovery is now the question regulators, brokers,
and Mrs Watanabe herself will spend the next year answering.
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2. Explanation

Japan's amateur investors just doubled their trading in a year, piling into AI stocks—but
increasingly they're trading in the shadows, on venues requlators can barely see.

What's Going On?

Average daily trading on the Tokyo Stock Exchange's prime market has almost doubled in 12 months,
topping ¥10 trillion ($63 billion) per day for the first time. The surge is driven by ordinary Japanese
investors—nicknamed 'Mrs Watanabe'—chasing Al and chip stocks like Furukawa Electric, Fujikura, and
Nitto Boseki.

But here's the twist: a growing slice of that trading isn't happening on the TSE at all. Retail investors are
increasingly routing orders through 'off-exchange' venues—proprietary trading systems run by brokers
like Rakuten, SBI, and Monex—where prices and volumes are harder to track. Retail's share of TSE
volume hit 25% last year; analysts say the real number is even higher once these hidden venues are
counted.

How To Think About It

Two things are happening at once: a story-driven bull market AND a structural shift in *where* trading
happens. To grasp it, try these:

» Imagine a sold-out concert where half the audience snuck in through a side door. The official ticket
count understates the crowd, and the venue can't tell if the cheers are organic or staged—that's
what off-exchange flow does to price signals.

» Think of a school's main cafeteria suddenly losing customers to food trucks in the parking lot. The
food trucks (Japannext, JAX) are legal and often cheaper, but the cafeteria manager (the TSE) loses
visibility into what students are actually buying and how prices are being set.

Key Things To Know

 Daily volume on the TSE prime market crossed ¥10tn (S63bn)—roughly double a year ago and a
record.

o Retail's official share of TSE trading reached 25% in the past year, the highest since 'Abenomics'
under ex-PM Shinzo Abe over a decade ago.

» Off-exchange platforms Japannext and JAX dominate proprietary trading; JAX's chief Takeya Kamei
says about half its volume is retail, the rest mostly high-frequency market makers.

o Stocks are getting punished for tiny earnings misses—a sign retail momentum traders are
amplifying volatility, said Jeff Hutchins of Jefferies.

» What most people miss: this isn't just speculation gone wild. Tokyo actively *wants* retail trading to
grow, to pull household cash out of zero-yield bank accounts into stocks that might fund
retirement.

Why It Matters

If you're thinking about finance, economics, or just understanding the news, Japan is the world's
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clearest case study right now of how the Al boom reshapes a whole society's relationship with money.
Japanese households have hoarded cash for 30 years because interest rates were near zero; now, with
rates finally rising and Al mania providing irresistible stories, ordinary people are becoming traders.
That same shift—retail investors mattering more than ever—is happening on Robinhood in the US and
Zerodha in India too.

The Bigger Picture

The last time retail enthusiasm in Japan looked anything like this was the 1980s bubble that ended in a
30-year hangover. This time the government is cheering it on—but if Al stocks roll over, the same
off-exchange venues that made trading easier could make the unwind faster and harder to monitor.
Watch two things: whether Japanese regulators demand more transparency from broker-run platforms,
and whether foreign institutions—still the biggest sellers in Tokyo—keep dumping shares into retail's
buying.
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3. Key Terms Glossary

Mrs Watanabe

Industry nickname for Japan's retail (individual) investors, originally referring to housewives who
became active currency traders in the 1990s. Today it covers any Japanese individual investor.

Off-exchange trading

Buying and selling stocks on venues other than the main public exchange—often broker-run
'proprietary trading systems' or dark pools. Prices and volumes are reported with less transparency.

Proprietary trading system (PTS)
A private trading venue operated by a broker or third party where shares trade outside the main
exchange. In Japan the two big ones are Japannext and JAX.

Market maker

A firm that continuously offers to buy and sell a stock, profiting from the small gap between bid and
ask. High-frequency market makers use algorithms to do this thousands of times a second.

Abenomics

Economic program launched by former PM Shinzo Abe in 2012—aggressive monetary stimulus, fiscal
spending, and reforms—credited with kickstarting Japan's stock-market revival.

Momentum-driven market

A market where prices move mostly because they're already moving—buyers chase rising stocks,
sellers dump falling ones—rather than because of fundamentals like earnings.

Picks and shovels

Investing metaphor: in a gold rush, the reliable profits go to whoever sells picks and shovels to
miners. Today it means companies supplying the Al boom (chip gear, cables) rather than Al itself.
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4. Reading Comprehension Quiz

Circle the best answer for each question.

Q1. Which choice best states the central idea of the passage?
(OA) Japanese regulators are cracking down on dark pools and high-frequency traders.
(OB) Aretail-led Al boom is reshaping both prices and the market's structure in Tokyo.
(OC) Foreign institutions have abandoned Japan as retail investors take over completely.
(OD) Japan's 1980s asset bubble is repeating itself with nearly identical consequences.

Q2. According to the passage, average daily trading volume on the TSE prime market reached what
level this month?
(OA) Roughly ¥6 trillion, a five-year high
(OB) Roughly ¥10 trillion, a record
(OC) Exactly ¥25 billion, a decade high
(OD) Roughly ¥63 trillion, an all-time peak

Q3. The passage indicates that retail trading on off-exchange venues has grown because:
(OA) The Tokyo Stock Exchange banned individual investors from its main market.
(OB) Online brokers like Rakuten and SBI built proprietary systems that attract retail flow.
(OC) Japanese regulators ordered banks to move all client orders off the main exchange.
(OD) Foreign institutions refused to trade alongside retail investors on the TSE.

Q4. As used in the passage, the word 'punished' most nearly means:
(OA) physically harmed
(OB) legally penalized
(OC) sharply sold off
(OD) morally condemned

Q5. As used in the passage, 'thin' most nearly means:
(OA) physically slim
(OB) morally weak
(OC) sparse in volume
(OD) diluted in strength

Q6. Which statement about the off-exchange boom can most reasonably be inferred from the passage?
(OA) It makes the true level of retail activity harder for outsiders to measure accurately.
(OB) Itwillinevitably trigger a market crash similar to Japan's 1980s asset bubble.
(OC) Ithas caused foreign institutional investors to exit Tokyo entirely.
(OD) ltisillegal under current Japanese securities regulations.

Q7. The passage suggests that the Japanese government's attitude toward the retail trading surge is:
(OA) alarmed and considering emergency restrictions
(OB) supportive, viewing it as a way to mobilize household savings
C) neutral, with no stated position on the trend
O D) hostile, since it undermines institutional control of markets
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Q8. The author's overall tone in describing the retail boom is best characterized as:

oL

o®)

Qo)

Op)

alarmed and openly critical
celebratory and promotional
analytical with notes of caution
dismissive and sarcastic

Q9. Which can be inferred about earnings-season reactions in Japan's current market?

QA
QB8
Qo
OPD)

Retail investors ignore earnings reports entirely.

Even small earnings surprises produce outsized share-price moves.
Only Furukawa Electric has been affected by earnings volatility.
Earnings reports no longer affect Japanese stock prices.

Q10.Which choice provides the BEST evidence for the answer to the previous question?

om

oL

Qo

Op)

The passage's statement that daily TSE volume topped ¥10 trillion for the first time.

The note that Jeffries' Hutchins said stocks were punished or rewarded for minor deviations from
expectations.

The description of Japannext and JAX as dominant proprietary trading systems.

The observation that households are taking advantage of higher prices to reduce holdings.

My Score: /10
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5. Answer Key with Explanations

Q1. Which choice best states the central idea of the passage?
Answer: B

B captures both threads of the passage: surging retail enthusiasm for Al stocks AND the migration of that activity to
off-exchange venues. A is wrong (Trap C—plausible in the real world but the passage says the government
welcomes the trend, not cracks down). SAT Tip: The central idea must cover the WHOLE passage, not just one
paragraph—if an option only matches half the article, it's a distractor.

Q2. According to the passage, average daily trading volume on the TSE prime market reached what
level this month?

Answer: B

The passage states daily volume topped ¥10tn ($S63bn) for the first time, nearly double a year ago. D confuses the
yen figure with the dollar equivalent (Trap B—right vocabulary, wrong combination). SAT Tip: When numbers
appear with units (¥ vs S), match BOTH the figure and the unit—test-writers love swapping them.

Q3. The passage indicates that retail trading on off-exchange venues has grown because:

Answer: B

The passage explicitly names Rakuten, SBI, and Monex as online brokers whose proprietary platforms (Japannext
and JAX) attract retail flow. A is the opposite of what happened (Trap A—right scope, wrong direction). SAT Tip:
'According to the passage' questions reward sticking close to named entities and verbs the text actually uses.

Q4. As used in the passage, the word 'punished' most nearly means:

Answer: C

The passage uses "punished’ to describe stocks falling when earnings disappoint—it's market jargon for being sold
aggressively. B (legally penalized) is the common meaning of 'punish’ but doesn't fit the financial context (Trap—the
everyday meaning). SAT Tip: On vocab-in-context, substitute each option into the sentence—the right answer keeps
the sentence's original meaning intact.

Q5. As used in the passage, 'thin' most nearly means:

Answer: C

In market language, 'thin' liquidity means few buyers and sellers are visible—sparse volume. A is the everyday
physical meaning (Trap—common usage). SAT Tip: Financial and scientific passages routinely repurpose ordinary
adjectives; always ask ‘what does this mean in THIS field?"

Q6. Which statement about the off-exchange boom can most reasonably be inferred from the passage?

Answer: A

The passage says TSE data doesn't include some off-exchange trading, so retail's true share may be higher than the
official 25%—implying outsiders can't see the full picture. B overstates the passage (Trap C—plausible-sounding but
not supported). SAT Tip: 'Most reasonably inferred' means one small logical step beyond the text—never a dramatic
prediction the passage didn't make.
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Q7. The passage suggests that the Japanese government's attitude toward the retail trading surge is:
Answer: B

The passage notes Tokyo wants to encourage savers to move cash out of bank accounts into higher-yielding
investments to fund retirement. A is the opposite of the passage's claim (Trap A—wrong direction). SAT Tip: When a
passage signals a government or institutional stance with verbs like 'welcomed' or 'encourage,’ that tone is the
answer—don't override it with what you assume reqgulators 'should' think.

Q8. The author's overall tone in describing the retail boom is best characterized as:

Answer: C

The author reports the boom factually, cites multiple analysts, and flags concerns (transparency, volatility,
earnings-season overreactions) without condemning it. A overstates the criticism (Trap B—uses the article's
vocabulary but in too strong a combination). SAT Tip: For tone questions, look at the author's adjectives and the
balance of positive vs. negative sources cited—not the dramatic nature of the topic itself.

Q9. Which can be inferred about earnings-season reactions in Japan's current market?

Answer: B

Jefferies' Jeff Hutchins is quoted noting stocks are being punished or rewarded for minor deviations from
expectations—implying small surprises cause big moves. D is the opposite of what's stated (Trap A). SAT Tip: When
a passage gives an analyst quote, that quote is usually the direct evidence for an inference question—anchor your
answer to it.

Q10.Which choice provides the BEST evidence for the answer to the previous question?

Answer: B

Option B directly supports the inference about outsized reactions to small earnings moves. A is about volume, not
earnings reactions (Trap B—right passage content, wrong link). SAT Tip: On evidence-pairing questions, locate the
sentence that supports your previous answer FIRST, then match it to the option that quotes that exact sentence.
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