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Nonfungible Tokens | Creating New Asset Classes, 
Disrupting Others 

Nonfungible tokens (NFTs) showcase the innovative power of distributed ledger 
technology (DLT). Their potential to optimize and democratize certain assets and 
disrupt existing processes has yet to be fully realized. 

Simplified Classification Of Selected Asset Types 

*Only accepted as currency in casino ecosystem. Source: DappRadar, S&P Global Ratings. 

What are nonfungible tokens? 

NFTs are unique digital assets whose ownership rights can be demonstrated and verified via smart 
contracts on DLT. They can be used to create a tokenized proof of ownership for a virtual version of an 

underlying digital asset (such as images, videos, or music) or physical asset (such as paintings or other 

tangible assets).  NFTs of physical assets are created to record ownership on a distributed ledger, where they 

become tradeable, while the narrow definition of an NFT enables the creation of purely digital assets that are 

tradable on certain platforms.  

Each NFT is unique with individual properties stored in the metadata and verified with a digital signature on 
the distributed ledger. This creates digital scarcity for NFTs. In contrast, fungible assets--such as fiat money 

and Bitcoin--are interchangeable and indistinguishable from one another. 

When someone “mints” an NFT, they create a unique digital version of an underlying asset such as a data 
file on a specific distributed file system (such as IPFS). Once minted, NFTs cannot be edited or deleted 

(immutable), and can be viewed publicly and traded freely with verifiable security of exclusive ownership and 

transaction traceability. They are borderless and transferable between digital wallets (interoperability).    

NFTs are implemented via smart contracts, which specify and automate certain rights and obligations of 
the buyer and seller. For example, the NFT's creator can receive a percentage of the transaction proceeds 

every time the NFT is sold if this rule is coded in the smart contract.  

The current landscape 

While NFTs have been available since 2014, the market exploded recently. Primary and secondary trading 

volumes reached more than $2 billion in first-half (H1) 2021, compared with $13 million during the same 

period in 2020 (see https://dappradar.com/nft). In July and August 2021, an astonishing $3.2 billion of total 

NFT sales were measured on OpenSea, a leading NFT marketplace.  NFT sales activity is currently the highest 
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Record High NFT Sales In 2021 
(Mil. $) 

Note: Data reflects NFT sales on different 
blockchains incl. Ethereum, Binance 
Smart Chain, Flow, Wax. Source: 
DappRadar. 

Digitalization Of Markets 
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in assets classified as collectibles, gaming, art, metaverse, and sports. One notable example is the sale of a 

digital artwork which was auctioned for $69 million in March 2021. During mid-2021, digital artwork in the NFT 

space experienced a boom, which was measured by NFT sales. Most of the NFT sales (about $800 million) are 

classified as digital artwork. 

NFTs have the potential to digitize unique physical assets. So far, digitized items largely comprise artwork 

and collectibles, but in principle, all physical assets could be tokenized as NFTs. This includes real estate 

transactions, the digitalization of which could be one of the biggest disruptions to the norm. One notable 

example is MakerDAO, which began minting NFTs in April 2021 to then purchase real estate assets as 

collateral to support its Dai stablecoin, one of the largest decentralized finance (DeFi) protocols. 

Real world assets such as illiquid residential and commercial real estate assets could be tokenized and 

optimized for investors who could buy tokenized parts or whole properties to earn regular rent income or just 

hold partial or whole ownership title depending on the tokenization scheme. The tokenization of real estate 

assets is equivalent to minting an NFT with a physical asset as underlying collateral. Any relevant data that 

makes the real estate asset deal legally binding can be coded into the smart contract of the NFT.  

A real estate NFT has all the characteristics of DLT solutions that ensure a successful deal settlement: high 

security through rules and agreements in smart contracts; transferability via digital wallets that increases 

liquidity; and uniqueness that makes the real estate NFT scarce. The owner of the NFT is the owner of the real 

estate. This empowers not only large corporations, but also individual investors.  For example, the world’s first 

residential real estate NFT sale was successfully closed in June 2021, with a retail investor selling an 

apartment in Kiev via an NFT. Paperwork and regulation are still part of the wider process but could be 

simplified over time. 

The credit implications 

It is too early to assess whether NFTs have any relevant credit implications. Most NFT players operate in the 

crypto space as art, gaming, and NFT marketplace service providers. We expect more NFT solutions in the 

future, particularly if real estate tokenization can gain traction.  

The fragmentation of ownership can offer opportunities and pose threats to incumbents. NFTs can 

democratize the ownership of certain asset classes (such as art or real estate). The easier acquisition and 

trading of a fraction of a property could, for instance, pose a threat to real estate funds. At the same time, it 

could offer new opportunities to financial intermediaries (for example, artworks could become tradeable 

commodities) and act as a positive diversifier for portfolios because it is a new asset class.  

There might be market opportunities to offer new services such as custodial wallets, custodial services of 
underlying physical assets, and crypto asset accounts around NFTs. In addition, NFTs could be used as 

collateral for borrowing other currencies in decentralized finance protocols. That said, collateralization 

requires an easy price discovery process for the NFT to be able to mark-to-market. This is still a weakness. 

Improving the liquidity of physical assets by creating an NFT does not necessarily mean there will be a liquid 

market for the token. Peer-to-peer lending in the crypto space that uses NFTs as collateral may therefore rely 

on subjective assessments of value. 

We think NFTs and a general tokenization of physical assets cannot be ignored in the long term. New use 

cases might arise in the virtual space, while the technology will likely optimize value chains by means of safety, 

speed, and transparency, among others. 

spglobal.com/ratings 

Note: Data for NFT sales on Ethereum blockchain. 
Find NFT examples of each category at source of 
data. Source: NonFungible.com 
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NFT sales activity 
exploded in H1 
2021 with $2.5 
billion worth of 
transactions, 
after merely $13 
million in H1 2020 

Sales For Relevant NFT Categories 
In H1 2021 (Mil. $) 




