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Executive summary
We uncover the latest trend in the cryptoverse, Non-Fungible Tokens or NFTs. NFTs are of-
ten mistaken to be digital art, however, they are not the art or asset itself but the deed or 
proof-of-ownership and authenticity to it. Further, NFTs also have use cases beyond digital 
art in gaming, ticketing, music, and more. It is an exciting and growing new space and may 
bring broad adoption to crypto assets.
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1.  
Introduction
Non-Fungible Tokens (NFTs) have picked up steam during this crypto market bull run when 
the importance of digital experiences has become ever more important, especially, with 
people being restricted to their homes due to Covid-19 lockdowns. However, most people 
think of NFTs as just digital art; let’s dive deeper into that statement and uncover what NFTs 
are and what they have to offer.

2.  
What are NFTs or Non-Fungible Tokens
To understand them, we must first discuss why there is a need for non-fungible tokens. Fun-
gibility or interchangeability is the desired quality for money as it must serve as a unit of 
account, or standardised commodities for ease of trade, or assets representing a part of a 
larger whole like shares of a company for broad representation and distribution. However, for 
unique, different, and whole assets with different properties like a plot of land, a piece of art, 
fungibility does not work as each asset is unique with different properties and consequently 
values. With blockchain ecosystems having broadened to include more use cases than just 
medium of exchange or store of value, non-fungible tokens or NFTs bring scarce and unique 
assets on-chain to serve this growing need.

As bitcoin solved the problem of double-spending of money without a centralised authority, 
NFTs solve this problem for unique assets. NFTs are provable “deeds” of ownership, that en-
sure verifiable authenticity of an asset. NFTs store the entire holding and transaction history 
of an asset from the original author to the current holder ensuring a trustless verification of 
ownership and authenticity. Further, NFTs having standardised formats allow interoperability 
and composability between projects. For example, a CryptoKitty NFT created on the Ethe-
reum blockchain can be used to fight other CryptoKitties in another Ethereum application, 
Kotowars. Another example for interoperability, could be that by owning a wrestler’s card, 
unlocks a special move in a wrestling game. NFTs being on platform chains can also have 
revenue sharing conditions so that the original artist is rewarded every time the NFT is sold 
in the secondary market. Through this, artists can have a steady revenue stream and are 
incentivised to continue to support their NFT products. 

The standard for NFTs on Ethereum is given by ERC-721, and there are other implementa-
tions like ERC-1155 which allows for both fungible and non-fungible tokens within a single 
token contract. Dapper Labs, the founder of CryptoKitties, have developed their own block-
chain for NFTs and gaming called Flow. Forks of Ethereum like Binance Smart Chain (BSC) 
and Tron have token standards similar to those of Ethereum. 

In this edition of The Bridge, 
we first cover what drives the 
need for NFTs and the technol-
ogy behind them. We discuss 
the nature of NFTs and how 
they are not the asset itself 
but a deed to it. Then we cover 
some of their use cases be-
yond digital art. We also give 
an investment framework to 
value collectible NFTs. Finally, 
we discuss some of the criti-
cism that NFTs have faced and 
how they might be mitigated.
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3.  
NFTs are deeds or proof-of-ownership and 
authenticity

A common mistake is to confuse NFTs for the asset it represents. In fact, NFTs are closer 
to the deed or proof-of-ownership and authenticity for an asset than the asset itself. When 
Jack Dorsey sold his tweet on the platform “Valuables by Cent” for USD 2.9m, he did not 
sell the tweet itself as that remains on Twitter, nor did he sell a screenshot nor the words. 
He sold a provably authentic collectible item – the first-ever tweet from the founder of  
Twitter himself, with proceeds going directly to him and the transaction forever printed 
on the blockchain. Cent platform calls it a “digital certificate”, which is something it most  
closely resembles. 

For a piece of digital art, the NFT is not the jpeg file; it is the ownership title to the art. Some 
of the subjects in popular memes like Bad Luck Brian, Overly Attached Girlfriend or Scumbag 
Steve sold the original photo of the meme as NFTs for 20, 200 and ~30 ETH, respectively. In 
this case, it is obvious that since everyone can use the picture to make the meme, the NFT is 
not the picture nor the exclusive right to use it. The buyer has bought a collectible item that is 
verifiably limited and authenticated by the person in the meme picture itself.

Storage on a blockchain like Ethereum is extremely costly as all nodes have to store it in-
dependently, and the blockchain can get very bloated extremely fast. As per an estimate, 
storing 1 GB of data on Ethereum might cost more than 60,000 ETH in transaction cost for a 
gas price of 100 gwei. Therefore, instead of being stored on-chain, NFTs contain an off-chain 
link to the art, and it can be loaded by the platform being used to browse the NFT.

Figure 1: NFT is the proof of ownership of an asset even if it is a picture on the internet

Source: SEBA Bank

Source: imgflip.com

Picture 1: The “Bad Luck Brian” meme
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https://v.cent.co/
https://foundation.app/badluckbrian/bad-luck-brian-4263
https://foundation.app/laina/overly-attached-girlfriend-17046
https://foundation.app/REALSCUMBAGSTEVE/scumbag-steve-4928
https://ethereum.stackexchange.com/questions/94010/can-we-mint-5-gigabyte-video-nfts
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4.  
Use Cases
NFTs necessarily need not be digital nor art. As discussed earlier, they can have varied 
use-cases like gaming, physical art, music, ticketing and more.

Art / Collectibles
The most popular use case for NFTs is digital art on the blockchain. But even in art, it should 
be noted that there are differences – it can be randomly generated content like CryptoKit-
ties or a tokenised piece of unique art like artist Beeple’s “Everydays: The First 5,000 Days”. 
Further, the art can have a physical component as well, Banksy’s “Morons” was burnt and to-
kenised, and some NFTs can come with a physical copy. As discussed earlier, NFTs following 
the same standard allow for composability and interoperability. The owner of any digital art 
can display it on other platforms like the virtual worlds of CryptoVoxels and Decentraland.

Gaming
Games already have a thriving in-game economy with cosmetic items like knives in Count-
er-Strike or usable items like player cards in FIFA Ultimate team. Having these items on the 
blockchain gives users verifiable data about supply and supports trade where the developer 
can continue to earn fees. Axie Infinity, a blockchain game similar to Pokémon, has more 
than 19,000+ monthly active users where players can raise and battle creatures called Axies. 
Similar to CryptoKitties, Axies can be bred and pass on their “genes” and traded with other 
players. With gaming on the blockchain, players can be assured of the uniqueness of their 
assets and are not subject to the whims of a company supporting the game. They can par-
ticipate in the governance and their assets can become part of a multi-game universe, with 
other projects building off a game’s established assets. 
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Picture 2: Inside the Museum of NFT Art in CryptoVoxels

Source: CryptoVoxels

https://www.youtube.com/watch?v=C4wm-p_VFh0
https://www.youtube.com/watch?v=C4wm-p_VFh0
https://www.seba.swiss/research/governance-tokens-coordinating-the-human-element
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Domain Names
Ethereum Name Service (ENS) uses ERC-721 to register blockchain domain on the Ethereum 
blockchain. ENS allows users to register their wallet with a .eth domain, bringing personali-
sation and intuitiveness in transactions. Instead of copy-pasting a large string for a wallet 
address, a yourname.eth domain can point to an individual’s wallet.

Music / Streaming
NFTs can be programmed to share a percentage of the revenue with the original artist. This is 
important in the music industry, where there may be a lot of red tape and distance between 
the consumer paying for the art and the artist receiving it. Kings of Leon were the first band 
to release their album as an NFT. Along with the album, they sold some art and auctioned 
six “golden tickets” that gave buyers the right to four front-row tickets for each tour for life. 

Streaming services generate content in real-time, and to increase viewer participation and 
involvement, World Poker Tour and Theta Labs are pioneering live auctions of NFTs capturing 
exciting moments and random “drops” to incentivise viewers. 

Ticketing
NFTs have a use case for ticketing, where the number of tickets sold and used can be capped, 
eliminating counterfeits. To control scalping, the contract can also include instructions so 
that if they are sold above a certain price, the surplus is transferred to the original artist or a 
charity. A pilot program for FIFA World Cup 2018 sold NFT VIP tickets. These can also serve as 
proof-of-attendance or ownership of an exclusive event similar to ticket stubs. 

Interoperability 
There is overlap between use cases. An art piece may be displayed in a game, or trading 
cards can be collected as well as used in a game to battle. A ticket might become a collect-
ible and a collectible may work as a ticket. This interoperability across various applications 
on the blockchain make NFTs an exciting space with a broad and developing use case.

https://www.rollingstone.com/pro/news/kings-of-leon-when-you-see-yourself-album-nft-crypto-1135192/
https://wpt.thetadrop.com/
https://medium.com/alphawallet/alphawallet-starts-blockchain-tickets-experiment-for-2018-world-cup-1b4e527aeb1d
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5.  
Valuing collectibles
While NFTs are unique and therefore difficult to value, we want to give potential investors 
a framework to use when investing in the space. The most important aspect of an NFT is its 
source or original author – Jack Dorsey’s first tweet has a high value because it is the first- 
ever tweet on Twitter by its founder; another tweet may not have the same value. Another 
thing to consider is the total supply of the NFT and how prolific an artist is. NFTs can have 
multiple copies, and the higher the number of copies, the less rare and valuable it is likely to 
be. Similarly, if the artist is extremely prolific with many similar art pieces, the asset may not 
be as lucrative. Original and early products like CryptoPunks will command a higher price 
than derivatives like Binance Punks (the same product on the Binance Smart Chain, a mod-
ified fork of Ethereum). However, in another consideration, whether the art is easily repro-
ducible or if it takes time, effort and expertise to create and recreate, CryptoPunks may fall 
short, as it is just 24x24 pixel art. The longevity of the underlying hobby is also important.  
An NBA Top-Shot may have a longer life as it should hold interest and demand as long as 
basketball remains a popular sport.

Figure 2: Investment framework for collectible NFTs

Artist Supply Crypto Vintage  
or Originality

Reproducibility Longevity

CryptoPunks 10,000 One of the 
oldest NFTs

Simple pixel 
art

NBA Top-Shot Large number of 
NBA moments but 
limited supply for 
each

Attached to 
basketball 
fandom

Beeple’s  
Everydays

One of a kind Produced over 
5,000 days

Jack Dorsey’s 
first tweet

One of a kind One of a kind Maybe 
attached 
to Twitter 
relevancy

Bad Luck Brian Unique but com-
petes with other 
meme formats

CryptoKitties Unlimited but unique One of the 
oldest NFTs

Randomly 
generated

Source: SEBA Bank
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6.  
Criticism
As discussed previously, since NFTs are not the art itself and merely link to a server that 
hosts the file, there exists a possibility that the hosted server may go offline at a point in the 
future, and the NFT will forever forward to a dead link. This can be mitigated through using 
decentralised solutions like Filecoin, Arweave or IPFS. However, some NFTs still point to a 
centralised server and in case of loss of support, while it does not invalidate the proof of 
ownership, it would mean that the NFT would not be viewable from just the data it contains. 
In this case, the original author or issuing platform may need to reissue a new NFT to replace 
the old one. If they are not available, the owner may be able to do it themselves by destroying 
the old dead NFT and reissuing a new one. However, it is unclear if NFT will retain its full value 
after such a transaction as some part of the history of the token may be lost.

Another concern is part of the broader impact of blockchain mining on the environment. 
NFTs, like any other blockchain transaction, consume a certain amount of energy per trans-
action, and with growing interest, the amount of transaction space that it takes on Ethere-
um blocks has also become considerable. OpenSea, Axie Infinity smart contracts feature 
in the top 50 gas guzzlers for Ethereum transactions. However, with scaling solutions like 
ImmutableX and Polygon, these costs should come down in the future. As platform block-
chains like Ethereum move away from proof-of-work, the environmental impact should be 
further reduced.
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7.  
Conclusion
NFTs have opened the door for broad adoption of crypto assets. Sports enthusiasts, collec-
tors, hobbyists, gamers, artists can all find a project that excites them in a world that was 
previously mostly consisted of finance and technology enthusiasts. The ecosystem is still in 
its infancy, and the leaders are yet to emerge. Even as market interest waxes and wanes, 
future leaders will keep building and innovating and those that can capture and maintain 
user attention should do well.
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Disclaimer

This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head once and legal domicile in Switzerland. It is authorized 
and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information purposes; it is not an advertisement nor is it a solicitation or an 
offer to buy or sell any financial investment or to participate in any particular investment. strategy. This document is for distribution only under such circumstances as may be permitted by 
applicable law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction 
where such distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. 

No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document, except with 
respect to information concerning SEBA. The information is not intended to be a complete statement or summary of the financial investments, markets or developments referred to in the 
document. SEBA does not undertake to update or keep current the information. Any statements contained in this document attributed to a third party represent SEBA’s interpretation of the 
data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.

Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that any transaction can or 
could have been elected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical model-based valuations and may be based on certain 
assumptions. Different assumptions by SEBA or any other source may yield substantially different results.

Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual circumstances or otherwise consti-
tutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment in making their investment decisions. Financial investments 
described in the document may not be eligible for sale in all jurisdictions or to certain categories of investors. Certain services and products are subject to legal restrictions and cannot 
be offered on an unrestricted basis to certain investors. Recipients are therefore asked to consult the restrictions relating to investments, products or services for further information. Fur-
thermore, recipients may consult their legal/tax advisors should they require any clarifcations. SEBA and any of its directors or employees may be entitled at any time to hold long or short 
positions in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have offcers, who serve as directors, 
either to/for the issuer, the investment itself or to/for any company commercially or financially affliated to such investment.

At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the opinions expressed in SEBA 
research publications.

Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be diffcult to quantify. 
Investing in digital assets including cryptocurrencies as well as in futures and options is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial 
investment may under certain circumstances occur. The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past per-
formance of an investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may be subject to sudden and large 
falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, 
value or income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.

SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specifc 
investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of individual investors and we would 
recommend that you take financial and/or tax advice as to the implications (including tax) prior to investing. Neither SEBA nor any of its directors, employees or agents accepts any liability 
for any loss (including investment loss) or damage arising out of the use of all or any of the Information provided in the document.

This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the distribution and transfer of 
this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this document.

Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous assumptions. Different assumptions 
could result in materially different results. SEBA may use research input provided by analysts employed by its affliate B&B Analytics Private Limited, Mumbai. The analyst(s) responsible for 
the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information 
The compensation of the analyst who prepared this document is determined exclusively by SEBA.
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Austria: SEBA is not licensed to conduct banking andfinancial activities in Austria nor is SEBA supervised by the Austrian Financial Market Authority (Finanzmarktaufsicht), to which this 
document has not been submitted for approval. France: SEBA is not licensed to conduct banking and financial activities in France nor is SEBA supervised by French banking and financial 
authorities. Italy: SEBA is not licensed to conduct banking and financial activities in Italy nor is SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Su-
pervisory Authority (CONSOB - Commissione Nazionale per le Società e la Borsa), to which this document has not been submitted for approval. Germany: SEBA is not licensed to conduct 
banking and financial activities in Germany nor is SEBA supervised by the German Federal Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), to 
which this document has not been submitted for approval. Hong-Kong: SEBA is not licensed to conduct banking and financial activities in Hong-Kong nor is SEBA supervised by banking 
and financial authorities in Hong-Kong, to which this document has not been submitted for approval. This document is not directed to, or intended for distribution to or use by, any person 
or entity who is a citizen or resident of or located in Hong-Kong where such distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any 
registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not 
“professional investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This 
publication has been produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct banking and financial activities 
in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese Securities Exchange Commission “Comissao do Mercado de Valores 
Mobiliarios”. Singapore: SEBA is not licensed to conduct banking and financial activities in Singapore nor is SEBA supervised by banking and financial authorities in Singapore, to which 
this document has not been submitted for approval. This document was provided to you as a result of a request received by SEBA from you and/or persons entitled to make the request on 
your behalf. Should you have received the document erroneously, SEBA asks that you kindly destroy/delete it and inform SEBA immediately. This document is not directed to, or intended 
for distribution to or use by, any person or entity who is a citizen or resident of or located in Singapore where such distribution, publication, availability or use would be contrary to law or 
regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, pub-
lication to or use by, persons who are not accredited investors, expert investors or institutional investors as declned in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) 
(“SFA”). UK: This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head offce and legal domicile in Switzerland. It 
is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is for your information only and is not intended as an offer, or a solicitation of an 
offer, to buy or sell any investment or other specific product.

SEBA is not an authorised person for purposes of the Financial Services and Markets Act (FSMA), and accordingly, any information if deemed a financial promotion is provided only to 
persons in the UK reasonably believed to be of a kind to whom promotions may be communicated by an unauthorised person pursuant to an exemption under the FSMA (Financial Promo-
tion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in matters relating to investments (“Investment Professionals”) and (b) high net worth bodies 
corporate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO (“High Net Worth Businesses”). High Net Worth Businesses include: (i) a corporation 
which has called-up share capital or net assets of at least GBP 5 million or is a member of a group in which includes a company with called-up share capital or net assets of at least GBP 5 
million (but where the corporation has more than 20 shareholders or it is a subsidiary of a company with more than 20 shareholders, the GBP 5 million share capital / net assets requirement 
is reduced to GBP 500,000); (ii) a partnership or unincorporated association with net assets of at least GBP 5 million and (iii) a trustee of a trust which has had gross assets (i.e. total assets 
held before deduction of any liabilities) of at least GBP 10 million at any time within the year preceding the promotion. Any financial promotion information is available only to such persons, 
and persons of any other description in the UK may not rely on the information in it. Most of the protections provided by the UK regulatory system, and compensation under the UK Financial 
Services Compensation Scheme, will not be available.
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