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Fractional ownership of non-fungible tokens allows multiple people to
hold a share of a single NFT, making high-value digital assets accessible to a
broader range of buyers. Instead of one wallet holding the entire token, the NFT
is locked in a smart contract that issues a fixed supply of fungible tokens —
often ERC-20 tokens on Ethereum — each representing a percentage of
ownership. Platforms such as Fractional.art (now Tessera) and Unicly
pioneered this model starting around 2021.

How Fractionalization Works
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The process begins when an NFT owner deposits their token into a
vaulting smart contract. The contract then mints a predetermined number of
fractional tokens — for example, one million ERC-20 tokens representing 100%
of a single CryptoPunk or Bored Ape. These fractions can be sold on
decentralized exchanges like Uniswap, where price is determined by market
demand. The original NFT remains locked until a buyout threshold is triggered:
if someone acquires enough fractional tokens and initiates a buyout at a set
price, the vault can be dissolved and the NFT transferred to the new owner.
Remaining fraction holders receive their proportional share of the buyout price
in ETH or another currency.

Economic Implications
Fractionalization addresses the liquidity problem that plagues high-value

NFTs. A single CryptoPunk might be priced at hundreds of thousands of
dollars, limiting buyers to a small, wealthy pool. By splitting ownership, the
asset gains price discovery through continuous trading rather than infrequent
auctions. This also enables smaller investors to gain exposure to blue-chip NFT
collections without committing large capital. However, fractional tokens
introduce volatility: their price can diverge significantly from the implied
valuation of the underlying NFT, and thin liquidity in fractional token markets
can lead to rapid price swings.

Legal and Regulatory Risks
The Securities and Exchange Commission in the United States has

flagged fractional NFTs as potentially qualifying as securities under the Howey
Test. When investors buy fractional tokens expecting profits derived from the
efforts of others — such as the reputation management of a collection — those
tokens may be classified as investment contracts. This regulatory ambiguity
has slowed institutional adoption and caused some platforms to restrict access
for U.S. users. No clear federal framework existed as of early 2025, leaving
projects to navigate compliance on a case-by-case basis with legal counsel.

Current Use Cases and Limitations
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Beyond speculative trading, fractional ownership has practical
applications in digital art, virtual real estate, and intellectual property licensing.
Decentraland parcels and other metaverse land assets have been
fractionalized to allow shared governance over virtual spaces. Some projects
distribute royalty rights tied to NFT-linked music or video content through
fractional tokens, giving holders a stream of income from usage fees. The main
limitations remain smart contract risk, the complexity of coordinating among
many co-owners for decisions like licensing, and the challenge of
reconstructing full ownership once an asset is fractionalized. These structural
issues continue to shape how the model evolves.
Read more articles: bip39-phrase.com/p2p-crypto-trading/
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