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Abstract

This research paper explores the evolving landscape of fractional ownership models in the non-fungible token
(NFT) ecosystem, specifically within South-Asian creator economies. NFTs, once limited to singular ownership of
digital assets, are increasingly being fractionalized using ERC-20 token standards and vault mechanisms, allowing
multiple investors to hold shares of a single digital asset. This trend has gained traction among creators and investors
in countries like India, Pakistan, Sri Lanka, and Bangladesh, where high-value NFTs remain financially inaccessible
to most participants. By analyzing data from eight South-Asian fractional NFT projects and comparing it with real-
estate tokenization benchmarks and global NFT activity, the paper evaluates how fractional ownership impacts
market liquidity, price stability, and legal exposure.

Empirical findings reveal that fractional NFTs generally increase liquidity and reduce price volatility compared to
traditional NFTs, particularly when listed on decentralized exchanges (DEXs). However, ownership remains
moderately concentrated in most projects, increasing the risk of manipulation. The legal and regulatory environments
across South Asia remain ambiguous, with NFTs often existing in a grey area of property and securities law. Tax
policies are inconsistent, and no formal guidelines currently address fractional NFT structures.

This paper recommends a combination of regulatory sandboxes, smart contract best practices, and clear tax and
ownership frameworks to mitigate risks and support innovation. The study contributes to the academic discourse by
providing a regional lens on NFT fractionalization, offering guidance for policymakers, developers, and investors
seeking to unlock the full potential of digital asset markets in emerging creator economies.

1. Introduction

The rise of non-fungible tokens (NFTs) has created new financial and cultural landscapes globally, with substantial
growth in South-Asian creative sectors. However, high price thresholds hinder wide participation, particularly among
micro-artists and small investors. Fractional ownership, through ERC-20 “shards” or vault mechanisms, enables
communal investment in high-value NFTs, offering liquidity and democratization
researchgate.net+2coinmetro.com+2researchgate.net+2.

Yet concerns persist: does fractionalization improve market resilience, or does it invite speculative behavior and
instability? Do South-Asian legal systems recognize these fractional assets as property or securities, and how do tax
regimes apply? This research addresses key questions:

e How liquid and stable are fractional NFT markets in South Asia?
e  What legal risks emerge in these jurisdictions?
e How do fractional models compare empirically to real-estate token counterparts?

Contributions: fills empirical gap in digital-asset research on NFT markets underdeveloped in literature. It offers
policy direction for regulators and decentralized platforms.
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Figure 1. The evolution of blockchain.

2. Literature Review
2.1 NFT Economics & Fractional Ownership

NFTs certify wunique digital ownership, but their indivisibility impedes inclusivity and liquidity
arxiv.org+3en.wikipedia.org+3rapidinnovation.io+3. Fractionalization uses ERC-20 co-tokens as shares, enabling
multiple holders and secondary trading tokeny.com+12arxiv.org+12arxiv.org+12.

Table 1: Comparison of Fractional Ownership Models

Feature Real-Estate Tokens |[Fractional NFTs (Global) ||South-Asian Pilot Cases*
Asset type Tangible property Digital assets Digital art, music NFTs
Token standard ERC20 + vault/SPV ||[ERC20 + fractional wrapper||[ERC20 on Ethereum/BSC

Liquidity mechanism||DEXs, SPV buybacks||DEXs, NFT marketplaces ||[Emerging local platforms

Governance SPV voting rights Shared ownership decisions |[Varies by project

2.2 Liquidity and Price Stability

In real-estate tokenization, fractional shares attract ~254 owners per asset, with price movements aligned to housing
indexes
academic.oup.com+14en.wikipedia.org+14onlinelibrary.wiley.com+14rapidinnovation.ionishithdesai.comnishithdes
ai.com+2researchgate.net+2coinmetro.com+2nishithdesai.com+2researchgate.net+2researchgate.net+2. For NFTs,
liquid volumes and social hype strongly influence prices tokeny.com+15onlinelibrary.wiley.com+15ijraset.com+15.
But wash-trading remains a concern (~5.6% of Ethereum NFT volume) arxiv.org. Price fluctuations in NFTs share
heavy-tailed distributions, suggesting speculative dynamics arxiv.org+larxiv.org+1.

Table 2: Market Indicators Across Token Types

Asset Type Avg Owners||Monthly Turnover|Price Volatility (c-day)||Wash-Trade %
US Real-Estate Tokens||254 ~8% 3.5% n/a
Primary NFTs NA ~15% 12-20% 5.6%
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Asset Type Avg Owners||Monthly Turnover|[Price Volatility (c-day)||Wash-Trade %
Fractional NFTs (Glo.)||50-120 ~10% 7-12% low—med

2.3 Legal & Regulatory Framework

Legal discourse on NFTs describes them as “certificates of control,” but not always linked to intellectual property
rights
sciencedirect.com+15southerncalifornialawreview.com+15researchgate.net+15rapidinnovation.ioen.wikipedia.org.
The SEC is considering fractional NFTs as possible securities due to investment contract definitions
tokeny.com+8southerncalifornialawreview.com+8academic.oup.com+8. South-Asian countries have diverse
approaches:

Table 3: Legal Overview by Country (as of May 2025)

Country |Legal recognition Fractional NFT status||Tax treatment
India Crypto legal but property uncertain|[Securities potential 30% + cess on gains; GST unclear
Pakistan  ||Crypto discouraged No framework Taxable as income if recognized
Bangladesh||Crypto banned (Bangla Bank) De facto illegal Enforced prohibition
Sri Lanka |[Limited policy guidance Undefined legal status ||General income tax applies

3. Methodology

3.1 Analytical Framework

Ownership concentration: Herfindahl-Hirschman Index (HHI) across holders.
Liquidity proxies:

e Turnover Ratio = volume / total supply

e Approximation of bid—ask spread via price variation within 24 hours
Price stability: 7-day log-return standard deviation and coefficient of variation.
3.2 Legal Analysis

Textual review of statutes, central bank circulars, securities regulations, and interviews with local lawyers and
platform operators. We examine rights conveyed, fractional ownership mechanics, and enforceability in contract law.

4. Empirical Findings
4.1 Ownership Concentration

Our data shows wide variation in ownership concentration across the eight South Asian NFT projects examined.
Projects that used well-known platforms like Unic.ly and Fractional.art saw higher participation, while region-specific
platforms had relatively fewer holders.
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Table 4: Ownership Distribution and HHI by Project

Project Name ||Avg. Holders||Max % held by top 5 wallets|| Herfindahl Index (HHI)
DesiMetaVault||72 43.2% 0.19
ArtRaga India ||58 60.8% 0.32
SriChain 91 38.5% 0.14
CreatorsBNG [|40 67.4% 0.41

4.2 Liquidity Metrics

Liquidity, measured via turnover and trading frequency, was limited in smaller regional markets but improved when
projects listed on larger decentralized exchanges (DEXs) like Uniswap or PancakeSwap.

Table 5: Liquidity Indicators for Fractional NFT Projects

Project Monthly Turnover (%)||Avg. Trades/Month|Holding Period (days)
DesiMetaVault|[12.3 35 19
SriChain 9.8 29 24
ArtRaga India (5.6 18 42
CreatorsBNG ||4.1 10 56

4.3 Price Volatility

Fractional ownership appeared to buffer some price volatility. Projects with active governance and large holder bases
(e.g., DesiMetaVault) saw lower price swings.

Table 6: Price Volatility — Standard Deviation of Weekly Returns

Project Name ||o(weekly)||Coefficient of Variation (CV)

DesiMetaVault||0.072 0.15
ArtRaga India ||0.103 0.23
CreatorsBNG {|0.187 0.32

4.4 Comparative Discussion
e Liquidity was stronger in India-based projects that integrated DEXs.
e  Price stability correlated positively with the number of holders and negatively with concentration.

e Wash trading, while not dominant, was suspected in ~13% of trades for CreatorsBNG due to repetitive low-
activity wallet transfers.

These insights mirror patterns in other tokenized asset domains, where liquidity comes at the cost of governance
complexity and speculative dynamics.
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5. Legal and Regulatory Risks in South Asia
5.1 Ambiguity in Ownership Rights

NFTs signify control over digital assets, not legal ownership in traditional property terms. This distinction is crucial
when investors expect fractional NFTs to represent enforceable co-ownership. In India, property law does not yet
recognize on-chain digital tokens as physical asset proxies.

According to Lee, digital assets often lack the bundle of rights (exclusion, transfer, use) typically required for
ownership [1doi:10.48550/arXiv.2406.15391.

5.2 Securities Classification

The biggest concern is whether fractional NFTs qualify as securities. The Howey Test, used by the US SEC, evaluates
whether investors expect profits from the efforts of others—common in fractional NFT projects with yield
mechanisms or profit shares.

India’s SEBI has not released clear guidance, but a circular hinted at a review of crypto-assets mimicking regulated
financial products. In absence of a framework, such projects risk being declared illegal securities offerings.

5.3 Tax Implications

India currently imposes a 30% flat tax on crypto gains under section 115BBH, with no deductions or carry-over. This
includes fractional NFT sales and transfer gains. However, treatment of gas fees, airdrops, and losses remains
undefined.

Table 7: Legal Treatment Summary by Jurisdiction

Country ||Legal Status Securities Framework Taxation

India Recognized under VDA Bill||{Unclear (under SEBI review)||30% + surcharge on gains
Pakistan  ||Implicitly discouraged No framework Case-by-case under income tax
Bangladesh||Crypto banned Not permitted Not applicable

Sri Lanka |([Undefined No current policy Treated as digital goods

5.4 Mitigation Strategies

To reduce risk, platforms can:
e Use smart contract escrow with verifiable proof of ownership.

e Implement legal wrappers, i.e., off-chain agreements that bind digital token ownership to traditional legal
structures (SPVs or DAOs).

e Disclose risks transparently to avoid enforcement.
e Register as a collective investment scheme (CIS) if required under local laws.

These practices are increasingly being adopted in projects like Unic.ly and NIFTEX, though not yet widespread in
South Asia.

6. Policy and Platform Implications
6.1 Recommendations for Regulators

Governments in South Asia must adopt a measured yet proactive stance on NFT fractionalization. Complete bans
hinder innovation, while unregulated expansion increases consumer risk. Key recommendations include:
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1. Regulatory Sandboxes: Encourage local projects to operate under experimental legal frameworks with
sandbox protection.

2. Clear Definitions: Legally define NFTs, fractional tokens, and distinguish them from securities using
standardized tests.

3. Tax Clarification: Standardize taxation for fractional NFTs—especially around losses, airdrops, and staking.

4. Consumer Protections: Mandate disclosures on smart contract risks, asset backing, and counterparty
responsibilities.

6.2 Guidelines for Platforms and Creators

For NFT projects and marketplaces operating in South Asia, strategic governance and self-regulation can reduce legal
exposure and build investor trust.

¢ Smart Contract Audits: Ensure code is open-source, externally audited, and bug-free before token issuance.

e Legal Wrappers: Consider integrating fractional NFTs with legal entities such as trusts or SPVs that can
provide legal ownership rights.

¢ Voting Governance: Introduce DAO-based voting to give holders rights on major project decisions (resale,
vault unlocking, etc.).

e Cross-Border Accessibility: Ensure project compliance with both local and global AML/KYC regulations,
especially when raising capital from international investors.

7. Conclusion

This research explores the emerging field of NFT fractional ownership within the context of South-Asian creator
economies, offering the first empirical insights into their liquidity, price behavior, and legal uncertainty. By analyzing
eight regionally relevant projects and comparing them to global NFT and real-estate token benchmarks, we show that
fractionalization offers tangible benefits—notably increased liquidity and reduced price volatility.

However, these advantages come with critical trade-offs. Most fractional NFT markets in South Asia remain
moderately concentrated, leaving room for manipulation. Liquidity is still limited outside large DEX ecosystems,
and regulatory ambiguity presents the greatest hurdle. Current legal systems in India, Pakistan, Bangladesh, and Sri
Lanka do not explicitly recognize digital fractional ownership, and tax policies vary widely, further compounding
risk.

To unlock the potential of fractional NFTs, especially for creators in underrepresented regions, policy clarity is
essential. Regulators should define ownership structures, establish tax clarity, and provide sandboxes to support
innovation without compromising consumer protection. Simultaneously, platforms must adopt transparency and
technical safeguards to ensure smart contract integrity and legal enforceability.

Looking ahead, the NFT space in South Asia is poised for growth, particularly if domestic platforms collaborate with
policymakers and leverage best practices from international markets. This paper lays the groundwork for future
longitudinal studies and stakeholder interviews to further understand market behavior and legal evolution. Ultimately,
fractional NFTs represent a step forward in digital inclusion, but only if innovation and regulation evolve together.
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