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Author’s Note


This is a book about a new and emerging technology. As such, it is almost certain that by the time you read these pages, the world of Non-Fungible Tokens (NFTs) will have changed. More specifically, it will have grown, evolved, and expanded into new areas, and in ways that include new players and technologies. The record prices for NFT works of art mentioned in this book may be broken. The largest and most lucrative partnerships with artists, athletes, and fashion brands to create NFTs may have been superseded and eclipsed. Businesses launching their own NFTs may—and, in fact, probably will—have accelerated at a remarkable pace since the time of this writing, and created NFT-based innovations and products that are not included here.


However, this is also a book about the basic, fundamental truths of NFTs—what they are, where and how they can be applied, and where they hold the potential to create powerful disruptions in our lives. These fundamentals will not change as time goes by. Rather, they will be used in exciting new ways, and in new areas, and this will be happening all the time . . . including after this book goes to press.


As champions of NFTs, we wouldn’t have it any other way.


—Marc Beckman




Introduction


“What just happened?”


This was the question that seemed to echo across the art world—and then across the entire world—as news spread of a remarkable and unusual sale by Christie’s auction house in early March of 2021. A digital collage entitled Everydays: The First 5000 Days, by an American artist known only as Beeple, had sold for a staggering $69.3 million. The sale price alone made this transaction remarkable news. But there was something more. Something that took this transaction from the realm of the rare into the land of the positively game changing.


What had been sold by Christie’s was not a canvas. Or a print. Or a sculpture. Or anything that could be touched or felt or held in someone’s hand.
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What had just sold for this staggering sum had come in the form of an NFT, or non-fungible token. Technically speaking, it was a digital file, but not just any digital file. The artwork contained a token verifying the unique nature of the piece, and tracing the record of the work’s ownership back to the very circumstance of its creation. The token meant that the work could never be altered or changed by anyone save the new owner—who turned out to be a famous blockchain investor—and that no facsimile or reproduction of the work could ever truly be created, because any reproduction would lack this unique, distinguishing token.


Confused?


Many in the art world certainly were, at least initially. But this sense of bemusement was soon followed by a creeping feeling that something very important had just occurred— something with the potential to change transactions—and even the very notion of “ownership”—forever.


These are, after all, times of remarkable change . . . especially in the digital world.


The rise of cryptocurrency is revolutionizing how payments are executed, while at the same time building an entirely new class of investors. Crypto is also creating a world of finance and financial transactions that are free from government regulation in ways that have never before been possible. With the value of digital tokens like Bitcoin hitting middle five figures, even entities that had been skeptical of the utility of cryptocurrency (or who had downright called it a scam) are now changing their tunes and rushing to invest.


Stepping back for an even wider view, blockchain—the mechanism that underpins both cryptocurrency and NFTs— is advancing the technology used to verify who created something, who owns something (digital or otherwise), and where that something came from. With blockchain, the ownership history of a piece of currency is baked into the currency itself, and is accessible to anyone who examines it.


Imagine you could take a dollar out of your wallet and immediately know every person who had used that dollar, the nature of every transaction it’d been used for, and that you could see back to the very moment when the bill was printed.


In the real world, you can exchange a dollar bill with your friend for another dollar, and the contents of your respective wallets will be—for all practical purposes—essentially unchanged. Neither of your dollars is going to be more valuable than the other. And the history of both dollars essentially remains a mystery. You don’t know where it came from, or how it has been used. And you probably have the same chance of being able to guess if the dollar is real, or if it has been counterfeited.


But not so with NFTs.


This is the “NF” part of an NFT. It’s non-fungible. That means you can’t exchange it for something like it somewhere else, and have everything be exactly as it was.


Many things of value are fungible, especially cash or coin money. But with the rise of crypto, that is going to change— for currency, but also for artworks, for collectibles, and for digital items of all sorts.


As the art world learned after the sale of Beeple’s collage, an NFT is value because it is an utterly unique item, and this fact is verifiable. An NFT is a custodian of its own uniqueness. It can self-verify as a one-of-a-kind work of art. (Like a counterfeit detector can show that a bill is authentic, an NFT does this for itself.) An NFT can “tell its own story,” and it can do that for as long as it exists.


Even to those unfamiliar with cryptocurrency or blockchain, with the sale of Beeple’s collage, the puzzle pieces began to fall into place. Suddenly, the blockchain wasn’t just for digital currencies like Bitcoin. Now, it was going to be for all sorts of things.


In the art world, the problem of fakes would disappear completely. The owner of a work could sell that work at any time, and have full faith in the transaction. Buyers would enjoy a new level of confidence in the authenticity of their new asset.


And then there was the existential side of things!


Purchasing artwork in the form of an NFT would create a deep and powerful level of ownership never before available to an art collector. The person purchasing a work of art as an NFT would have full claim not only to the work, but to its entire past, back to the moment of inception. Furthermore, that collector would always have an irrevocable place in the work’s history regardless of who might come to own it in the future. Their name would be on its blockchain forevermore, and old notions of curation and custodianship would turn entirely on their heads.


And as the mind-boggling circumstances of the sale of Everydays: The First 5000 Days slowly began to become clear, entrepreneurs and professionals dealing in content creation began asking a new question. No longer was it, “What just happened?” but now it was, “So what about me?”


If NFTs could work in the world of fine art, then what about the world of sports imagery, or fashion photography, or music, or important historical documents? The list goes on and on.


It became clear that anything that was bought, sold, collected, or inherited stood to be impacted in a positive way by NFTs. Artists and photographers were about to find remarkable new revenue streams, and previously unimagined incarnations for their work. Brands were going to find new ways of connection with their customers. Entertainers and video game developers were going to immerse fans in ways never before dreamed of.


I wanted to write this book because, frankly, this powerful change is coming whether people like it or not. In an era when the disrupting and upending of entire industries has become a regular occurrence, negotiating the “NFT-transition” will be an important part of businesses staying competitive in the twenty-first century.


In this book, my goal is to provide you with a solid overview of NFTs, and to take away the “mystery” that some people felt when Everydays: The First 5000 Days was sold. I’ll lay out NFTs’ relationship to blockchain and digital currency to help you to understand how NFTs work precisely. We’ll explore the nuts-and-bolts of how NFTs will help creators monetize their creative assets in exciting new ways, and how collectors can strike at the right time to invest in a completely original form of asset. Finally, I will help prepare you to act now in preparation for this new world just on the horizon.


It was one thing to explain what Bitcoin even was ten years ago, but quite another to forecast what Bitcoin would mean.


If you want to understand what happened in March of 2021, why it matters today, and how to position yourself for success in the world it’s about to bring about, then read on . . .




PART ONE


Meet Your Guide


Who am I? How did I get involved in NFTs? And how did I come to be your personal Virgil, leading you through this strange and exotic new landscape?


I am best known as the founder of the award-winning agency, DMA United, which combines commercially oriented principles with branding and advertising. I like to say that DMA United operates “at the intersection of style and design.” A small sampling of DMA United’s clients includes the NBA, Karl Lagerfeld, MoMA, LVMH, Warner Brothers Entertainment, Sony Music, and the estate of Nelson Mandela.


I am also an attorney with a JD degree, and an adjunct professor at NYU Stern’s MBA Program, where I serve as Co-Chair of NYU Stern’s Luxury & Fashion Council. I live in New York City with my wife and two kids.


My pathway into NFTs hedged on a chance meeting.


It came down to an encounter with Stephane De Baets. Stephane works in finance, real estate, and hospitality. He’s always been a really forward-thinking guy whom I respect immensely. On the fateful night, I’d caught up with Stephane at a restaurant he owns in SoHo called the Chefs Club. Ostensibly, we were there to explore doing some branding and advertising for the restaurant. We were discussing our shared passion for innovation and futurism, when Stephane told me he had recently purchased the St. Regis Hotel in Aspen “through blockchain.”


Through blockchain? I thought. How? Why? But the more he told me, the more it became clear that there had been a method to his madness! The blockchain-backed aspect of the purchase had opened up new business possibilities. As he explained to me, Stephane had used the St. Regis as an asset to back the launch of a new crypto—the Aspen Digital Token, or AspenDigital—which let qualified investors take minority stakes in the property itself. Ultimately, this allowed about 20 percent of the hotel to be purchased and owned entirely by these minority investors. The other 80 percent stayed in the possession of Stephane’s company. But that wasn’t all. Holders of AspenDigital tokens were welcomed into a special rewards and privileges program that activated whenever they visited the property. Owners of even a small amount of AspenDigital would receive 20 percent cash back on all money spent during their stay at the St. Regis, and large coinholders could receive as much as 50 percent back.


I was blown away by what Stephane had done here. Not only had he democratized the investment process; he had allowed for even small players to own powerful investments that were 100 percent supported by blockchain. And in the same stroke, he was creating entirely new interactions with the property itself.


But, as I learned in the days to follow, Stephane wasn’t yet finished . . .


When the COVID-19 pandemic hit, Stephane and I saw early-on that restaurants would be under tremendous strain, and many would simply not survive. This time, Stephane and I worked together, in a pro bono manner, to find ways that digital tokens could be used not only to support restaurant owners, but also to create a trickle-down effect that would reach the kitchen staff and gig economy workers. We developed a simple exchange by which a customer could enter a restaurant and pay $500 for a digital token that could be exchanged for $1,000 worth of dining in the future, after COVID-19. The extra $500 functioned like an advance that helped to keep kitchens afloat through the pandemic, and the model resulted in the creation of a new form of crypto focused on the restaurant community.


Needless to say, I became very intrigued by what I saw happening in blockchain and crypto—especially because it was going above and beyond what most people think of when they visualize a blockchain-backed transaction. These were innovators doing entirely new things and I started to explore how it might intersect with my world at DMA United.


Fashion, art, professional sports, social justice—all of this stood to be impacted by these new tools. In May of 2020, the concept of digital collectibles and unique brand ownership experiences led me to pilot Truesy—an NFT marketplace that really hit DMA United’s community in its “sweet spot” where design, branding and fashion meet.


Now you know who I am. Next, I’ll explain a little more about why I think blockchains are the best solution for the problems of today . . . and of tomorrow.


 


Blockchain and the problem of provenance


Blockchain is the technology that makes the NFT revolution possible, so understanding it is key.


Oftentimes, the easiest way to wrap your head around a complicated new invention is to start with the question: “What problem was this designed to solve?” When it comes to blockchain, the answer is the problem of provenance. That is, the history of ownership.


Blockchain is a digital “living ledger” that grows each time it is used for something. Generally, this “use” will be a financial transaction. Blockchain cannot be altered inappropriately, and it cannot be forged or counterfeited. A blockchain exists electronically, and requires a digital record—powered by a computer server—to maintain the integrity of its living ledger. Each time a transaction occurs, that transaction is recorded on this digital ledger. This ledger is transparent, so any participant in the technology can see it, and can verify that it happened. The transactions are also time-stamped and irreversible. (There are no “returns” in the world of block-chain. A transaction can’t be reversed, recalled, or undone. Something can be sold and resold, but there is no “undo” button.) Blockchain transactions also have the quality of “unanimity”—that is to say, all participants in the network agree to the validity and binding nature of all blockchain transactions.


Blockchain transactions are secure because everyone involved in the chain is also involved in verifying the transactions. (This is sort of like if everyone using a physical piece of currency—like the US dollar—was also involved in checking bills for authenticity, and likewise making sure all bills were being legally used by the last person who had obtained them through a transaction.) Blockchain-backed currencies and tokens prevent forgery and fakery because of this kind of technological transparency. If someone tried to tamper with a block on a blockchain, every other user of the same blockchain would immediately know. This would be like if a counterfeiter bleached a $1 bill and reprinted the design of a $100 bill on top of it; everyone using that currency would immediately know. This is one reason that—although it runs on digital technology—a blockchain can’t be “hacked” in the way a computer network can. Furthermore, most blockchain networks are getting bigger all the time, adding more users to the chain; this makes transactions on the chain safer and safer, because there are always more users who would notice if anything were amiss.


To best understand the technology, it may be helpful to consider blockchain’s most prominent example, which is definitely Bitcoin. The blockchain that runs Bitcoin was created by a mysterious person (or persons) known as “Satoshi Nakamoto.” In creating his cryptocurrency, Nakamoto devised a way that the history of each Bitcoin would be verified electronically with a digital timestamp, and a record of each Bitcoin would be maintained in an electronic ledger. What would power this ledger? The answer is Bitcoin mining.


Nakamoto designed his system such that the record of all Bitcoin transactions could be decentralized and maintained by a network of computers around the world that were actively “mining” Bitcoins. We use the word mining, but what these computers are actually doing is solving a series of complex mathematic problems that then maintain the chain of transactions in the Bitcoin ledger. (Why would anyone do this mining? Because the miners are rewarded periodically for this work with new Bitcoins of their own.) There are some downsides to this model, such as environmental implications—which we’ll address—but as a system for maintaining the integrity of Bitcoin, this mass collaboration/verification model works well.


Bitcoin solves the problem of provenance, but it also does so much more. Bitcoins are not physical. They’re not made of a substance that can be used for anything. They certainly can’t be redeemed for gold (or other valuable metals), like some hard currencies can. Many of the advantages of Bitcoin, however, are in other things that they can’t do. Namely, they can’t be faked in any way. There is no such thing as a fake Bitcoin. Paper currency can be (and widely is) faked. When you pick up a $100 bill, you have no idea of its origins. You don’t know if it was born in the US Mint or in a North Korean forgery operation. That information is not available to you as the person touching the currency. But with Bitcoin, that information is not only available, but it’s an integral part of that piece of currency.


Alongside forgery is theft. A pickpocket can steal money from your wallet and then spend it freely without a merchant being any the wiser. Bitcoins are not possible to “steal” in the traditional sense of the word because the record of ownership transactions is imprinted on the blockchain.


Bitcoin is also free from any risks that come from being tied to a government or central regulatory entity. For example, a government can suddenly declare that a currency note can be redeemed for—and is therefore “worth”—$100 in gold. Or $200. Or is suddenly no longer redeemable for the thing that formerly backed it. When governments do this, it can cause inflation, deflation, currency manipulation, and general chaos across the board. But a Bitcoin is redeemable for nothing physical, and is always worth whatever people are willing to pay for it. And it is incredibly liquid and easy to sell or convert. A government can also gradually devalue currency whenever it sees fit by printing more money. Bitcoin, to the contrary, cannot be devalued in this way because a unique and finite number of Bitcoins has already been set. After the remaining Bitcoins are mined, there will never been new ones added to circulation. (This quality of finality and uniqueness will come into play as we look more deeply at the advantages of NFTs.)


Finally, Bitcoin solves the problem of central authority by keeping government almost totally out of the picture. (Though not completely. It should be noted that certain governments have outright banned the trading of cryptocurrencies like Bitcoin.) Bitcoins are unique, and when they are yours, they can stay yours forever. But a government, if it so wishes, can recall all its currency notes and replace them with newly-issued, updated ones. When you own physical money issued by a government, there is always the possibility—however small—that that same government can issue new laws or rulings that will impact your physical money in a negative way.


This kind of tension is also felt where the worlds of art and money intersect—a spot where blockchain technology and NFTs will be centrally important. In the art world, a repressive government might declare a painting or other artwork to be obscene, “antirevolutionary,” or otherwise treasonous— and so outlaw or confiscate it. Imagine if a beautiful and expensive work of art were suddenly declared illegal to own! But when assets are owned electronically and as non-physical manifestations, the government’s ability to physically seize a unit of currency or piece of art becomes a much trickier prospect. Enforcement of these kind of repressive rules would be incredibly difficult for a government to actually implement.
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Rick and Morty creator Justin Roiland made over $1 million for an NFT comprised of a crudely-drawn sketch of character from The Simpsons nude.


In summary, a blockchain is a self-preserving digital ledger that keeps records of everything on the ledger, and all legitimate reactions related to it. It solves the problem of provenance, counterfeiting, and all kinds of physical deception. When used to back a currency, it also takes great steps to prevent inappropriate government interference and regulation.


 


If that’s blockchain, then what is an NFT?


Put simply, an NFT is a digital token backed by blockchain— just like a Bitcoin is. However, an NFT also represents a unique digital file—as opposed to a unit of currency—and this digital file usually takes the form of visual artwork, a GIF, an audio file, or something similar.


Another way to think about it is that an NFT is a piece of digital art, video, or audio that is tied to the blockchain like a unit of cryptocurrency. Yet while units of the same cryptocurrency are all technically unique, they are also all worth the same amount. (You can go online right now and look up how much a Bitcoin is worth. That number will be the going rate for all Bitcoins.) NFTs may be backed by the same blockchain, but in most cases they are going to be worth different amounts of money—just as though they were unique works of art. Because they are.
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