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Abstract: A non-fungible token (NFT) is a uniquely identified digital asset that is verified using
blockchain technology to prove ownership and authenticity. NFTs can be associated with a wide
range of digital assets, including digital arts. A distinctive feature of NFTs is that they allow creators
to receive royalties each time their work is sold on a secondary market, whereas in traditional art
market, artists do not receive any royalties when their works are resold. In this paper, we build a
signaling model to show how royalties affect the pricing decision of creators and the art market
efficiency. We show that in the traditional art market, a high-type creator tends to charge too high
a price to signal high quality, which makes the demand too low and the size of art market too small.
In an NFT market, royalties reduce the high-type creator’s price distortion and also make the
efficient separating equilibrium more likely to hold. Thus, the art market efficiency can be
improved.
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