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Advanced Certificate in Real Estate Tokenization

Unit 7: Token Liquidity and Trading

Token Liquidity and Trading

In the Advanced Certificate in Real Estate Tokenization, Unit 7 focuses on token liquidity and trading. This
unit covers essential concepts and terminology, which are crucial for understanding the workings of real
estate tokenization and the trading of security tokens. This explanation will delve into key terms and
vocabulary, providing examples, practical applications, and challenges to help you grasp the subject matter.

1. Security Tokens

Security tokens represent an investment contract in a real-world asset, such as real estate, and are subject
to security regulations. They are built on blockchain technology, providing investors with ownership rights,
voting rights, and dividend distributions.

Example: A real estate developer wants to raise capital for a new project. Instead of issuing traditional
shares, they create a security token representing a share in the project. Investors can buy these tokens,
gaining the rights associated with a shareholder.

1. Tokenization

Tokenization is the process of converting real-world assets into digital tokens on a blockchain. This process
enables fractional ownership, making it easier for a broader range of investors to participate in investments
that were previously inaccessible due to high entry costs.

Example: A $10 million commercial building is tokenized into 10,000 tokens, each representing 0.001%
ownership. The tokens are then sold to investors, who can buy fractions of the building.

1. Liquidity

Liquidity refers to the ease with which an asset can be converted into cash without affecting its market
price. A highly liquid asset can be sold quickly and at a stable price, while a less liquid asset may take longer
to sell and may be subject to significant price fluctuations.

Example: Stocks and bonds are generally considered liquid assets, while real estate and art are considered
illiquid assets. Tokenization can improve the liquidity of real estate by enabling fractional ownership and
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trading on secondary markets.

1. Trading Platforms

Trading platforms are online marketplaces where security tokens can be bought and sold. These platforms
operate similarly to traditional stock exchanges but are built on blockchain technology.

Example: tZERO, Polymath, and Securitize are examples of security token trading platforms.

1. Order Book

An order book is a list of buy and sell orders for a specific security token. It shows the volume of buy and
sell orders at different price levels, allowing traders to assess market demand and supply.

Example: An order book for a real estate security token may show that there are currently 100 buy orders at
$100 per token and 50 sell orders at $110 per token.

1. Bid-ask Spread

The bid-ask spread is the difference between the highest bid price (the price a buyer is willing to pay) and
the lowest ask price (the price a seller is willing to accept) for a security token. A narrow bid-ask spread
indicates high liquidity, while a wide bid-ask spread indicates low liquidity.

Example: If the highest bid price for a security token is $100 and the lowest ask price is $105, the bid-ask
spread is $5.

1. Market Order

A market order is an order to buy or sell a security token at the best available price in the market. Market
orders are executed immediately, but the price at which they are filled may not be the same as the last
traded price.

Example: An investor wants to buy 10 tokens of a real estate security at the current market price. They place
a market order for 10 tokens, and the order is filled at the best available price.

1. Limit Order

A limit order is an order to buy or sell a security token at a specified price or better. Limit orders are not
guaranteed to be filled but provide more control over the price at which the order is executed.
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Example: An investor wants to buy 10 tokens of a real estate security but only at a price of $95 per token.
They place a limit order for 10 tokens at $95 per token, and the order will be filled only if the price drops to
$95 or below.

1. Stop Order

A stop order, also known as a stop-loss order, is an order to buy or sell a security token once the price
reaches a specified level. Stop orders are typically used to limit potential losses or lock in profits.

Example: An investor owns 100 tokens of a real estate security and wants to sell them if the price drops
below $90 per token. They place a stop order to sell their tokens once the price reaches $90.

1. Challenges

As you delve into the world of token liquidity and trading, consider the following challenges:

* Understanding the regulatory environment for security tokens in different jurisdictions.
* Evaluating the technical requirements and security measures for operating a trading platform.
* Assessing the risks and benefits of various order types and trading strategies.

By familiarizing yourself with the key terms and concepts discussed in this explanation, you will be better
equipped to navigate the complex world of token liquidity and trading in the Advanced Certificate in Real
Estate Tokenization course. Remember to apply your knowledge in practical scenarios and continuously
seek opportunities to expand your understanding of this evolving field.
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