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Abstract
The The study aims to provide concrete evidence of the significance

of Downside risk in long-term investments in developed and developing
countries (Mohanty, 2019). Shielding an investor's wealth can be
daunting, especially during a downward economic cycle or financial
crisis (Arora, 2016; Pani, Bhatt and Himatsingka 2019; Arora and
Kumar, 2022). Investors willing to wait for a long time are only ready to
do so if their losses during the downturn eventually result in substantial
returns and recovery. The current study examined the original Fama
French three-factor model for the USA (Dow Jones) and India (Nifty50).
Furthermore, the market risk premium factor was divided into two
factors, downside risk premium and upside risk premium, to create a
more realistic four-factor model to help investors make informed global
decisions.  This new proposed model will also help select stocks for the
portfolio to help investors safeguard their wealth during a bearish market
and provide attractive returns during a bull market.
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I. Introduction
THE EQUITY MARKETS have been unstable and unprotected from the

market and unsystematic risks. Somewhat risk is inevitable and essential to
making an extensive profit. However, if it reaches a definite point, it will
result in a mishap (Shah and Parikh, 2019). Syed, Raza and Hashmi (2022)
stated that if the returns are optimistic, it is not a huge concern, but if returns
are negative, it hurts the economy and the wealth of investors. Hence,
identifying the importance of risk premiums during a bearish market
becomes crucial to investors.

In the Equity market, bearing a risk requires appropriate measures to
regulate the risk-adjusted return. Rashid and Hamid (2015) state that no



418 Finance India

Indian Institute of Finance

those stocks as defensive during the downfall. In URP, when the upside
beta is more significant than one, it will aid investors in making good returns
in a bull market.

Conversely, stocks with high downside beta show a dramatic decrease
in individual stocks during a downturn this is as per result of Mohanty
2019; Agrawal and Parikh, 2022. These stocks should be avoided as their
lower upside beta may prevent them from making money during upward
market movements. Therefore, choosing a more sustainable economic
portfolio will be more accessible by considering the beta of the downside
and upside risks independently rather than the combined factor risk in the
FF three-factor model.
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