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Abstract:

The study aimed to provide an in-depth examination of traditional finance
by reviewing a diverse range of its assumptions and limitation, and introducing
behavioral finance as an innovative alternative that combines and integrates
finance with psychology. This was done by presenting the Key components and
assumptions of behavioral finance, as well as highlighting the role of researcher’s
contributions in it’s development. The study concluded that the theory of
behavioral finance has partially succeeded in explaining and elucidating some of
the distortions and financial phenomena that remained beyond the scope of
traditional theory.

Keywords: Traditional finance, Efficiency of capital markets, price anomalies,
Behavioral Finance, Investor behavior.
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