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Abstract

The financial industry can play a significant role in reaching the sustainability goals. But there
is a lack of attention to the part financial advisors can or should play. By advising SMEs on
sustainability, financial advisors are in the position to make a large impact. To do that, financial
advisors must not only advise on creating financial value but also on social and ecological
value. By advising on creating multiple value and applying integrated thinking, financial
advisors can provide sustainable financial advice to SMEs. And because of the large and
diverse number of financial advisors for SMEs, they can make a difference in helping SMEs to
become more sustainable. This article focuses on the role financial advisors can play and the
impact they can make for SMEs in their challenge to become more sustainable. By combining
theory on the value of advice, multiple value creation, and integrated thinking, specifically
related to the challenges of SMEs on sustainability, the result is a definition of sustainable
financial advice to stimulate the debate on the specific role of financial advisors in reaching the
sustainability goals worldwide. Sustainable financial advice is financial advice with integrated
thinking about multiple value creation with the aim to reach the sustainability goals.
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Introduction

In reaching the Sustainable Development Goals (SDGs) set by the United Nations, finan-
cials play an important role. The SDGs serve as a global compass which the financial
community of banks, insurers, and investors can use to guide their core business towards
achieving economic, social, and environmental sustainability (SDG Industry Matrix, Finan-
cial Services'). But what about the role of financial advisors? There is a lack of attention
for the impact financial advice can have on sustainability, even in the recent paper about
social sustainability of the Geneva Association [1]. In this article, the possible impact of
financial advice on reaching sustainability goals by small- and medium-sized enterprises
(SMEs) is described, based upon the theory of financial intermediation and the value of
financial advice. This leads to a definition of sustainable financial advice. We want to con-
tribute to the field of sustainable finance and financial advice by focusing on the specific
role of financial advisors in relation to multiple value creation, which is lacking until now.

The Value of Financial Advice

The value of financial advice, as described by Montmarquette and Prud’homme [2], Mont-
marquette and Viennot-Briot [2, 3], Association of Financial Advisors [4], Brancati et al.
[5], Beach [6], and Winchester and Huston [7], is that financial advisors have a positive
influence on people’s financial behavior and financial outcomes. Recent studies during the
COVID-19 pandemic find that clients in long-term advice relationships were better pre-
pared financially to deal with the financial consequences of the pandemic [8]. Also, sev-
eral authors [9-11] connect financial growth of SMEs with the impact of financial advi-
sors. These findings built upon the theory of financial intermediation, where Williamson
[12] established that intermediaries have added value as the clients’ feeling of uncertainty
and complexity increases. Cummins and Doherty [13] point to the intermediary’s role in
simplifying the complexity of products and providing information and transferring this to
the client. This does not only concern products and services that are considered complex
or impactful by the government, such as investment products, mortgages, pensions, and
income insurance, but also products and services that are considered complex or impactful
by the clients’ experience. For an entrepreneur, being properly insured is extremely impact-
ful. A mix of well-coordinated non-life insurance policies can mean the difference between
going bankrupt or not. Taking out a simple loan can have a major impact if a consumer
subsequently wants to buy a house and cannot get a mortgage because of that simple loan.
For SMEs, there is no distinction between simple and complex financial products, like poli-
cymakers tend to do.

Within the theory of financial intermediation [14, 15], the added value of the finan-
cial advisor as an intermediary is attributed to two primary aspects: reducing transaction
costs and reducing information asymmetry. Coase [16] introduced transaction cost theory
to explain that there are costs involved when exchanging products and services. And that
organizations, like financial intermediaries, can reduce these transaction costs. Getting
insurance, tax return, or a loan is an activity that a business owner is not familiar with.
Therefore, finding out what kind of financial products or services you need and where to
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get them can be a costly procedure. Contracting a financial advisor can reduce these trans-
action costs, because they have the experience of monitoring and screening for financial
products. The concept of reducing information asymmetry is based on the advantage a
financial advisor, the agent, has by having more information than their principals. Financial
advisors can have more knowledge than insurers and banks about what kind of financial
services a business owner needs, and more knowledge than clients about what the best
product in the market is. Aristei and Gallo [17], Fan [18], and Alyyousif and Kalenko-
ski [19] all showed a positive relationship between financial knowledge, financial literacy,
and seeking financial advice. And a negative correlation between financial stress and seek-
ing advice. Fan states that “financial advice-seeking behavior is positively associated with
short- and long-term responsible financial behaviors, which ties well with previous stud-
ies showing positive value provided by financial professionals to clients’ overall financial
wellness (e.g., [20]; [21]; [22]; [23]).” Moreland [24] shows a significant positive associa-
tion between obtaining financial advice and financial behaviors as measured by an index
of desirable financial behaviors (avoiding bank overdrafts, paying credit card balances on
time and in full, establishing a retirement account, and checking credit scores/reports).

Montmarquette and Viennot-Briot [25] establish a link between financial advice and
financial prosperity. As clients receive more financial advice, they are better protected
against risks and have less debt on average and more prosperity. The demonstrable wealth
accumulation is in the saving behavior. In addition, Montmarquette and Viennot-Briot [25]
conclude that advice also ensures the selection of appropriate financial products, the opti-
mization of the asset mix, and the increase of financial self-confidence and peace of mind
with the customer. “The presence of a financial advisor increases confidence that there is
enough money to retire comfortably. Those who have advice are more likely to rely on
financial advisors, associate satisfaction with financial advisors, and have confidence in
financial advisors.” In their 2016 and 2020 studies, Montmarquette and Viennot-Briot con-
firm these values of financial advice, noting that advised individuals have better discipline
in financial behavior than non-advised individuals.

Brancati, Franklin, and Beach [5] also conclude, based on of their statistical research,
that clients who have received financial advice build up significantly more (retirement)
wealth, in the form of more savings and share ownership. This applies to both wealthy and
non-wealthy clients. As a follow-up to this research, Beach [6] concludes that an ongoing
relationship with a financial advisor leads to better financial results (more pension assets)
for clients and that especially clients who are just getting by, benefit most from financial
advice. Winchester and Huston [7] find that middle-income households who have the
help of an advisor are financially better prepared for retirement, make better use of their
employee benefits, and provide a good buffer compared to households that do not receive
advice. De Jong [26] concludes based on Spulber [27] and Williamson [12] that financial
advisors create more prosperity by reducing uncertainty and complexity about the right
financial transactions. Financial advice has tangible (material) and intangible (immaterial)
value. Intangible value can also be considered as subjective well-being, an advice that ben-
efits the experienced quality of life. Schepen and Burger [28] found that professional finan-
cial advice is positively associated with subjective well-being, compared to advice from
friends, families, or acquaintances or self-study, as the most important source when mak-
ing important financial decisions.

Based on a literature review of the value of financial advice [29], the following model
was created to help financial advisors and policymakers to become more aware of the con-
crete impact and value of financial advice.
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Fig. 1 The value of financial advice [29]

In the model as shown in Fig. 1, a distinction is made between the material value of
advice, which can be expressed in financial value, and immaterial value, which can be
expressed in, for example, feeling, emotion, or increased well-being. MacDonald et al. [30]
also concluded that financial advisors deliver a valuable service, and several of the benefits
are intangible and therefore difficult to measure, such as peace of mind. In addition, a dis-
tinction is made between individual value, the value for a specific person, and collective
value, the value of advice for society. The theory of the value of financial advice has paral-
lels with the theory of sustainable finance, which will be discussed later. First the theory on
the value of financial advice is narrowed to SMEs specifically.

Value of Financial Advice on SMEs

Most research on value of financial advice is done with consumers. But the results are also
transferable to businesses, specifically SMEs. For SMEs, the value of advice is twofold
[11]. There is the objective economic value by means of more profit and jobs and there is
the subjective value by confidence building and the psychological benefits of advice. Carey
[10] found that financial advice has a positive impact on SME performance, in particu-
lar that of small (5-49 employees) businesses. Berry et al. [9] also found that specifically
external advisors like auditors lead to higher growth for SMEs. Mole et al. [31] signals the
propensity to use formal external advice is the threshold of around ten employees. He sug-
gests that about this size businesses become more complex, requiring a greater range of
expertise and management skills, yet are still too small to justify employing staff with the
required knowledge and expertise internally. Berry et al. [9] found that SMEs whose owner
managers were high users of a range of business advice were also those that were grow-
ing most quickly; hence, the effect of business advisors’ contribution did make a positive
contribution to SME growth. These findings were in concert with and extend those of Ben-
nett and Robson [32] and Wren and Storey [33]. Empirical results from Carey [10] support
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the value of advice to SMEs. Carey found that firms buying business advice exhibit supe-
rior performance. “SME performance is perceived to be further enhanced when business
advice and auditing are jointly purchased, which suggests that auditors’ depth of knowl-
edge is beneficial to SME management.”

So where there is evidence that financial advice is beneficial to SMEs, the main find-
ings on the value of financial advice for consumers can also be valid for SMEs. As owners
of SMEs are individuals themselves, it is likely to conclude that the results of the studies
on the value of advice can be applied to SMEs. The raison d’étre of financial advisors can
therefore be explained by the fact that they improve SMEs’ financial situation, increase
efficiency, reduce the information gap, and/or reduce complexity for the client.

Sustainable Finance and Multiple Value Creation

The value of financial advice for SMEs can potentially be higher when the nature of the
context is complex and uncertainty with SMEs increases. We argue that the challenges
SMEs are facing with becoming more sustainable will boost the demand for advice by
financial advisors. Salzmann et al. [34] argue for instance that corporate decision-making
becomes more complex when a firm tries to balance acting responsibly with financial
performance.

The Dutch Committee for Entrepreneurship [35] indicates that long-term investments
are needed for SMEs, especially in the field of sustainability and digitization. The Com-
mittee writes: “Future-proof companies respond in a timely manner to technological
developments and new revenue models. Moving along in time prevents high costs when
governments are forced to take compelling measures. That is why it is important that com-
panies now think and invest in sustainability.” The circular economy requires additional
investments from SMEs, the digital revolution is putting traditional revenue models under
pressure, and attracting and retaining employees requires a good employment conditions
policy. Profitability is a precondition for the continuity of SMEs, but this should not be
at the expense of the social and environmental responsibility that entrepreneurs have and
on which they are increasingly held accountable. Researchers at the Rotterdam School of
Management [36] use the concept of healthy growth, but this is mainly aimed at wealth
growth expressed in gross domestic product (GDP). Growth aimed at broad prosperity,
which ensures long-term value creation for a broad group of stakeholders, goes beyond
healthy growth. This is sustainable growth. This can increase the social value of SMEs,
according to the Dutch Committee for Entrepreneurship [35].

Sustainability has been around for decades, in various guises. As early as 1972, the Club
of Rome [37] concluded that the earth’s capacity cannot keep up with economic and popu-
lation growth, even with advanced technology. In 1987, the UN published a report (Our
Common Future), better known as the Brundtland report, in which sustainable develop-
ment and sustainability were first identified as strategic goals. “Sustainable development is
development in which the present world population meets its needs without limiting future
generations to meet their needs.” Sustainable development is linked to the concepts corpo-
rate social responsibility (CSR), stakeholder theory, and corporate accountability [38].

In the European Union (EU), ambitious objectives have been formulated at both Euro-
pean and national level in relation to sustainable development linked to the SDGs, and a
European Green Deal has been developed as a roadmap to make the European economy
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more sustainable. Furthermore, a EU action plan (CEAP) to reach a circular economy by
2050 was launched in 2020. A Sustainable Finance Action Plan (SFAP) was launched in
2018, with a focus on actively stimulating investments in sustainable development. One of
the goals of which is to integrate ESG impact indicators into financial advice. The broader
focus on sustainability in relation to financing and reporting on sustainability impact
indicators is also reflected in new legislation and standards, including the Corporate Sus-
tainability Reporting Directive (CSRD) and Sustainable Finance Disclosure Regulation
(SFDR), which are decisive for legislation within the EU in this area.

Sustainable finance is mainly referring to the impact to be made by banks, insurers, asset,
and investment managers, with financing, investments, insurance, and payments. Schoen-
maker and Schramade [39], based on Levine [40], indicate three main functions of the finan-
cial system for sustainability: (1) Produce information ex ante about possible investments
and allocate capital, (2) monitor investments and exert corporate governance after providing
finance, and (3) facilitate the trading, diversification, and management of risk. In this article,
we introduce a fourth main function of the financial system for sustainability: sustainable
financial advice. By combining theory about the value of financial advice with sustainable
finance, the potential impact of financial advisors on sustainable development is identified.

Sustainable finance is defined as “the process of taking due account of environmen-
tal, social and governance (ESG) considerations when making investment decisions in the
financial sector, leading to increased longer-term investments into sustainable economic
activities and projects” [41]. Sustainability and ESG are linked more together also in aca-
demic literature lately [42]. Several authors describe sustainability as a multiple value
issue. According to Mondini [43], sustainability is to achieve a balanced development of
the economic, social, and ecological system. Scholtens [44] describes sustainable finance
as the interaction between economic, social, and ecological issues. Edmans and Kacperc-
zyk [45] mention the contribution of sustainable finance to non-financial objectives. And
Schoenmaker and Schramade [39] build their framework on sustainable finance on the
combination of financial, social, and environmental aspects. Also, Willekes, Jonker, and
Wagensveld [46] describe sustainable finance based on the foundations of multiple value
creation, which is “to move from mere economic value creation, to simultaneously and in a
balanced way creating ecological and social value.”

Multiple value creation is a combination of quantitative and qualitative performance,
based on the Triple-P philosophy of Elkington [47] with a focus on economic (Profit),
social (People), and ecological (Planet) value creation [48]. Profit is therefore not only
expressed in money, but also in social utility [49]. Multiple value creation is not only about
creating financial value, but also about creating ecological and social value.

Sustainability is now becoming more meaningful because it has been given inter-
national priority through the UN SDGs, EU action plans for a circular economy and the
Green Deal. Concrete goals have been drawn up that governments must achieve, which is
why there is extra pressure on the financial sector, among others, to shape the sustainability
transition. Sustainability is no longer optional, not even for the financial advisor. One of
the objectives of the Sustainable Finance Action Plan by the European Commission [50]
is incorporating sustainability in financial advice. But until now the only real step that has
been taken is the introduction of the SFDR. As of March 2021, financial advisors must be
transparent about the consideration of adverse effects on sustainability in the investment
or insurance advice, and the integration of sustainability risks, the sustainability risk poli-
cies, and the remuneration policy regarding the integration of sustainability risks. From 2
August 2022, insurers and advisers in unit-linked insurance policies must consider the sus-
tainability preferences of customers in the product approval and review process (PARP),
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product features for products with an investment component must be geared to the sustain-
ability wishes of the target group, and advisers must obtain information from the customer
about those wishes during a suitability test and explicitly take this into account to be able
to give good advice [51].

Value of Financial Advice and Sustainable Finance

The sustainability challenges have a major impact on the future of SMEs, the clients
of the financial advisor, and cause important financial issues. Sustainability in busi-
ness is based on four key elements according to Esty and Winston [52]: revenues,
intangibles, costs, and risks. They classify revenues and intangibles (like brand value,
reputation, patents, copyrights, and trademarks) as components that have the poten-
tial to create value, while costs and risks can potentially destroy value if not man-
aged adequately. The scale and complexity of these sustainability challenges create
(financial) uncertainty for SMEs. The value of advice increases as the complexity
and uncertainty for SMEs increase. Financial advisors are ideally suited to reduce
this uncertainty and help SMEs towards a financially healthy future in a responsible
manner for society and the environment. Almost all SME entrepreneurs already use a
financial advisor, such as an accountant, auditor, bookkeeper, tax advisor, financing
advisor, or insurance advisor. When advising on annual accounts and tax returns, the
past of the company is mainly looked at. But the challenges for SMEs focus on the
future, like a circular economy and the Sustainable Development Goals. Therefore,
the financial professional should advise more about the future instead of the past of a
company.

Research by the Chamber of Commerce [53] in The Netherlands shows that self-
employed professionals and SMEs want to become more sustainable, but that in
practice they encounter (mostly financial) barriers. The Dutch Committee for Entre-
preneurship [35] concludes that it is necessary for SMEs to have better access to capi-
tal in the form of both debt and equity. “A robust and diverse financing market is
needed, where alternative forms of financing are also accessible in addition to bank
financing.”

Godos-Diez et al. [54] link external advice seeking by SMEs to sustainability
initiatives. Building on McDonald et al. [55] and Yaniv [56], they state that “seek-
ing for advice provides regular access to non-redundant information and alternative
points of view, exposing directors to different perspectives and interpretations. Thus,
advice from external sources is likely to offer several interpretations to the extent that
it entails different cognitive schemas processing specific information, allowing for
the framing of issues and answers from a broader perspective [57].” Executives who
consider external advice in their decision-making processes are more likely to acquire
new knowledge on environmental changes and on opportunities according to Alexiev
et al. [58]. Menon and Pfeffer [59] mention that external advice is often considered
more impartial and therefore may also assist board members to reach consensuses
thanks to the provision of independent analyses and evaluations of proposals [58].
When sustainability initiatives are voluntary, it is important for each project proposed
by a director to be supported by an external opinion to convince the other directors.
So, resources and insights provided by financial advisors might be particularly impor-
tant for the board to adopt new perspectives and make decisions on sustainability.
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From Integrated Thinking to Sustainable Financial Advice

Financial advisors often work in a fragmented way: the tax advisor with returns, the audi-
tor with the reporting, the accountant with the annual accounts, the insurance intermedi-
ary with the insurance policies, and the financing advisor with the loan. This fragmented
approach does not fit the sustainability challenges SMEs face. To integrate sustainability
into the financial system, the accounting sector introduced integrated reporting based on
integrated thinking. Integrated thinking is the active consideration by an organization of
the relationships between its various operating and functional units and the capitals that the
organization uses or affects. Integrated thinking leads to integrated (‘“holistic”) decision-
making and actions that consider the creation of value over the short, medium, and long
term [60—62]. In other words, it involves organizational change to require everyone in the
organization to increase their contribution to a much broader, and longer term, concept of
value creation through a better understanding of how value is created.

On 9 December 2013, the International Integrated Reporting Council (IIRC) published
the International Integrated Reporting Framework. It was adapted in 2021. With this com-
prehensive (“holistic”’) framework, companies report about their business by addressing six
different capitals [63] or stores of value they can use to produce goods or services. These
are financial, manufactured, intellectual, human, social and relationship, and natural capi-
tal. Integrated thinking unites the constituent parts of an organization. It focuses the whole
organization on the mutually reinforcing endeavor of value creation for the organization
and value creation for key stakeholders. The business model, as the core of the organi-
zation’s value creation, sits at the center. It transforms input resources through business
activities into outputs and outcomes (impacts), achieving an organization’s purpose and
delivering its strategy. Integrated thinking also helps align these outcomes with the distinct
contribution an organization can make to the delivery of the SDGs. In November 2022, the
Council of the European Union gave its final approval to the CSRD. Companies® will have
to report on how their business model affects their sustainability, and on how external sus-
tainability factors (such as climate change or human right issues) influence their activities.
The new sustainability reporting rules will apply to all large companies and to all compa-
nies listed on regulated markets except listed micro undertakings. These companies are
also responsible for assessing the information applicable to their subsidiaries. The rules
also apply to listed SMEs, considering their specific characteristics. For non-European
companies, the requirement to provide a sustainability report applies to all companies gen-
erating a net turnover of EUR 150 million in the EU and which have at least one subsidiary
or branch in the EU exceeding certain thresholds. These companies must provide a report
on their environmental, social, and governance (ESG) impacts, as defined in this directive.

Siegrist et al. [64] also propose an integrated conceptual framework, which highlights
how firms could embed environment and sustainability into their long-term financial deci-
sion-making framework. They advise firms to adopt (1) longer-term executive compensa-
tion plans, (2) longer-term financial reporting, and (3) flexible financial decision-making
models which embed intangibles. All components correspond with the value of financial
advice.

2 https://www.consilium.europa.eu/en/press/press-releases/2022/11/28/council-gives-final-green-light-to-
corporate-sustainability-reporting-directive/
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The transitions SMEs face affect the entrepreneur and the company as well as the
employees. And these transitions have an impact on the tax dynamics, the (insurable)
risks, the cash flow, the investments, the return, and, for example, the employment
conditions. To be able to give sustainable financial advice to SMEs, an advisor must
have a multidisciplinary approach and combine several financial specialties. This view
is consistent with Gibson [65] who states that sustainability assessment would be best
designed as an integrative process. Adger et al. [66] also advocate a multidisciplinary
approach “using a decision-making framework where outcomes are based on a thick
understanding, spanning across various disciplines to gain legitimacy and eventually
produce solutions that are equitable, efficient and effective.” Also, SMEs are often part
of a supply chain and interact with several stakeholders like (local) government, resi-
dents, and clients.

The developments described in this article lead to a new insight into the role of
the financial professional of the future. There is a need for financial professionals
who can think and act in an integrated way, but especially for financial professionals
who actively advise SMEs based on this integrated approach. The challenges faced by
SMEs require more integrated advice from a financial professional [67]. Leaning on
the definition of integrated thinking, integrated (financial) advice can be considered
as multidisciplinary advice on financially facilitating an organization to create multi-
ple value. Integrated (financial) advice is a new field of research and is conditional to
achieving sustainable financial advice.

Integrated thinking as a financial advisor means being able to think in multiple
forms of value, thinking from multiple perspectives, thinking from systems and sub-
systems, and thinking from multiple disciplines. To then convert this into integral
advice for the SME. The integral SME advisor maintains a long-term relationship with
his SME client who oversees the relationship between the issues and can advise and
guide SMEs at a strategic level. The financial advisor who can advise SMEs broadly
and integrally can create a future-proof business model for himself in this way. To do
so, this integrated financial advisor should have knowledge and capabilities on four
dimensions:

Multiple value creation;

The cohesion between entrepreneur, enterprise, and employees;
Stakeholder and supply chain approach;

A multidisciplinary approach.

Sl e

Sustainable financial advice is advice that helps SMEs to become more sustainable.
For the short and long term. Sustainable financial advice is about integrated advice
with the aim to reach the Sustainable Development Goals. In order to help SMEs
become more sustainable, the financial advisor will have to adjust his/her value propo-
sition. From simple, especially advising for financial, value creation to advising for the
creation of multiple (financial, ecological, and social) value. In doing so, we apply the
principles of multiple value creation and integrated thinking. Multiple value creation
is an organizational strategy in which an organization not only creates financial-eco-
nomic value with its activities, but also explicitly aims to realize social and ecological
value. In practice, such a strategy leads to a “triple win”: profit for the shareholders,
profit for the other stakeholders, and profit for the natural ecosystem.
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Conclusion

Financial advice is valuable and can potentially be of great impact on achieving the
sustainability challenges for SMEs. By not only advising on economic value but also
on social and ecological value. This requires integrated thinking skills by financial
advisors. The combination of integrated thinking and multiple value creation by finan-
cial advisors for SMEs is what is defined in this article as sustainable financial advice.
Sustainable financial advice is financial advice with integrated thinking about multiple
value creation with the aim to reach the sustainability goals. With this article, the spe-
cific role and potential added value of financial advisors for SMEs in reaching their sus-
tainability challenges are emphasized. This was lacking until now, as the literature on
sustainable finance is mainly focusing on corporates and the role of accountants, banks,
insurers, and asset managers. The multiple value of financial advice for SMEs should be
taken more into account by policymakers and SME representatives and further research
to support this is conditional. More research is necessary about how integrated thinking
can be observed and gauged in practice and about the accessibility of financial advi-
sors for SMEs and their capabilities of providing sustainable and integrated advice. This
article did not address the issue of the degree of independence of financial advisors and
their remuneration but this should also be part of further discussion.
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