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Although the conceptual breadth of 'social capital' has some advantages in terms of uniting an
array of different research areas it is arguably too vague and as a consequence can be used to justify
contradictory policies (Woolcock, 1998). Recent research has begun to address this by breaking
down the concept of social capital into distinct elements which are found to have separate
relationships with personal and social characteristics (Bjornskov, 2006).
In addition to greater specificity, policy makers need researchers to show them that relationships
between subjective well-being (SWB) and elements of social capital are not spurious, and are
causal. However, since much of the research into SWB and social capital has used cross section
data (e. g. Li et al., 2005) it is open to the criticism that unobserved, time invariant variables (such as
personality) or unobserved, time variant variables (such as current mood) may be biasing findings.
Furthermore, little has been done to establish causality.
Panel datasets allow within-person analysis to be performed which controls for the unobserved,
time invariant individual effects. Increasingly such fixed effects models are being used and these
continue to show significant relationships between social capital variables and SWB (Powdthavee,
2007). Fixed effects models address the issue of time invariant omitted variables, however they still
leave open the problem of time variant omitted variables, and potential reversed causality. This
potential endogeneity of social capital variables may be addressed through the use of Instrumental
Variables (IV), if adequate instruments (variables which correlate with the social capital variables
yet not with SWB) can be found.
The aim in this paper is to produce findings which can inform policy. The analysis models the
impact on life satisfaction of one very specific aspect of social capital - the frequency of talking to
ones
neighbours
using
the
British
Household
Panel
Survey
(BHPS).
The
panel
nature
and
extensive detail available in the BHPS allows controls for individual fixed effects and for most
factors which have been shown in the literature to influence SWB (Dolan et al, 2006).

The BHPS data shows a shows a clear positive bivariate relationship between the frequency of
talking to neighbours and life satisfaction. This relationship remains robust even when controlling
for those factors which may have caused a spurious finding (e. g. age, presence of children in the
household,
health,
marriage
status,
employment
status,
hours
worked,
neighbourhood
harmony,
length of time the individual has lived in their current house, and the unobserved individual fixed
effect). However, both reports of life satisfaction and frequency of talking to neighbours may be
subject to similar measurement error. For example, if the respondent is in a particularly good
mood and painting a non representative favourable picture of their life then measurement error on
the life satisfaction variable may be correlated to measurement error on the frequency of talking to
neighbours
variable.
Furthermore,
the
assumption
that
the
direction
of
causality
runs
from
frequency of talking to neighbours to life satisfaction is brought into doubt by the fact that lagged
life satisfaction enters positively into regression predicting the frequency of talking to neighbours.
Both these factors suggest that frequency of talking to neighbours may be endogenous.
Using an instrumental variable model to overcome the potential endogeneity of talking to ones
neighbours is considered. Firstly, this involves a search for instruments, or variables which have a
strong correlation with talking to neighbours, yet no relationship to life satisfaction except that
which is fully mediated via talking to neighbours. The frequency of talking to neighbours is
reasonably well predicted by house type (terrace, detached etc. ), satisfaction with finances, length
of time in neighbourhood, the number of children and adults in the household, time at work,
employment status, age, marriage status, and the average frequency of talking to neighbours in the
district. However, many of these variables also share a direct relationship with life satisfaction,
making them unsuitable instruments.
The very complexity of the web of social capital relationships seems to make identifying valid
instruments for one attribute of social capital problematic. The use of average frequency of talking
to neighbours in the district and a lagged value for talking to neighbours are used as instruments in
a fixed effects IV model. The coefficient on talking to neighbours is no longer significant within
this model. Unfortunately, although these findings indicate that a relationship may remain even
when endogeneity is accounted for, the use of IV techniques are not found to be a solution to
problems of endogeneity of social capital variables.
Talking to neighbours is positively associated with life satisfaction. But we cannot know with
certainty that the causality runs from talking to neighbours to life satisfaction. Nevertheless, the
evidence of association justifies the evaluation of a programme of intervention to stimulate
increased interaction between neighbours. This would establish clearer evidence on the direction of
causality. The factors predicting the frequency of talking to neighbours suggests that it can be
influenced by house and street design and public levels of noise. These are areas within the remit
of local government.

Introduction
A substantial body of literature has drawn links between social capital and both collective and
individual well-being. Social capital, perceived as a form of social trust and networks, has been
linked to "lower crime rates, improved child welfare, better public health, more effective
government administration, reduced political corruption and tax evasion, and improved market
performance, education performance etc" (Helliwell and Putnam, 2004: 1437). Woolcock also
introduces a link from social capital to happiness noting that "the well connected are more likely to
be housed, healthy, hired and happy. " (Woolcock, 2001: 12). Whilst the link from social capital to
happiness may be mediated via such factors as health, employment, and reduced crime, there may
also be a direct route between social capital and individual happiness, for example, Bjornskov
claims that "social capital is a powerful factor when explaining why some nations are happier than
others" (Bjornskov, 2003: 3).
Enduring happiness is more often represented within the psychology and economics literature as
subjective well-being (SWB), which is an umbrella term for how people think and feel about their
lives (Diener et al., 1999). Helliwell and Putnam claim that "social capital is strongly linked to
subjective well-being through many
independent channels and in several different forms. "
(Helliwell and Putnam, 2005: 455).
Having empirical evidence of the link between social capital and SWB is exciting from a policy
perspective. However, before this relationship can lead to any policy recommendations to enhance
social capital, it needs overcome various methodological hurdles.
Firstly, clarity is needed on which specific aspects of social capital are related to SWB. 'Social
capital' is a somewhat nebulous concept which has been defined in slightly different ways by
different researchers, and measured in different ways (for example, using generalised trust,
volunteering, membership of associations etc. ). It is not clear if these are all proxies for the same
underlying concept or different attributes. Woolcock (1998) argues that vagueness has plagued
social capital scholarship and as a single term it is "inadequate to explain the range of empirical
situations demanded of it, that it confuses sources with consequences, justifies contradictory social
policies, and understates corresponding negative aspects" (Woolcock, 1998: 159). Different aspects
of social capital may have different relationships with SWB and, as noted by Woolcock, some
aspects in certain situations may even be detrimental to individual well-being. For example, close
connections within a group of people (integration or bonding capital), may weaken connections
across different groups of people (linking or bridging capital) or infringe upon individual autonomy
and personal freedoms. Policy implications can not be drawn without a good understanding of the
different aspects of social capital and how they individually and collectively impact upon wellbeing. In order to generate empirical evidence to support policy initiatives it is necessary to focus
on measurable aspects and explore their impact.
The social capital literature has already moved towards presenting social capital not as a whole, but
a combination of separate dimensions. For example, a study 'Measuring Social Capital in Five
Communities in NSW presents eight distinct elements that appear to define social capital:
Participation in local community, Proactivity in a social context, Feelings of Trust and Safety,
Neighbourhood Connections, Family and Friends Connections, Tolerance of Diversity, Value of
Life and Work Connections. Similarly, Bjornskov (2006) uses principal components analysis on
three waves of the World Values Survey data to show that social capital is comprised of three
distinct features; generalised trust, average norms and associational activity. This paper considers
just one specific aspect of social capital - the frequency of communication with neighbours, and its
relationship to SWB. This is both non-ambiguous and easily measurable.

Secondly, empirical work must show that any relationship between social capital and SWB is not
spurious, arising through the correlation of SWB and social capital to a third factor. For example,
SWB is known to fluctuate with age, were this not to be controlled for any association between
social capital and SWB may be misleading. Similarly, there may be a link between personality
differences and both SWB and social capital. Those with a happy personality may both have more
friends and report higher levels of SWB. Studies require either that personality is somehow
observed and controlled for, or they require access to panel data which enables analysis to be
conducted which controls for unobserved personality differences by comparing each individual to
themselves at a different period of time - either looking at year on year changes (first differences)
or using within person deviation from the mean (fixed effects). This paper uses the findings from
recent work exploring the determinants of SWB to ensure appropriate controls are used, and a
large British panel dataset, the British Household Panel Survey (BHPS) which enables the
unobserved, individual effect to be controlled for.
Thirdly, empirical work must show that the direction of causality runs from social capital to SWB.
Policy recommendations drawn from studies showing strong association between social capital and
SWB may mislead if that association arises because of the impact which SWB has upon an
individual's social capital. Since it is reasonable to assume that when people feel happy they are
more sociable, reverse causality presents a particularly thorny problem. Whilst the link between
social capital and SWB is fairly well established in the literature, there is little evidence which
withstands the criticism that it may be driven by personality differences or reversed causality. To
address this, additional analysis is conducted on the BHPS data which attempts to address issues of
potential endogeneity in the social capital variable.

Background
Existing literature has explored the impact of social capital measured in various ways, using both
cross country and within country analysis. For example, Bjornskov (2003) finds an index of social
capital (comprised from responses to questions about trust, a measure of civic participation, and
perceptions of corruption) to be positively associated with life satisfaction using international data
(Bjornskov, 2003). He shows that a change in social capital score of 10% of the distance between
the highest and lowest score results in an increase in life satisfaction of 4. 5%. However, presenting
an index of social capital clouds the picture of exactly which attributes are enhancing well-being,
and a more constructive approach is to consider the separate contribution of different aspects of
social capital. The following sets out a summary of the current evidence on the association
between SWB and membership of organisations, volunteering, generalised trust, contact with
friends and family, and contact with neighbours.

Membership of organisations
A positive relationship is found in some studies between SWB and membership in organisations.
Analysis of the 1999 European Values Survey finds a high correlation between both communityand individual-level membership in organizations and happiness even when taking into account
other social explanatory factors (Gundelach and Kreiner, 2004). Helliwell (2003) also finds that
both individual involvement in non-church organisations and national average membership of
non-church organisations are significantly positively related to life satisfaction in his analysis of 49
countries and sub-countries from three waves of the World Values Survey. This study controls for
individual and national levels of both economic performance and trust. Pichler's (2006) analysis of
the first round of the European Social Survey also finds that membership of one, two or three
organisations increases life satisfaction, monotonically. Helliwell and Putnam (2004) confirm these

positive relationships with life satisfaction in the World Values Survey, finding also that national
average membership significantly increases overall happiness but that individual membership does
not. In the US Benchmark data, they find a significant positive relationship between individual
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Helliwell and Putnam note that some of the effects of association membership may lead to higher
levels of trust, hence a stronger impact of membership on life satisfaction would be anticipated in
models which do not control for trust (Helliwell and Putnam, 2004: 1443). This may explain the
findings by Bjornskov (2006), however, there is no evidence to suggest that the impact of trust on
SWB is mediated via organisational membership.

Volunteering
The evidence on the link between volunteering and SWB is also mixed. Putnam finds a positive
relationship between happiness and volunteering in the US DDB Needham Life Style Survey
(Putnam, 2000). However, using cross-country data (34 countries from the World Values Survey,
1995-97) Haller and Hadler (2006) find no such relationship. Differences may arise if volunteering
has impact on some aspects of SWB and not others and SWB is measured differently in different
studies. For example, a small study on older adults in the National Midlife Development in the US
(MIDUS) study finds that among a sub-set of older people, volunteering is associated with more
positive affect, more meaning in life, but not less negative affect (Greenfield and Marks, 2004)
This difference may also arise if volunteering has a different impact in the US than elsewhere.
However, a positive impact of volunteering has also been found in Germany (Wilkelmann, 2006).
Meier and Stutzer (2006) take advantage of data from Eastern Germany where institutional
breakdown following the collapse of the German Democratic Republic resulted in a dramatic
reduction in volunteering - frequent volunteering falling from 17% to 9% between 1990 and 1992.
They find that more regular volunteering (less than monthly, monthly and weekly) increases life
satisfaction, monotonically, controlling for income, employment and personal characteristics. The
impact of volunteering reduces considerably when individual fixed effects are controlled for, and only
volunteering weekly remains significant, suggesting part of the higher well-being levels may arise from
individual personality differences (Meier and Stutzer, 2006).
Analysis of data from Americans' Changing Lives survey, finds that although measures of personal
well-being (happiness, life satisfaction, control over life, physical health and depression) have a
positive relationship with volunteering, it is also the case that happier people tend to do more
voluntary work (Thoits and Hewitt, 2001). This draws into question the direction of causality in
the relationship between well-being and volunteering.

Trust
Trust can be conceptualised at four levels, generalised or social trust,
strangers; trust in people one knows such as family members; trust in institutions and how
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trustworthy one perceives oneself to be. At all four levels, evidence suggests trust is beneficial for
well-being.
Using the World Values Survey and the European Social Survey data, Helliwell (2003; 2006;
Helliwell & Putnam, 2004) finds that social trust is associated with higher life satisfaction and
happiness, and a lower probability of suicide. For the UK, Li et al. (2005) use a cross-section
analysis on the BHPS and find neighbourhood social trust increases life satisfaction. Trust in key
public institutions such as the police, the legal system and government is also associated with
higher life satisfaction (Helliwell & Putnam, 2004; Hudson, 2006), as are beliefs about the
wrongness to cheat on one's taxes (Helliwell, 2003).
Yip et al. (2007) find a positive impact of trust on life satisfaction and mental health in a cross
section survey in rural China. Village level average trust is also found to enhance life satisfaction
and mental health, with high levels of trust increasing the probability of collective action occurring
and more emotional support being available.
In analysis of the World Values Survey, Bjornskov (2006) finds a strong positive effect on SWB of
both a generalised trust component derived from principal components analysis, and a social trust
measure as a simple percentage of the population with positive response to the question "In
general, do you think that most people can be trusted, or can't you be too careful". As noted
above, this study also finds a negative impact of associational activity, suggesting the effects of
social capital are 'driven entirely by social trust' (Bjornskov, 2006: 33).

Contact with friends and family
Socialising with family and friends tends to be fairly unambiguously positively associated with SWB
(Diener and Seligman, 2002; Dockery, 2004; Helliwell and Putnam, 2004; Lelkes, 2005; Li et al.,
2005; Magdol, 2002; Powdfhavee, 2007; Taylor et al., 2001; Wilkelmann, 2006). The quality of
social networks is also found to be related to well-being in older people (Ritchey et al., 2001; Baker
et al., 2005; Wiggins et al., 2004). Analysis of elderly people in the Americans' Changing Lives
study finds that the number of people who can provide social support is positively related to life
satisfaction even when controlling for levels of life satisfaction in previous periods, however, the
amount of socialising was not significant (Baker et al., 2005). One of the few studies that
differentiates between contact with family and friends finds a significant positive effect on life
satisfaction only for contact with family but not friends, though the effect was small (Martin &
Westerhof, 2003). Despite the generally positive association there may also be a few circumstances
where greater contact with others is not indicative of better well-being. Martin and Westerhof
(2003), for instance, report that global satisfaction is lower when contact involves care from friends
and family and Pichler's (2006) analysis of the European Social Survey suggests potential problems
when an adult is still living at home with their parents. However, whilst receiving care may be
indicative of low SWB, there may be health and longevity benefits from providing caring for others
(Brown, 2003). Despite strong association based evidence, there is little evidence that close contact
with friends and family is the cause of higher SWB. In one of the only studies to control for
individual personality, and address the issue of reverse causality, Powdthavee (2005) found
evidence from the BHPS of a causal relationship from seeing friends and family to enhanced life
satisfaction. This study instruments for contact with friends and family using the price of fuel, on
the basis that contact will be reduced when traveling costs are higher.

Neighbours
In Howling Alone Putnam argues that for the US socialising with neighbours is linked to general
levels of happiness (Putnam, 2000). Later cross section analysis conducted with Helliwell, supports
this finding using the US Benchmark 2000 data and with life satisfaction in Canada ESC 2000-2003

data, although this reaches significance only in the Canadian study (Helliwell and Putnam, 2004).
Analysis of the BHPS by Li et al. (2005) shows that neighbourhood attachment (a latent variable
based on responses to questions about feelings and behaviour related to the neighbourhood,
including talking with neighbours) increases life satisfaction, improves health and reduces the risk
of depression, even when controlling for trust, social networks and civic participation. The latent
variable 'attachment to the neighbourhood' is derived from nine questions asked in wave seven
designed to pick up degree of embededness in ones local community. Powdthavee finds a strong
relationship between talking to neighbours and life satisfaction also using the BHPS (Powdthavee,
2007). This effect reduces in magnitude when controlling for individual fixed effects but remains
significant.
Of all the social capital variables, contact with neighbours is especially vulnerable to endogeneity
problems. Low current mood is likely to be less of a deterrent to frequent contact with family and
friends than with neighbours. Family and friends are more likely to maintain contact during periods
when the individual is feeling less sociable, partly because of the caring role friends and especially
family may adopt and partly because they are likely to have stronger social ties and bonds than
experienced with neighbours.

Data and methodology
The study uses the British Household Panel Survey, (BHPS)1 a longitudinal survey of households
in the United Kingdom2 which began in 1991. It was designed as an annual survey of each adult
(16+) member of a nationally representative sample of 5, 500 households. The same individuals are
re-interviewed in successive waves, and if they leave their original household they are also reinterviewed along with all adult members of their new household, thereby maintaining the
representativeness of the (non-immigrant) population (Taylor et al., 2004; Nathan, 1999). The
panel nature of the BHPS with repeated observations on the same individual enables analysis to
control
for
unobserved,
time-invariant
differences
between
individuals.
Furthermore,
because
information is collected on all adults within a household individuals can be considered within the
context of their households.
The BHPS includes a generic life satisfaction question in waves 6-10 and 12-15 is which
respondents are asked how dissatisfied or satisfied they are with their life overall, on a scale of 1
(not satisfied) to 7 (completely satisfied). Responses suggest most people are fairly satisfied with
their Jives, as can be seen in Figure 1.

For information about the BHPS see http: // www. iser. essex. ac. uk/ulsc/bhps
2

England, Wales, and Scotland south of the Caledonian Canal since wave 1, and including Northern Ireland and the
rest of Scotland since wave 7. An additional sample was added for Scotland and Wales from wave 9 and for Northern
Ireland from wave 11. This analysis excludes the additional sub-sample from the ECHP. Those who are students or
still at school are also excluded from this analysis, since it was thought these would have a non-representative
relationship to their neighbours.

Figure 1: Frequency of satisfaction with life, BHPS wave 14, with mean of talking to
neighbours scale (1-4)

Since wave 7 respondents have been asked how often they talk to their neighbours; "How often do
you talk to any of your neighbours? Is it... most days / once or twice a week / once or twice a
month / less than once a month / never". The data show a clear bivariate relationship between life
satisfaction and the frequency of talking to neighbours.

Figure 2: Frequency of talking to neighbours, BHPS wave 14, with mean life satisfaction
(1-7 scale)

However, as discussed in the introduction, this relationship could be spurious arising due to a
relationship between the frequency of talking to neighbours and a third variable which itself is
related SWB. Possible variables which could be related to both neighbourhood contact and SWB
are employment status, hours worked, an individual's health, neighbourhood harmony, family
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structure and personality. The following considers each of these in terms
connection to both variables and how they are controlled for within the subsequent analysis.
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The frequency of talking to neighbours may be related to the number of hours worked. Those who
work more hours may have less time to chat to their neighbours. Although being unemployed is
clearly detrimental to SWB (see Dolan et al., 2006 for a review), working for a high number of
hours may also be detrimental (Luttmer, 2005; Meirer & Stutzer, 2006). Work commitments are
controlled for here by controlling for employment status (being employed compared with being
self-employed, retired, unemployed, on long-term sick leave, a home-maker, or other job status)
and the total hours worked (including basic and overtime hours, commuting time, housework, and
caring work). A squared term is also included to allow for a non-linear relationship between hours
worked and life satisfaction.
Health status may be related to the frequency of talking to neighbours, either negatively if those
with restricted mobility or anxiety/depression have less involvement, or positively if those with
health problems spend more time at home and in the neighbourhood. Studies find physical and
psychological health states to be strongly related to SWB (e. g. Clark and Oswald, 2002; Easterlin,
2003; Diener and Seligman, 2004; Shields and Wheatley Price, 2005). Fortunately, the BHPS
contains a wealth of health information, enabling careful control for health status. The controls
used here are a subjective health scale3, whether the respondent has problems walking4, whether
they are registered disabled5, and the number of inpatient hospital days (excluding births). The
assumption is made that the health variables can be treated as exogenous.
The degree of peace and security in the neighbourhood could affect frequency of contact with
neighbours (either positively because of shared desires to address common problems, or negatively
due to fear and lack of trust generated by disruptive behaviour) and SWB directly (for example,
through lack of sleep). There has been little empirical work estimating the subjective well-being
loss from social disorder and disruption. The levels of social harmony are controlled for here by
including responses to questions on crime and vandalism, noise on the street, and noise from
neighbours. 6
Family structure, marriage status, and the presence of children may increase or decrease the
likelihood of involvement with neighbours. Households composed of large extended families may
be
more
self-contained,
therefore
have
less
need
to
seek
involvement
with
neighbours,
alternatively, the presence of children may lead to interaction with other households with children
living nearby. Although there is not a clear a priori direction of the relationship, since marriage
status and family are important to SWB (recent studies include Helliwell, 2003; Lucas, 2005;
Wildman and Jones, 2002; Shields and Wheatley Price, 2005) controlling for them is essential.
Family relationships are controlled for here through marriage status (being married compared to
being divorced or separated, cohabiting, never married, and widowed), the frequency of seeing
friends and family (most days compared to weekly, monthly, less than monthly, and never) and the
number of children and adults living in the household.

This is measured on a 1 to 5 scale - excellent, good, fair, poor, very poor - for waves 1-8 and 10-14, however, the
wording attached to the scale and phrasing of the question differed in wave 9. Consequently, this variable was recoded
into a 1-4 variable as done by Hernandex-Quevedo et al (2004)
Problems walking 10 minutes (waves 6-8 and 10-14) or health limits, a little or a lot, walking 1/2 a mile (wave 9)
Respondent says they are registered disabled (waves 6-8 and 10-14) or respondents considers themselves to be
disabled (wave 9).
From wave 6 onwards respondents were asked "Does your accommodation have any of the following
problems... noise from neighbours; other street noise; vandalism or crime in the area".

Age or cohort effects may also be related to talking to neighbours and shows a strong relationship
with SWB. The relationship between age and SWB has generally been found to be 'U' shaped (e. g.
Blanchflower and Oswald, 2004). Mean life satisfaction by age in the BHPS suggests an 'S' shape,
therefore age, age-squared and age-cubed are included here.
The length of time lived in the neighbourhood may also be related to both talking to neighbours
and SWB. For example, those who have recently moved may experience stresses related to moving
home and job, and have little knowledge about accessing services in their new area. This is
controlled for by the number of years an individual has lived in their current house. This variable is
highly correlated with age (0. 57). 7
Income is controlled for via household income (natural logarithm of real, current, monthly, net
income)
and
the
individual's
perceptions
of
whether
they
are
coping
financially
('living
comfortably' compared with 'doing alright', 'just about getting by', 'finding it quite difficult' and
'finding it very difficult'. This subjective assessment of income should help pick up both the
impact of past income (Stutzer, 2004) and reference income (Ferrer-i-Carbonell, 2005; Luttmer,
2005) upon life satisfaction. Additionally, the impact of regional income inequality is included via
the regional Gini coefficient. Gender, education level (no qualifications compared with O-level or
similar, A level or similar, and higher education), and whether the individual is a high hours carer
are also included as controls. Time and regional dummies are also included along with a dummy
variable for whether the regional area is metropolitan (the variable 'urban').
An individual's personality, particularly qualities such as extraversion and confidence, is likely to be
positively related to talking to neighbours. Extraversion is also known to be related to SWB
(DeNeve and Cooper, 1998). Since there are no personality variables available in the dataset, this
must be controlled for in other ways. With access to panel data, individual personality can be
controlled for by comparing the relationship between an individual's circumstances and their SWB
at different periods of time - the within-person comparison. The individual effect therefore shifts
the level of SWB; a happy disposition for example, or tendency to reply to survey questions in a
positive manner, would shift the level of SWB upwards in each time period.
Within-person analysis is more easily conducted with continuous variables using ordinary least
squared (OLS). Consequently, it is common within the literature to treat the strictly ordinal life
satisfaction variable, as continuous (e. g. Meier and Stutzer, 2006, Stutzer and Frey, 2005). Treating
the life satisfaction variable as continuous has been shown to make little difference to the results
compared with models which treat the life satisfaction variable as ordinal (Di Tella et al., 2001;
Ferrer-i-Carbonell and Frijters, 2005; Frey and Stutzer, 2000; Layard et al., 2007). Given the
advantage of the OLS methods in terms of interpreting the coefficients, and easily controlling for
the individual heterogeneity, fixed effects OLS will be used here.
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This regression is generally consistent with the understanding of the determinants of SWB from
the literature (see Dolan et al., 2006). Controlling for the perception of financial situation leads to
actual household income being insignificant. The relative importance of perceptions of financial
situation may arise either if perceptions are a more accurate measure of household real income
(accounting for local prices) or if perceptions and attitudes towards circumstances are more
important that the reality of those circumstances. Regional income inequality, measured by the
Gini coefficient, has a significantly negative impact here. Empirical work to date has shown mixed
findings on the importance of income inequality for SWB, some finding a positive impact on SWB
(Clark, 2003; Haller and Hadler, 2006; O'Connel, 2004), some a negative impact (Fayey and Smyth,
2004; Graham and Felton, 2005; Schwarze and Harpfer, 2007) and others showing that the impact
of inequality varies across sub-groups (Alesina et al., 2004; Biancotti and D'Alessio, 2007). Given
that inequality is an area of importance for government policy, this requires further exploration.
Job status impacts in the usual manner. A useful distinction is made here between long-term sick
leave, and not working, the former having a greater reduction in life satisfaction than being
unemployed. Time spent working has a significant effect and follows a U shape. Life satisfaction is
significantly reduced the longer an individual has spent at their address.
Only 7% of the variance in life satisfaction is explained by within-person
variables. Whilst this is small, it compares favourably with other studies using fixed effects models
on SWB.
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To test whether 'talking to neighbours' can appropriately be treated as an exogeneous variable
requires finding instruments, or additional variables, which are (correctly) not in the original model
and are highly correlated with 'talking to neighbours'. A good starting place in the search for
instruments is considering those variables which are associated with the frequency of talking to
neighbours. For example, a study in Galway in Ireland found that the extent of knowing
neighbours was related to the 'walkability' of the neighbourhood, age, presence of children at
home, attending religious services and the number of years lived in the neighbourhood (Leyden,
2003). A regression is run on 'talking to the neighbours scale', which includes variables from the
regression on life satisfaction and others which are available in the dataset and thought to
potentially influence the extent of contact with neighbours.
Table 2 presents both fixed effects (within person) and random effects (weighted
within person) regressions on the frequency of 'talking to neighbours'. Importantly, life satisfaction

between

and

in the previous period is positively related to talking to neighbours, implying a direction of causality
running from SWB towards being sociable with neighbours.
Household income (logged) is negatively related to 'talking to neighbours', significantly so in the
random effects model, suggesting those with higher household income have less contact with
neighbours. Married people have more contact with neighbours than divorced or separated, or
cohabiting individuals. Respondents who note a problem with noisy neighbours or noise on the
street have less contact with neighbours, suggesting that the absence of civil harmony reduces
social connectedness. The health variables are mostly non significant, only in the random effects
do those with problems walking talk to neighbours less.
Age has a non-linear relationship with talking to neighbours. Age is significantly negative
relationship in the fixed effects model, age squared significantly positive in random effects and
when viewed as a bivariate relationship shows a positive association. This suggests that there may
be some cohort effects operating where older individual have more contact with neighbours, but as
an individual ages their contact reduces. However, since time is also controlled for via the wave
dummies, fixed effects models are problematic to explore the impact of age, and this relationship
warrants further exploration.
Number of adults follows an inverse U relationship, initially increasing then decreasing the
frequency of contact (being at its maximum at 3 adults). As expected, the number of children,
particularly young children increases contact with neighbours. Those who stay at home have more
contact with neighbours, whether retired, a home carer or unemployed. Women have significantly
more contact than men. 11
Talking to neighbours is strongly related to seeing friends and family. However, it is difficult to
envisage a causal relationship between seeing friends and family and talking to neighbours. In the
random effects model seeing friends and family may be proxying for a sociable personality.
However, in the fixed effects model where time-invariant personality is controlled for this may be
indicating shared measurement error between these variables, for example from the effect of
current mood.
Time spent working is not significantly related to talking to neighbours, however, the number of
years lived at the address is significantly negatively associated. This is surprising and warrants
future investigation.
Type of housing is significantly related to contact with neighbours. For example, living in a
terraced house increases the 1-4 scale by 0. 11, or about 10% of a standard deviation. This suggests
physical layout of housing influences frequency of talking to neighbours. Compared to home
ownership, those who rent from the council or a housing association also have more contact with
neighbours, however, those who rent privately have less. In a similar vein, sharing a garden is
positively related to the frequency of talking to neighbours.
The district mean for talking to neighbours is significantly positively related in both models12. This
suggests that living in an area with more neighbourly contact encourages others to have more
neighbourly contact.

The gender dummy drops out of the fixed effect model since there is no within-person variation
This is estimated as a mean of all individuals within the local authority district, excluding the current individual. The
BHPS is not ideally suited to aggregation at a district level, however, this was chosen in preference to regional averages
since the aim is to consider the impact of neighbourhood connections in ones local area.

wave 12 is not included since there is no data for the lag of life satisfaction in this wave

The above model presents a fairly detailed understanding of who has frequent contact with their
neighbours. That this variable is significantly related to physical differences in house layout and
relates to most variables in an andcipated manner offers additional confidence in the validity of
this measure. Furthermore, the significance of the district mean of talking to ones neighbours
suggests an element of externality to this variable.
Returning to the search for instruments, one or more variables are sought which are correlated
with the endogenous variable 'talking to neighbours scale', and orthogonal to the error process in
the life satisfaction regression. Any relationship which exists between the proposed instrument and
life satisfaction must be mediated via talking to neighbours. Clearly many variables above are
already found within the life satisfaction model. House type has tended not to be included as a
predictor of SWB, and although non-significant if included, and not found to be related to the
error process, it is hard to have any confidence that these variables could not relate to SWB except
via frequency of contact with neighbours, as such will not make intuitively appealing instruments.
The district mean of the 'talking to neighbours scale' is a potential candidate. If social capital is
taken as a pubic good, then this variable also arguably impacts directly on SWB. Helliwell and
Putnam's analysis of the World Values Survey finds that greater social participation by others
increases SWB even for those whose own participation is not increased. However, for this data,
the district mean of 'talking to neighbours scale' is appropriately excluded from the main model,
and not found to be related to the error term14. Another useful instrument is the lagged value of
talking to neighbours.
Instrumenting for talking to neighbours using the district mean of talking to neighbours and the
lagged value, gives a considerably higher coefficient, however, this is not well-defined, and is no
longer significant (Table 3). Interestingly, the coefficients on seeing friends and family, change sign

Regression available from the author

However, excluding contact with friends and family from this regression does not substantially alter the coefficient
on talking to neighbours scale.

The fit of the first stage regression and explanatory power of the excluded instruments, suggests
them to be fairly weak. Although the instruments are individually and jointly significant, and pass
the rule of thumb that the F-statistic should be above 10 (Staiger and Stock, 1997: 557), these
results are marginal. The Sargan statistic (Wooldridge, 2002: 123) does not reject the null that all
instruments are uncorrelated with the error term. However, Bound et al. (1995) show that if
instruments are weak, even a small correlation between the error and the excluded instruments can
lead to bias, even in large samples18. The Davidson-MacKinnon test of exogeneity does not reject
the null that the OLS-FE provides consistent and efficient estimates, which would suggest that
talking to neighbours is not endogenous, or at least that there is little gain in terms of reduced bias
from using an IV approach. However, this would seem to contradict the finding that the previous
periods life satisfaction significantly predicts the frequency of talking to neighbours.
The magnitude of the IV coefficient suggests that a move from talking to neighbours most days to
talking to neighbours weekly has a similar impact on life satisfaction as to a move from
employment into unemployment, and is twice as damaging as a move from being married to being
divorced or separated, this does not seem intuitively very plausible.

Discussion

Talking to neighbours is positively related to life satisfaction, even when controlling for a wide
range of social, economic and personal variables and individual time-invariant effects. Using an
instrumental variable (IV) approach suggests that when the talking to neighbours variable is
stripped of its correlation with the error process, a positive relationship is still found, yet this is no
longer significant. The significant effect of the lag of life satisfaction upon talking to neighbours,
and the weakness of the instruments used within the IV regression, denies any conclusion that the
direction of causality is from talking to neighbours to life satisfaction.
The weakness of the instruments used here leads to a poorly determined coefficient, and results
which may be bias. If suitable, strong instruments could be found both these problems may be
solved. The use of politically defined district boundaries is far from ideal, and using the average of
speaking to neighbours in much smaller geographical areas may be more appropriate. There may
also be some potential in exploring other geographical features of neighbourhoods such as the
'walkability' of neighbourhoods. Unfortunately, this is not possible with the BHPS.
Some of the benefit arising from close relationships with neighbours may arise indirectly via the
impact those relationships have upon characteristics which have been controlled for, such as
income, employment, health and neighbourhood harmony. In terms of income, national economic
performance has been linked to levels of trust and civic norms (Knack and Keefer, 1997; Zak and
Knack,
2001),
and
expanded
transaction
opportunities
via
reduced
transaction
costs
(Helliwell,
2001).
Close
community
relationships
may
also
reduce
unemployment
if
connections
lead
to
expanded
job
opportunities
(Granovetter,
1983;
Wilkelmann,
2006).
Community
embededness
has
also been linked to improved health and mortality outcomes (Putnam, 2000; Kawachi et al., 2004;
Rose, 2000). A close community may have advantages in solving collective action problems
(Ostrom and Gardner, 1993; Putnam, 2000), such as addressing street noise, and lowering crime.
For example, Freudenburg (1986) analysed four communities in Western Colorado one of which
had undergone rapid growth and found that high density of acquaintanceship, as measured by the
proportion of its residents who know one another, results in better control of deviance and better
socialization of the young (via improved surveillance). These indirect links would suggest that the
benefits in terms of life satisfaction from regularly talking to neighbours may be underestimated.
However,
when
satisfaction
with
finances
is
controlled
for,
talking
to
neighbours
may
be
overestimated if those who regularly talk to their neighbours suffer more from detrimental social
comparisons. It has been shown that the negative consequences of living in a high income
neighbourhood in the US are more intense for those people who socialise locally (Luttmer, 2005).
Consequently, for those who live in high income areas, frequent contact with neighbours may
result in greater dissatisfaction with any given level of household income. However, this was not
found to be the case in Germany by Knies et al. (2007) and further analysis which includes an
interaction term for regional average income and neighbour contact (whether one sees ones
neighbours on most days), does not find a significant difference. 19
It may also be the case that close contact with neighbours may be detrimental in circumstances
where there is conflict between households. For example, those who suffer from noisy neighbours
may not benefit from contact with their neighbours. Both 'talking to neighbours' and suffering
from noisy neighbours are strongly related to house type. In wave 14, 2% of those living in a
detached property report noisy neighbours, 9% living in semi-detached, 12% in terraced and 23%
of those living in flats. Additional analysis on only those who suffer from noisy neighbours finds
that talking to one's neighbours is still positive but no longer significant20.

Regressions available from the author
Regressions available from the author

As discussed in the introduction there are advantages in focusing on one specific aspect of social
capital, such as talking to neighbours, which is clearly identifiable. Talking to neighbours can be
more easily grasped than the broader concept of social capital, and as such lends itself more easily
to measurement, analysis and intervention. However, concepts such as social norms, reciprocity
and trust are by their nature difficult to measure, but that does not preclude importance to wellbeing. Although effort has been made here to control for observable factors which may be driving
the association between talking to neighbours and life satisfaction, it is still possible that
unobservable aspects of social capital, such as sense of belonging or feelings of trust are driving the
results. Furthermore, there may be considerable variability in what is meant by talking to
neighbours, from a simple 'hello' in the street to a conversation with a close friend who lives
nearby. Frequency of talking does not distinguish the quality of contact and this may have
important implications for the impact upon life satisfaction.

Conclusion
A clear causal link from talking to neighbours to SWB has yet to be proved. However, the evidence
of association is sufficient to justify the implementation of an intervention to stimulate increased
interaction between neighbours which could be carefully evaluated. This could then establish
clearer evidence on the direction of causality.
This analysis suggests that taking to neighbours can be influenced by house and street design,
social harmony in the neighbourhood and district levels of contact with neighbours. These are all
areas within the remit of local and national government. Contact with neighbours is a promising
avenue for enhancing well-being, however, more evidence is needed on what type of interventions
successfully increase contact between neighbours, and whether these interventions are costeffective in terms of their impact on well-being.
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