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		We investigate the impact of liquidity requirements on bank risk. We take advantage of the implementation of the Liquidity Balance Rule (LBR) in the Netherlands in 2003 and analyze its impact on bank default risk. The LBR was imposed on Dutch banks only and did not apply to other banks operating elsewhere within the Eurozone. Using this differential regulatory treatment to overcome identification concerns, we find that following the introduction of the LBR, the risk of Dutch banks declined relative to unaffected peers. Despite the lower cost of funding following the enactment of the LBR, the profitability of Dutch banks decreased (in comparison with to unaffected counterparts) as a result of a decrease in non-interest income. Our findings also indicate that better financing conditions allowed Dutch banks to increase the shares of deposits and capital on the liability side of their balance sheets. 
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