Legal and effective
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States use several methods to limit their indebtedness, usually by setting a cap on total debt as a share of the state’s economy or a cap on annual interest payments as a share of state revenues. (Some states, however, have no such limits; on the other hand, a few states are prohibited from issuing general obligation debt.) Because policymakers need flexibility if the state faces unusual capital needs resulting from natural disasters, aging infrastructure, or other challenges, these limits should be guidelines rather than rigid caps. States and localities should also regularly perform a formal debt affordability analysis and make this information public.
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