Uniform state action is possible and solves leakage
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Harmonizing policies across jurisdictions Harmonizing carbon price policies across states (and perhaps federal or sub-federal jurisdictions in Canada, Mexico, and elsewhere) would simplify compliance for large firms, allow more upstream taxation, and help avoid driving investment and emitting activities to other jurisdictions, a phenomenon known as leakage. Formal linking, such as with a cap-and-trade system is one way to do this, but it is certainly not the only approach. Coordinating institutions can offer model tax legislation, analytical resources, and other tools that that could help states develop their policies and promote common policy design elements, such as points of taxation, carbon price trajectories, treatment of imported and exported fuels and electricity, and other approaches that would facilitate trade and reduce investment distortions. This work could also include states and provinces with cap-and-trade programs. For example, they could harmonize their floor prices on allowance auctions with tax levels in other jurisdictions. Precedents for this kind of cooperation include the IFTA fuel tax arrangement discussed earlier. In addition, the Multistate Tax Commission advises states on the adoption of uniform tax policies to simplify the tax code and ease the burden on interstate commerce. These discussions could extend to the context of carbon tax design. 49
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