VAT implementation directly trades off with modernization---requires personnel, tech, and a redirection of focus
Talián ’23 [Csaba Talián, Tax Technology Manager at Fonoa, J.D. from Pázmány Péter Katolikus Egyetem, 4-4-2023, "The American Exception: Why the US Has No VAT System?," Fonoa, https://www.fonoa.com/blog/the-american-exception-why-the-us-has-no-vat-system, St. Mark's School of Texas, Ashrit Manduva '24]
Despite the widespread use of VAT systems across the world, the United States remains a notable exception. Implementing such an indirect tax in the US would face numerous roadblocks and challenges.
One of the primary reasons why the US has not adopted a VAT system is the federal system of government. Due to that, the US has a more decentralized tax system than many other countries, with the US Constitution granting significant powers to individual states. US states have their own tax laws, and they collect sales and use taxes (sometimes not just states, but local governments, too), which are an essential source of revenue for states and localities. In light of these differences in the tax foundations on a state level, many of them would likely resist attempts to harmonize their state tax systems with a national VAT, not to mention the substantial political challenges it may bring.
Introducing a VAT system in the US would be a significant undertaking. The country's complex sales tax system currently has different scopes, tax rates, definitions, and exemptions in each state. Harmonizing these systems would require extensive coordination between the federal government, states, counties, and cities. However, there are initiatives to reach some degree of uniformization, like the Streamlined Sales Tax Project.
Moreover, the US has a large and intricate economy. Implementing a VAT system would require significant changes to the tax infrastructure, which would involve high costs and could take long years to implement. The US would also need to establish a system for administering and collecting VAT, requiring a significant investment in technology and personnel.
Another challenge would be the impact on businesses. While the VAT system is designed to be neutral to businesses, transitioning to a new tax system would bring some challenges. Since VAT is applied at every stage of the supply chain, VAT would place a more significant burden on some businesses than sales tax, as it requires them to collect and remit VAT correctly, keep detailed records, and comply with all the potential VAT obligations (VAT registrations, VAT reporting, new types of tax returns, etc.). Small businesses, in particular, may need help to adjust to the new system, which could lead to increased administrative costs and reduced profitability.
Introducing VAT would likely mean higher tax rates for the final consumers than the current sales tax system, as VAT is generally applied at a higher rate than sales tax. Furthermore, VAT is levied at each production stage, which may increase costs for businesses and, in turn, lead to higher consumer prices.
Lastly, enforcement is another challenge to implementing a VAT system in the US. While VAT is designed to be self-policing, with businesses responsible for collecting and remitting VAT payments, enforcement can be difficult. Tax audits and investigations are necessary to ensure compliance and deter fraud and tax evasion, but this requires additional resources and personnel.
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