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KEY TAKEAWAYS

The U.S. should ensure that economically
competitive nations, such as China, do not
profit from benefits and different stan-
dards intended to assist poor nations.

China is no longer poor, but it maintains
“developing country” status in interna-
tional organizations and treaties, allowing
it to benefit from special provisions.

The U.S. should seek to restrict developing
country benefits in international organiza-
tions and treaties to countries categorized
as lower-middle-income or below.

y any measure, China is a strong economic

power. Yet, China is treated as a developing

country in international organizations like
the United Nations. This status allows China to ben-
efit within these organizations and in many treaties
from provisions meant to benefit poor, developing
nations that would otherwise struggle to meet their
obligations.

China was a low-income country, but it no longer
is. The U.S. should take steps to ensure that these ben-
efits do not aid wealthy powerful nations like China,
but target poor nations as intended. In addition, the
U.S. should ensure that China does not benefit from
treaty provisions and other measures that advantage
its economy over those of the U.S. and other devel-
oped nations.
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China’s Economic Shift

China’s economic evolution has been remarkable. In 1990, China was a
low-income country with a per capita gross national income (GNI) of $330
and, with a GNI of $374 billion, accounted for less than 1.7 percent of world
GNI.! Chinese imports and exports were roughly 1 percent of global trade,
and foreign direct investment (FDI) inflows and outflows were a similarly
small fraction of global FDI.

Today, China’s economy rivals or surpasses the economies of developed
countries. According to the World Bank, China had the second-largest
economy in the world in 2021 with a GNI of $16.8 trillion, trailing only
the U.S. at $23.5 trillion, and accounted for 17.7 percent of world GNI.2
When converted to purchasing power parity, China claims the top spot,
surpassing the U.S.

With a GNI per capita of $11,880 in 2021, China ranks in the top third
of all U.N. member states and just $45 under the average world GNI per
capita.® This places China in the upper end of the “upper-middle-income”
group of countries as defined by the World Bank—nearly in the high-income
group, which starts at $13,205 GNI per capita.* However, this number is
understated, as the World Bank does not include data for Hong Kong and
Macao—both high-income territories—in its data for China.’

China s also one of the world’s most economically active countries, with
imports of $3.09 trillion and exports of $3.55 trillion in 2021 according to
the World Bank. These imports and exports accounted for 11.47 percent of
world imports and 12.75 percent of world exports.® Chinese outward flows
of FDI in 2021 totaled $128 billion (8 percent of the global total) and inward
flows of FDI in 2021 totaled $333 billion (21 percent of the global total).”
China has made foreign investment a national priority through its Belt and
Road Initiative. A comprehensive dataset by AidData tabulates “13,427 proj-
ects worth $843 billion financed by more than 300 Chinese government
institutions and state-owned entities across 165 countries in every major
region of the world.”®

China has also shifted from development-assistance recipient to donor.
Although data is scarce because Beijing considers its aid allocations to be
sensitive, reports indicate that Chinese assistance is significant, rivalling
that provided by many Organization for Economic Co-operation and Devel-
opment (OECD) donor nations. A 2022 International Monetary Fund paper
cited a Chinese white paper reporting $41.6 billion in assistance provided
between 2013 and 2018.° The China Africa Research Initiative at Johns
Hopkins reports Chinese aid at roughly $3 billion per year, with nearly half



ISSUE BRIEF | No. 5308 MARCH 22,2023 | 3
heritage.org

going to African nations,' which would place it in the upper third of OECD
nations—roughly equivalent to Australia, Denmark, and Spain in terms of
official development assistance.

In short, China may have deserved classification as a developing country
three decades ago. But no longer."* Economically, China is a power equiva-
lent to countries considered developed by the U.N. and the World Bank. In
practice, it has shifted from petitioner to provider in terms of assistance
and investment.

Gaming the System

Despite its economic stature, China is still classified as a developing
country for U.N. statistical purposes.’® This status conveys financial ben-
efits to China. For instance, when allocating the costs of the organization
among the member states, the U.N. applies several discounts for develop-
ing countries, including an adjustment for debt and low per capita income.
For China, these discounts reduce its regular budget assessment by more
than two percentage points, which lowers its annual regular budget assess-
ment. After other adjustments are taken into account, China’s regular
budget assessment was more than $48 million lower in 2023 than it would
be if based solely on its share of world GNI.* In fact, most of the benefits
of these relief measures, intended to help poor nations, went to wealthy

“developing” nations like Brazil and China that the World Bank classified
as upper-middle-income.®

In addition, as a “developing” country, China benefits from more lax treat-
ment in several treaties. Since the adoption in 1992 of the Rio Declaration
on Environment and Development and the U.N. Framework Convention
on Climate Change (UNFCCC), the U.N. has incorporated the principle of
Common but Differentiated Responsibilities and Respective Capabilities
into its environmental treaties. For instance, the UNFCCC states:

The Parties should protect the climate system for the benefit of present and fu-
ture generations of humankind, on the basis of equity and in accordance with
their common but differentiated responsibilities and respective capabilities.
Accordingly, the developed country Parties should take the lead in combating
climate change and the adverse effects thereof.!e

This principle is applied by separating nations into different groups
with differing obligations. The UNFCCC, for instance, assigns developed
countries and economies in transition (former Soviet nations) to Annex I.
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Annex II consists of those OECD members listed in Annex I and requires
them to assist non-Annex I countries (developing countries) in reducing
greenhouse gas emissions and adjusting to the impact of climate change.
This principle has been applied to subsequent environmental agreements,
such as the Kigali Amendment to the Montreal Protocol on Substances that
Deplete the Ozone Layer. Sometimes nations are specifically identified in
annexes, sometimes they are more broadly categorized as “developing” and
“developed” nations.

China is considered a developing country for the purposes of these
treaties and, thereby, can benefit from provisions in these agreements
meant to assist developing nations in meeting their obligations. For
instance, the Kigali Amendment requires developed nations to phase
down by 85 percent production and consumption of hydrofluorocarbons
by 2036, but adds 10 years to that deadline for developing nations, includ-
ing China.'” The Paris Agreement specifically notes that “[t]his Agreement
will be implemented to reflect equity and the principle of common but
differentiated responsibilities and respective capabilities, in the light of
different national circumstances” and that developed country parties
are obligated to provide financial resources to developing countries for
implementation of the agreement.'® The recently negotiated High Seas
Treaty similarly calls for the benefits arising from activities addressed by
the treaty to “be shared in a fair and equitable manner,” provide capaci-
ty-building and the transfer of marine technology, and financial support
to developing nations.”

Similarly, China has declared itself a developing country in the World
Trade Organization (WTO), which grants “special and differential treat-
ment” to developing nations, such as longer transition periods to implement
some WTO commitments and commitments from developed countries
to increase trading opportunities for developing countries.?® In late 2021,
China announced that it would remain a developing country in the WTO but
would forego some benefits of that status. The timing and extent of imple-
mentation was unclear.? China’s own subsidies and market interventions
in areas such as agriculture—which China wishes to continue®*—have been
harmful to other developing countries.

Recently, there has been an attempt to extend this principle beyond
environmental agreements. For instance, the World Health Organization’s
(WHO’s) “zero draft” of a new treaty on pandemic prevention, prepared-
ness, and response, called WHO CA+, includes the concept of “common
but differentiated responsibilities” among nations.?* The U.S. opposes this
language, but it is still unclear if it will be included in the final draft.> If
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the language is retained, China will likely benefit from treaty provisions
committing developed nations to incentivize transfer of technology and
know-how to developing countries, support waiving intellectual property
rights to grant the use of intellectual property to developing countries, and
ensure “equitable distribution” of pandemic-related products to develop-
ing countries.?¢

Recommendations for the United States

While China may have merited treatment as a developing country in the
early 1990s when the principle of common but differentiated responsibili-
ties was established, it no longer does. Specifically, the U.S. should:

¢ Seek adjustment to the relief measures in the U.N. Scale of
Assessment. The U.N. scale of assessment allocates the expenses
of the U.N. regular budget among the member states. Many U.N.
specialized agencies also use the scale as the basis for their own assess-
ments. The basis for the assessment is a nation’s share of world GNI,
but several adjustments are made to arrive at the final assessment
including reductions for debt (for all countries except high-income
countries) and low per capita income. These adjustments, known as
relief measures, were originally intended to benefit poor developing
countries facing challenges in meeting their assessments. However,
middle-income countries that have ample resources to meet their
obligations currently benefit most from these relief measures. This is
especially the case for upper-middle-income countries like China. The
U.S. should seek to restrict application of relief measures to low-
er-middle-income, low-income, and least-developed countries (LDCs)
defined by the World Bank and the U.N,, that is, those with a per capita
GNI below $4,255 per year.”

¢ Oppose language in any treaty that applies “common but differ-
entiated responsibilities” to upper-middle-income countries.
Considering the remarkable pace and level of development not just
in China but in many developing countries, the whole concept of
“common but differentiated responsibilities” needs reconsideration.
In any current or future treaty negotiations, the U.S. should demand
that references to “common but differentiated responsibilities” be
restricted to countries of lower-middle-income, low-income, and LDC
status. In addition, the Senate should only grant advice and consent
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for ratification of any treaty with such language if it is accompanied
by areservation or condition that the treaty precludes treatment

of China as a developing country or defines developing countries as
lower-middle-income countries, low-income countries, and LDCs.
The increasingly common practice of treaties prohibiting reservations
and exceptions? will require the U.S. to demand that this definition or
clarification be explicit in the treaty text. Unless this is done, the U.S.
should not ratify or otherwise enter into an agreement with different
obligations or treatment of the parties based on level of development.

¢ Seek to restrict developing-country benefits in other interna-
tional organizations and treaties to countries categorized as
lower-middle-income or below. In addition, the U.S. should seek
clarification in international organizations and treaties that differen-
tiate between developing and developed countries to “graduate” China
to the same category as the U.S. and other developed countries so that
they are on an even playing field in terms of obligations and economic
treatment. There is precedent for applying such adjustments in
international organizations. For instance, the World Bank “graduates”
countries from eligibility for International Development Association
(IDA) grants when they exceed a certain per capita income level. China
graduated from IDA eligibility in 1999.?° The World Bank also has a
graduation policy for the International Bank for Reconstruction and
Development (IBRD) starting well below the threshold for high-in-
come countries.*°

Similarly, the WTO phases out preferential treatment for nations that
graduate from the status of “least developed country.”® The WTO does
not, however, have a definition of developing county, relying instead on
self-selection. The U.S. should propose that the WTO define “developing
country” as lower-middle-income and low-income countries as categorized
by the World Bank. For treaties, the process can be more rigid. Sometimes
clarifying eligibility for preference or different treatment as a developing
country might be possible as part of the process for ratifying an amend-
ment or protocol to an existing treaty,** but other cases may require seeking
formal amendment of treaties in force. The first step in this process, as
has been proposed in legislation,* is establishing a baseline by demanding
that the Department of State report on current or prospective treaties that
apply different standards for the enforcement or obligations based on the
development status of the member states.
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Conclusion

China has a well-established record of manipulating the international
system to its benefit and continues to use its historical status as a devel-
oping country to its benefit—even though it is an economic power rivaling
the U.S. While China is the main concern, other relatively wealthy nations
similarly benefit from measures intended to assist poor nations. The con-
cept of “common but differentiated responsibilities” needs reconsideration
and limitation to ensure that it targets nations that truly need special
consideration. It is incumbent on the U.S. and like-minded countries to
push back and ensure that wealthy, economically competitive nations like
China do not profit from benefits and different standards intended to assist
poor nations.

Brett D. Schaefer is Jay Kingham Senior Research Fellow in International Regulatory
Affairs in the Margaret Thatcher Center for Freedom at The Heritage Foundation.
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