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City of Malden Inclusionary Zoning Feasibility Study

EXECUTIVE SUMMARY
Housing affordability continues to be a challenge in Malden. In order to help address this
challenge, this study examines the feasibility of creating an inclusionary zoning ordinance.
It explores this feasibility from a number of perspectives, with a focus on what impact such
an ordinance might have on the financial feasibility of new housing development in the City.
It also explores national best practices to see what alternative approaches exist, and which
ones seem most applicable to the specific circumstances in Malden. In conclusion it finds
that:
ÎThe market in Malden can sustain a reasonable inclusionary zoning requirement.
ÎIn particular, any of the following three options will work given current rental market
conditions:
1. Requiring that 15 percent of units be affordable at 80% of Area Median Income.
2. Requiring that 15 percent of units be affordable at 50% of Area Median Income,
provided there is also a density bonus and reduced parking requirements for the
below-market affordable units.
3. Requiring that 20 percent of units be affordable at 80% of Area Median Income,
provided there is also a density bonus and reduced parking requirements for the
below-market affordable units.
ÎConsideration should be given in all three scenarios to allowing higher income limits for
units that are offered for sale.
ÎAny new requirement should have an option to pay a fee-in-lieu instead of providing
units on site, at least until the City’s Housing Trust is adequately capitalized.
ÎFee-in-lieu levels should be set at the approximate cost of providing units on-site unless
there is a particular preference for fee-in-lieu, in which case it could be set somewhat
lower than that cost.
ÎWhile there may be some initial effects on the real estate market as a result of a new requirement, over time the cost of land is likely to adjust and absorb the cost of providing
the inclusionary units.
ÎThis study looked at developments of 15 units or more. Many new inclusionary zoning
ordinances use a minimum threshold of ten units, so that would be a reasonable level to
set in a new ordinance for Malden.
While there are details that will need to be worked out as such an ordinance moves forward,
this study sets some basic parameters for taking next steps. These next steps would include
finalizing the percentage requirement and target income levels for an ordinance; drafting
ordinance language; and submitting an ordinance for the formal review process.
City of Malden Inclusionary Zoning Feasibility Study

3

4
4

City of Malden Inclusionary Zoning Feasibility Study
City of Malden Inclusionary Zoning Feasibility Study

INTRODUCTION
The City of Malden, unlike the neighboring communites
of Chelsea, Medford, Melrose and Everett, does not have
an Inclusionary Zoning (IZ) ordinance as part of its zoning
ordinance. Such an ordinance is based on the idea that new
housing development results in increased housing costs in the
short term. An Inclusionary Zoning ordinance requires that
new developments proportionately help mitigate that impact
by including in the development some percentage of units
affordable to those with lower incomes. The IZ requirements in
the Boston region vary from 10% to 20%. Many IZ ordinances
also offer an alternative fee-in-lieu option, where a developer
can choose to provide a payment to a local Housing Trust that
can be used to construct the units.
The City of Malden and the Malden Redevelopment Authority
(MRA) have asked us to conduct a feasibility study for a
possible Inclusionary Zoning ordinance for the City of Malden.
Our purpose is as follows:
“[E]valuate the requirements of Malden’s proposed IZ
ordinance in order to understand its financial impacts on
new developments throughout the city. This analysis may
City of Malden Inclusionary Zoning Feasibility Study
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An artist’s rendering of J Malden Center and the new City Hall development

take into consideration existing zoning restrictions, development
approval procedures and permitting costs, current land and
construction costs, market rents, and other such data, in addition to
the proposed IZ requirements, to test the financial feasibility of a series
of prototypical developments throughout the city.
The City and MRA recognize that there are many ways to craft IZ
requirements that do not jeopardize the financial feasibility of new
development projects. By conducting this study, we can make
informed decisions that reflect our unique housing needs and our
values as a city in order to maximize the potential for new Affordable
Housing.”
In doing this project, we have reviewed work done on housing issues
in Malden to date; reviewed a draft IZ ordinance developed by City
and MRA staff; spoken to stakeholders in the housing development
and management market in Malden; and reviewed best practices with
respect to IZ ordinances. We also reviewed the existing Malden zoning
ordinance to determine how an IZ ordinance might interact with other
aspects of land use regulation.
We have met periodically with an Advisory Group that has guided this
effort. That Advisory Group has the following members:
•
•
•
•
•
•
•
6
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Working with Colliers International, we developed an interactive model that
looked at the possible impacts of various IZ ordinances on potential housing
developments in the City. This model allows us to test alternative percentages
of below-market affordable units and target income levels, as well as possible
fee-in-lieu levels.
In the end, we have recommended three alternative concepts for an IZ
ordinance. Each of these alternatives would provide for more below-market
affordable units in the City, while retaining profitability from new development.
These three alternatives are as follows:
• A requirement for 15 percent of units to be affordable to households making
80 percent of less of Area Median Income;
• A requirement for 15 percent of units to be affordable to households
making 50 percent of less of Area Median Income, with a counterbalancing
allowance for a 25 percent density bonus as well as allowing a parking
reduction to one space per affordable unit, while retaining the existing
parking requirement for the remaining units; and
• A requirement for 20 percent of units to be affordable to households
making 80 percent of less of Area Median Income, with a counterbalancing
allowance for a 25 percent density bonus as well as allowing a parking
reduction to one space per affordable unit, while retaining the existing
parking requirement for the remaining units.
These alternatives all work for rental projects, and may also work for
condominium projects. However, given that the short term impacts on these
types of developments is expected to be higher than those for rental projects,
this study also explored an alternative requirement for ownership-based
developments.
Under this option, the affordability levels for the inclusionary zoning units in those
developments would be at higher income levels than those in rental units.
This change would reduce the short-term impact of a new inclusionary zoning
requirement on such developments. In the long term, it is possible that this
difference may not be necessary, and it could be modified.
In addition, we recommend that a fee in lieu option for all units be offered, at
least at first. We would recommend setting that fee based on the actual cost
of creating a permanently below-market affordable unit, in order to help fund
City of Malden Inclusionary Zoning Feasibility Study
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the City’s Housing Trust and to provide developers with options as
they meet this new ordinance. Over time, that option may be scaled
back if circumstances change.
The rationale for these recommendations is further outlined in this
report. Once a final option is selected, a full draft ordinance will be
developed.
This study is not to be construed as legal advice to policy makers.
We recommend that the City staff and City Council consult with
appropriate legal advisors in finalizing this ordinance. Similarly, this
feasibility study is not a “nexus study” or other baseline study that
some communities conduct to outline the nature of the link between
new housing development and affordability issues. However, this
approach is generally consistent with best practices in the Boston
region and nationally, and is based on similar work elsewhere.
While there is no one solution to the housing affordability issue facing
Malden, a well-developed IZ ordinance can be part of the solution.
This recommended approach will allow the City to leverage new
development to help address the issue, while continuing to work on
other approaches to providing below-market affordable housing for
residents of Malden.
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DEFINITIONS
“Affordable Housing”: Housing that costs a household 30% or less of
its overall income, generally including utilities, insurance, and other
direct housing expenses. Affordable housing is often assumed to be
low-income affordable housing but exists at all income levels. While
household assets are not usually directly used as a measurement
of affordability, the income derived from those assets is considered
part of household income.
“Area Median Income”: A calculation of the median household
income of a region calculated by the U.S. Department of Housing
& Urban Development and updated annually. The Area Median
Income is calculated based on household size, so the amount
would vary depending on the number of people living together.
Often the Area Median Income for a household of four is used as
a simpler version of the calculation. The area used for Malden is
the Boston-Cambridge-Quincy, MA-NH HUD Metro Fair Market Rent
Area
Area Median Income (AMI) for Malden (2021)
Household Size
1
AMI
$ 84,250
$ 96,250
80% of AMI
$ 67,400
$ 77,000
50% of AMI
$ 42,125
$ 48,125

2

3
$ 108,313
$ 86,650
$ 54,156

4
$ 120,313
$ 96,250
$ 60,156

5
$
$
$

129,938
103,950
64,969

“Below-Market Affordable Housing”: Affordable housing available
for households below the Area Median Income. This is what is often
meant when someone refers to “Affordable Housing.” BelowMarket Affordable Housing is often calculated based on 50%, 60%
or 80% of Area Median Income.
“Housing Burdened”: A household that spends more than 30% of
its income on housing costs. In other words, a household that does
not have affordable housing is housing burdened.

City of Malden Inclusionary Zoning Feasibility Study
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WHAT IS INCLUSIONARY ZONING &
WHO PAYS FOR IT?
At its heart, inclusionary zoning is an internal subsidy
to produce units that are affordable at income levels below those for which a development is created.
Some of what might otherwise be profit is turned into
funding to reduce the cost of a certain percentage of
units in the development. This internal subsidy might
initially seem to come out of the developer’s pocket
directly – or, even worse, be seen as increasing the
cost of the other units in a development.
In reality, the cost of providing these affordable units
can come from a few different sources:
1.
In a strong market, a development may be
profitable regardless of the inclusionary requirement;
2.
Municipal code may provide other incentives
such as density bonuses that more than make up for
the requirement;
3.
Land values may adjust based on the requirement.

In most markets, that third factor is the most prominent. In those cases, the cost of the internal subsidy comes from the “land residual,” or the cost the
developer pays for the land on which a development
is built. Since a development’s profits are affected
by the inclusionary zoning ordinance, the developer
usually wants to reduce costs on the project. Construction costs are usually fairly fixed, though there
might be some marginal savings in providing less expensive finishes in the below-market units. Similarly,
the level of return for a developer – and more importantly, the financers of the project – seeks will have
to be above a certain level in order for the project to
proceed. However, the land cost is usually variable.
The seller of the land has often owned it for a long
period of time, and seeks to get as much money for it
as possible. However, if the owner is ready to sell, the
land will sell for what someone is willing to pay. In a
rational world, that value will be based on the ability to redevelop the land. As an inclusionary zoning
ordinance affects that ability, that change in potential
return will change the value of the land.
In the “real” world, sometimes land values are stubborn. An owner may have a sense of what the land is
worth, and is unwilling to lower that sales price based
on changes in land use code. This is why you some-

Williams, Stockton, et al. The Economics of Inclusionary Development. Washington, DC: Urban Land Institute, 2016
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times see parcels on the market for years. However,
there can be a number of things that affect those
land values. Over time, the cost of meeting an inclusionary zoning ordinance will adjust that price and
allow redevelopment to occur. That reduction in land
values can, if desired by a municipality, be countered
by other land use ordinance changes. For example,
providing density bonuses or parking requirement
reductions for inclusionary zoning projects can adjust
the land values back up to the previous levels.

TYPES OF INCLUSIONARY ZONING
The findings from studies on the effectiveness of
inclusionary zoning as a tool for production of below-market affordable housing vary. This variation
is in part a result of the differing markets and time
frames in which the studies were conducted. However, they also seem to indicate how different various
inclusionary zoning ordinances are. It’s difficult to
compare an ordinance with higher levels of affordability requirements with those with lower levels. Similarly, it is hard to compare a requirement that units be
provided on-site with one that has a generous fee-inlieu provision.
In order to understand how these differing requirements can affect the efficiency of the tool, it’s important to understand the components of an inclusionary
zoning ordinance.

Is it mandatory?
While most inclusionary zoning ordinances are required for all developments of a certain size, some
are not. In those cases, meeting the standards of the
ordinance may make a developer eligible for a density bonus or other incentives that might make their
development more economically viable. In general,
the research seems to suggest that incentive-only
ordinances are generally less effective at producing
below-market affordable units.

If it is mandatory, are there also incentives?
There are ordinances that are mandatory but also
provide incentives. These ordinances may both ensure

that the units are produced, and at the same time allow the economics of the development to more easily
absorb the internal subsidy of the below-market units.

What is the minimum threshold?
Inclusionary zoning ordinances generally only apply
when a project is over a certain size. Many ordinances in the Boston region apply to developments of six
or more units. It’s also common for an inclusionary
zoning requirement to start at a project size of ten
units. Thinking through what developments are large
enough to absorb the requirement is an important
part of developing a new ordinance. It is also important to acknowledge that a developer will often seek
to build a project that is just under the minimum size
that triggers an inclusionary zoning requirement. For
example, if the city’s threshold is ten units, you may
see an interest in developing nine units on a site.
There are strategies to reduce that “cliff’ effect, such
as having requirements ramp up slowly, or providing
sufficient incentives to eliminate the desire to avoid
triggering the requirement.

What is the requirement?
The percentage of units that must meet below-market affordability requirements varies a good amount
across jurisdictions. Some communities’ requirements
go as high as 25%, and others are as low as 5%. Sometimes the requirement varies by development size.
In general, most requirements are between 10% and
20%, with 10% being a common starting point for a
new ordinance.

What income levels are targeted?
Various ordinances set different requirements for the
income levels for which the below-market units. Most
ordinances tie the income levels to the “Area Median
Income” as set by the U.S. Department of Housing
and Urban Development. This is a well-designed
indicator that also adjusts over time for changes in
income levels in an area, and varies based on household size. However, as a regional rather than localized
income indicator, it must be compared to the income
levels for which housing is needed in a municipality.

City of Malden Inclusionary Zoning Feasibility Study
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In general, inclusionary zoning ordinances require
the below-market units to be affordable at either
50%, 60%, 80%, 100% or 120% of Area Median Income. Some ordinances use a combination of these
thresholds, or vary them for different kinds of housing
developments. The most common target income for
below-market units is 80% of Area Median Income. In
Malden, 80% of Area Median Income for a four-person household is currently $96,250. An affordable
rent at that income level is one below $2,166.

What is the term of affordability?
Usually, when below-market affordable units are
produced as a result of inclusionary zoning, there is a
requirement that the below-market cost be retained
for a certain period of time. This requirement is often
recorded as a deed restriction on the unit or the development in which it is located. The term of affordability is often set at either 30 years, 99 years, or, if
allowable under law, in perpetuity. Some ordinances
allow for shorter terms of affordability under certain
circumstances, such as providing more below-market
affordable units in the development.

What are the options for meeting the
requirements?
The default assumption in most inclusionary zoning
ordinances is that the below-market units are provided as part of the development. Often the ordinance
requires that the unit sizes be the same as the market-rate units, and that they be distributed around the
development.
However, some ordinances allow for alternatives to
providing the units on site. The most common alternatives are a “fee-in-lieu” option. That option allows a
developer to pay a per-unit fee rather than providing
the units. That fee is generally set at a level that will
allow one comparable unit to be developed elsewhere, and can range from below $100,000 to several
hundred thousand dollars. There is usually a formula
created to calculate the fee that may vary based on
the size of the development and the market. It is
usually advisable to factor into that fee some administrative cost for the municipality, as it will actually have
12

to find a developer and location for that unit. The fee
usually goes into a dedicated Housing Trust, to ensure
that it is only used for below-market housing purposes. Sometimes the fee can be used to leverage other
sources of affordable housing finance, such as HOME
funds or Low Income Housing Tax Credits, and can be
used to produce more units than would otherwise be
provided on site.
Some communities that have strong markets and
have collected fees-in-lieu for many years have moved
away from allowing this option, as they prefer to produce the units on-site.
Another alternative approach some communities permit is for a developer to fund off-site below-market
units. In that case, the developer may partner with
a non-profit housing developer to purchase a nearby building and subsidize creation or renovation of
units that are not part of the principal development.
This approach, which creative and flexible, must be
carefully monitored to ensure the units provided are
of comparable quality, size, and, if desired, location
as the principal development. The financing of these
units should also be closely monitored to ensure that
the developer is not simply identifying a below-market development that would occur anyway.

Are there geographic limits?
Most inclusionary zoning ordinances apply throughout a municipality. However, there are some ordinances that only apply in certain parts of a community,
or which vary the percentage of below-market units
required based on neighborhood or zoning district.

How much is left to implementing
regulations?
While an inclusionary zoning ordinance should be
fairly clear as to its intentions, there are often details
that are simply too minute for city code. In addition,
there may be specifics that are best left to an implementing board to pass as an administrative code or
implementing regulations. For example, an ordinance
may say that units should be of “comparable size.”
However, it may be left to the Housing Trust board
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to decide what it means to be of “comparable size.”
These implementing regulations are usually approved
after a public hearing, and can be amended by the
implementing board rather than having to go to the
full City Council.

What is the administrative support?
Finally, it is important to consider how the municipality will administer an inclusionary zoning ordinance.
Developers will need to come to agreement with
municipal partners to determine that they have met
the ordinance requirements. Legal documents will
have to be developed, executed, and recorded. The
below-market units will have to be inspected, and a
system for ensuring that they are rented to eligible
households will have to be created. A well-developed
inclusionary zoning program has adequate staff support and the staff is given the support from political
leaders to do their jobs without interference.

RESEARCH FINDINGS
There have been a number of studies conducted on
the effectiveness of inclusionary zoning in the past 30
years. However, there is no solid agreement as to the
impacts on the real estate market or housing production. In general, the conclusion appears to be that
there may be some upward pressure on prices and
some change in housing production types and levels.
However, most studies find these effects to be below
five percent, with a number of factors that can mitigate or eliminate these impacts.
One of the most skeptical reports is by the National
Association of Home Builders. That report is primarily
a collection of case studies and summaries of other
research, but it includes some original economic and
legal research. It reports that:

City of Malden Inclusionary Zoning Feasibility Study
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“The economic study for NAHB that examined price
and production effects on IZ based on a robust data
set from California did not find an increase in overall housing production from IZ and concluded that
IZ acts like a tax on housing. It also found a drop
in single family housing production, with a shift to
multifamily. Based on NAHB’s experience, this is a
problem, because the building industry is still fairly
specialized—it is not easy for a builder or developer
to be able to do both types of products because the
construction involved in horizontal versus vertical
development is so different.”
Another somewhat skeptical study was published
by Jenny Schuetz, Rachel Meltzer and Vicki Been in
2011. It looked at the impact of inclusionary zoning
programs in the San Francisco and Boston areas and
determined that housing prices appeared to be negatively impacted in the Boston region but not in the
San Francisco area:
“The amount of affordable housing produced under
IZ has been modest and depends primarily on how
long IZ has been in place. Results from suburban
Boston suggest that IZ has contributed to increased
housing prices and lower rates of production during
periods of regional house price appreciation. In the
San Francisco area, IZ also appears to increase housing prices in times of regional price appreciation, but
to decrease prices during cooler regional markets.
There is no evidence of a statistically significant
effect of IZ on new housing development in the Bay
Area.”
However, there are a number of more recent studies
that are more supportive of the tool of inclusionary
zoning, when properly implemented. The Center for
Housing Policy completed a report in 2016 that found
that the research on inclusionary zoning policies,
while mixed, generally found no relationship between
having inclusionary zoning and increased housing
prices:
“While there have been numerous studies on inclusionary housing, they unfortunately do not provide
conclusive evidence about the overall effectiveness
14

of inclusionary housing programs. These studies
vary substantially in terms of their research approaches and quality. In addition, it is difficult to
generalize the findings from the existing research
because researchers have examined policies in only
a handful of places and at particular points in time
when economic and housing market conditions
might have been quite different. Given these limitations, however, the most highly regarded empirical
evidence suggests that inclusionary housing programs can produce affordable housing and do not
lead to significant declines in overall housing production or to increases in market-rate prices. However, the effectiveness of an inclusionary housing
program depends critically on local economic and
housing market characteristics, as well as specific
elements of the program’s design and implementation.”
In other words, inclusionary zoning’s effectiveness
and effect on the market will depend a great deal on
the specifics of that market, as well as the quality of
the program.
This report goes on to recommend the following best
practices:
“In general, mandatory programs in strong housing
markets that have predictable rules, well-designed
cost offsets, and flexible compliance alternatives
tend to be the most effective types of inclusionary
housing programs.”
It seems reasonable that inclusionary zoning, like
many other requirements for building in a community, might not affect housing prices. That is because
housing prices are not based on the cost of construction. Instead, they are based on the price the market
will bear for housing. In other words, if a developer
needs to charge $2,000 a month for a rental unit in
order to cover their costs and make a reasonable profit, that does not mean the unit will rent for $2,000.
If the market will support a rent of $2,500, that is
more likely to be the rent that will be charged. If an
inclusionary zoning ordinance – or a new sprinkler
requirement, or any other new code – increases the
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minimum rent needed for that until to $2,100, the
owner is still likely to charge $2,500.
There is more of a possibility that an inclusionary
zoning ordinance might increase costs to the point
where the developer can’t make a reasonable
return, thus discouraging them from building the
housing at all. In the example above, if the market rent was $2,050 instead of $2,500, then the
inclusionary zoning requirement might mean the
housing doesn’t get developed. In many cases, the
developer may offset these costs by other means,
such as paying less for the land or developing more
units on the site. That is why it is important to do a
feasibility study such as this one to ensure that the
marginal effect of the new ordinance is understood.
Two relatively recent publications the Lincoln Institute for Land Policy provide good perspectives on
the state of the practice in inclusionary zoning. The

Lincoln Institute, an independent non-profit think
tank, published a working paper in 2017 that identified 886 communities nationally with inclusionary
zoning ordinances. Most of these communities were
in New Jersey (45 percent,) Massachusetts (27 percent,) and California (17 percent.) The study found
the following outcomes:
“Although comprehensive data on impact and
program characteristics was not available for
the majority of programs, the study did find that
373 jurisdictions reported a total of $1.7 billion in
impact or in-lieu fees for the creation of affordable
housing. Jurisdictions also reported creating a total
of 173,707 units of affordable housing, which predominantly excludes additional units created with
the $1.7 billion in fees:
• 443 jurisdictions reported creating 49,287 affordable homeownership units;

City of Malden Inclusionary Zoning Feasibility Study
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• 581 jurisdictions reported creating 122,320 affordable rental units; and
• 164 jurisdictions reported an additional 2,100
affordable homes.”
The study went on to suggest that best practices were
to require units on-site when possible, and to ensure
long-term affordability of below-market units. It also
noted that inclusionary zoning is best used as one tool
in a set of tools for developing below-market affordable housing.
In 2015, the Lincoln Institute published a report outlining their assessment of the effects of inclusionary
zoning on housing markets. That report looked at the
overall impacts of a program on the housing market
based on other studies, and concluded that the impacts were not greater than the benefits:
“Policy makers are understandably concerned that
affordable housing requirements will stand in the
way of development. But a review of the literature
on the economics of inclusionary housing suggests
that well-designed programs can generate significant affordable housing resources without overburdening developers or landowners or negatively
impacting the pace of development…. Inclusionary
housing programs also require significant staffing
to oversee the development process and to steward
units after they are built, to ensure long-term affordability.”
This report goes on to summarize the effect I outlined
above:
“Generally, developers do not pass on the costs of
inclusionary housing to tenants and home buyers.
The local real estate market sets the prices of market-rate units, and developers of one project can’t
change the overall market price or rent. Therefore,
the costs associated with construction of inclusionary housing are either absorbed by modest declines
in land prices or reductions in developer profits, or

16

some combination of the two.”
Finally, the Urban Land Institute, an independent
international network of real estate and land use experts that funds research on development issues, produced a 2016 report on the economics of inclusionary
development. This report conducted a high-level version of a feasibility study on how inclusionary zoning
might affect a few different development types and
how changes in the details of an inclusionary program
might affect that feasibility.
“Understanding those effects is important. By definition, IZ is intended to generate a below-market real
estate end use—workforce housing units—that the
private market on its own would not produce at a
given location. IZ may make that site less valuable
than it would be if developed to its highest and best
use.
The positive news is that cities have at their disposal
a variety of tools to make inclusionary development
more favorable from the landowner’s and developer’s perspectives. Using those tools to optimize private developer participation—and spur the desired
development of new workforce housing units—is
challenging for most cities.”
The report found that a long-term, consistent inclusionary zoning policy would be reflected in adjusted
land prices. At the same time, a policy would need
to be able to adjust in some ways to changes in the
market over time, requiring ongoing monitoring and
reporting to policy makers:
“To the extent that IZ policies remain in place over
a sustained period of time, land prices may adjust
and the IZ requirements may be absorbed as a “cost
of doing business” in the jurisdiction. The challenge
is that the most effective IZ policies need to have
the ability to adapt in response to changing market
conditions. Both these somewhat opposing values—
policy consistency and policy flexibility—have value
to developers and contribute to the success of an IZ
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policy. Balancing them appropriately in design
and administration of IZ is perhaps the central
challenge for cities seeking to make best use of
this particular policy tool.”
This report concluded that in strong markets, with
the right base zoning in place, inclusionary zoning
would achieve its goals without other incentives.
However, it found that in many cases, inclusionary
zoning would work best with additional incentives,
such as density bonuses or financial support.

be less concern about the impact of a new requirement
on real estate development. However, what happens if
you introduce a new requirement during a downturn in
the market? This question is particularly relevant right
now, when many are concerned about the impact of the
COVID-19 pandemic on real estate investment.

In the end, deciding to create an Inclusionary Zoning
requirement is a policy decision for a community. If you
decide that seeking below-market affordable units as part
of new development is appropriate, there will need to
be some resolve in the community to be consistent and
In conclusion, the effects on an inclusionary zoning keep the requirements through strong markets and weak
program depend on a number of factors, including: ones. It’s important to do the analysis to determine that a
requirement is not too onerous. Once that determination
has been made, the requirement will gradually become
• The strength of the market
part of the development context, as would any other
zoning or regulatory requirement on development. While
• The specific requirements of the program
Inclusionary Zoning may have some marginal impact on
• The length of time the program remains in
the market when it is in a low point, if propertly develeffect
oped it is unlikely to be the primary reason for a soft
• A set of clearly defined alternative approaches market.
to meeting the ordinance requirements
This minimal impact is in part because of another impact
• The provision of other ordinance changes or
of a soft market. If real estate investment is down, that
bonuses built into the inclusionary zoning ordiis likely in part because rents and sales prices are not
nance
increasing, and may even be decreasing. If the market
• A strong and politically supported administra- rents drop to levels comparable with the below-market
affordable units, there is a minimal difference between
tion of the program
the inclusionary units and the market-rate units. Those
There is likely to be an initial feeling that inclusion- comparable rents or sales prices minimize the impact of
ary zoning is negatively affecting the market, as
the inclusionary zoning requirement.
land values have not yet adjusted, and developers
are not yet familiar with the options in the ordiAs the market picks up, the market-rate unit values innance. Over time, the market is likely to adjust to
crease, while the inclusionary units stay relatively level.
an ordinance as part of the set of requirements to That means that the development will becomemore
develop in that community, similar to other zoning profitable, and therefore able to internally subsidize the
requirements and building code.
inclusionary units.

SHORT- AND LONG-TERM EFFECTS
One question that sometimes arises during development of a new Inclusionary Zoning ordinance
relates to the inevitable ups and downs of the real
estate market. In a strong market, there tends to

We don’t yet know the short- and long-term impacts of
the COVID-19 pandemic. However, real estate experts in
the Boston region see the market as continuing to be relatively strong.

City of Malden Inclusionary Zoning Feasibility Study
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HIGHLIGHTS FROM STAKEHOLDER INTERVIEWS

STAKEHOLDER INTERVIEWS
As part of this study, we reached out to a number
of organizations involved with housing issues in
Malden and nearby communities. We interviewed
representatives of for-profit housing developers;
non-profit affordable housing developers; and social
service agencies that manage housing in Malden.
These interviews helped us understand how these
national trends and research would apply in the
specifics of Malden’s market.
In general, we found openness to the concept of
inclusionary zoning among most stakeholders, including market rate developers, if implemented in a
way that provided for the types of economic offsets
outlined in the research above. Some stakeholders
noted that Malden is one of the only communities
in the area without an inclusionary zoning requirement.

“Development is very difficult in Malden… the parking requirement is difficult. Downtown can sustain parking garages, otherwise surface lots need to be built that cost money and take up
land.” – Market Rate Developer
“The rules [of an Inclusionary Zoning ordinance] should be
clear.” – Market Rate Developer
“A density bonus would help a lot.” – Market Rate Developer
“Restrictive zoning and political challenges have made developing affordable housing difficult in Malden. Proximity to the
T is not enough. There need to be changes to allow for higher
density and less parking.” Non-profit Housing Development and
Social Service Provider
“Off-site options should be considered. A fee-in-lieu might work
if there are sites where the fee can be readily used.” - Non-profit
Housing Development and Social Service Provider
“We never have had problems getting tenants for our units, except recently because of COVID.” – Manager of Deed-Restricted
Below-Market Housing Units

Some also noted that there are other factors that
limit development more significantly. While Malden
is a strong market with a great deal of development
interest, some said that the existing zoning requirements tamp down that market and reduce the
financial feasibility of projects, especially outside the
downtown. If an Inclusionary Zoning ordinance included some increased development allowance, or if
the zoning code were amended to generally increase
allowed densities, that would likely increase the effectiveness of inclusionary zoning. In addition, Malden’s current parking requirement of one parking
space per bedroom was seen as an impediment to
housing development. The stakeholders to which we
spoke felt that the actual parking need, especially
near the T station, was lower than that requirement.
Reducing the number of spaces required could save
on site development costs, and help support projects that meet inclusionary requirements.

“The rents have gone up a lot in the past 12 years in Malden” –
Non-profit Manager of Extremely Low-Income Housing

Finally, there was an interest in flexibility in meeting requirements. Providing fee-in-lieu and off-site
provisions that could be met in partnership with
non-profit affordable housing developers were seen
as desirable components in any ordinance. On the
other hand, there was a desire for clarity in ordinance language.

“Mission driven organizations make better managers of units,
and can also provide other needed services for low-income tenants.” - Non-profit below-market affordable housing developer
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“Parking is something that all municipalities should be talking
about. Today’s parking need is not tomorrow’s parking need.” –
Market Rate Developer
“The Inclusionary Zoning tool is very blunt and needs flexibility.”
- Market Rate Developer
“Malden wasn’t an easy sell to institutional investors, and not
having an affordability requirement helped.” – Market Rate
Developer
“Perhaps the overall affordability could be some percentage of
overall rent structure, so you could provide a total ‘discount’ but
not necessarily on specific units?” – Market Rate Developer
“We would be interested in potential work with the City to use
fee-in-lieu payments to develop off-site housing if that decision is made. However, generally the units should be on site.” Non-profit below-market affordable housing developer

“It’s important to have enforcement of ordinance requirements”
– Non-profit below-market affordable housing developer

City of Malden Inclusionary Zoning Feasibility Study

MALDEN’S HOUSING MARKET
In 2019, the Metropolitan Area Planning Council (MAPC) completed a “Housing Needs Assessment” of the
City of Malden. This effort began as the City considered the need for a Housing Production Plan, pursuant to
M.G.L. c. 40B, and evolved into a Housing Needs Assessment. A Housing Needs Assessment had been previously recommended in the City’s Master Plan, and the City decided this was the appropriate next step after
the MAPC provided the City with a General Land Area Minimum (GLAM) analysis indicating the City’s GLAM
percentage is more than double the legislative threshold.
The Housing Needs Assessment outlined the state of the housing market in the City based on best available
data. It also outlined land available for development in the City and looked at the relationship between income levels in the City and housing costs.
The study showed a significant increase in median single-family and condominium housing costs over the
2012-2018 period. It also showed variation in median rents during that time. However, those rents represent
a significant financial burden to the 56% of households in Malden below 80% of Area Median Income. Of
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those low-income households, 2/3 are “cost burdened” with housing, meaning they spend more than
30% of their household income on housing costs.
Given that renters are generally lower income, it appears that these rent levels also represent a financial
burden to those households:
“Malden’s housing stock does not meet the needs of
many residents, particularly low-income households.
The estimated 2,542 SHI units are far fewer than
the estimated 12,720 low-income households in the
city, and the ratio is technically even lower since
market-rate rental units in mixed-income projects
are listed on the SHI in addition to deed-restricted
Affordable Housing. In other words, for every five
low-income households in Malden, there is at most
one deed-restricted Affordable Housing unit. And
for every three cost-burdened low-income households, there is at most one deed-restricted Affordable Housing unit. For lower-income households as
well as those with relatively higher incomes, there
is a clear affordability gap in Malden, meaning a
disconnect between the cost of housing and what
residents can afford. Recent developments have not
20

included any deed-restricted Affordable Housing,
and therefore have not reduced the housing affordability gap. …
Renters earning Malden’s median income would be
cost burdened in a unit rented for the median rate.
A household earning Malden’s median income of
$60,085 would have a monthly income of about
$5,007. If they were to rent a median-priced 2-bedroom unit for $2,100, they would pay 42% of their
income on housing and therefore be cost burdened.
A Malden employee earning the annual average income of $46,560, as opposed to the median, would
have a monthly income of about $3,880.12 If this
household were to rent the same 2-bedroom unit,
they would spend 54% of their income on housing
and be severely cost burdened.”
This study went on to explore some of the regulatory
barriers to housing production in Malden. It noted the
parking ratios required in Malden’s zoning code are
relatively high compared to actual likely need, as well
as policy goals:
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“In 2017, MAPC completed a Metro Boston Perfect
Fit Parking Initiative report that assessed parking
supply and demand in five municipalities, including
Malden. Working directly with the City of Malden
assessor to obtain property assessment information,
MAPC surveyed a total of 25 multifamily residential properties with nine or more units. MAPC then
conducted overnight (weeknights, 12:00-4:00 AM)
parking counts to observe the number of spaces occupied during peak residential parking hours. MAPC
used this data, and that collected in the other four
participating municipalities, to create a model of
parking demand per unit, controlling for Affordable
Housing units and housing tenure (rental/ownership).
In Malden, the average observed parking supply per
unit was 1.09 spaces, but the average parking demand per unit was 0.73 spaces, for a utilization rate
of only 67%. This is much lower than MAPC’s recommended parking utilization rate of at least 90%
for off-street residential uses in order to efficiently
use land while still allowing for some snow storage,
dumpsters, and other non-parking uses.
A key finding of this study is that parking supply can
increase parking demand. In other words, offering
residential parking attracts residents with cars.
Households with two vehicles, for example, will generally seek housing arrangements with two parking spaces. Those with one or no vehicle, will seek
housing with a corresponding number of spaces.
Another key finding is that neighborhood transit access influences the need for parking, so multifamily
buildings with good transit access may require even
less parking per unit than other comparable buildings in less transit-rich areas in Malden.
Based on this sample, more parking is supplied for
multifamily housing in Malden than is demanded,
a trend repeated in the other four communities
surveyed. Parking demand, then, should not be
considered a constraint on development. More rigorous parking regulations that better align parking
supply with demand will lead to less congested
roads, because development with fewer spaces will
attract occupants with fewer cars. And perhaps

most importantly, adjusting parking regulations
will more efficiently use precious land in Malden for
more valuable purposes, such as to meet housing,
economic development, open space, or other goals.
To inform regulatory amendments based on a better
understanding of what building and neighborhood
characteristics influence parking demand, MAPC will
be gathering more data about additional multifamily developments in the region, including other sites
in Malden, as part of a Phase 2 of the Perfect Fit
Parking Initiative.”
Finally, this study made some connections between
economic growth, projected housing production
needs and the affordability levels of that production:
“New workers are needed to fill jobs vacated by
retiring Baby Boomers in the coming years and to fill
the new jobs created to maintain a strong economy.
These workers need homes and will increase competition for existing housing unless additional units are
added to the supply.
Even if population growth in the city were to inexplicably slow or stop tomorrow, ‘latent demand’ would
maintain pressure on the housing market for years
to come. …
Malden also has a significant affordable housing
shortage, with fewer than one deed-restricted Affordable unit for every three cost-burdened low-income households. Of the approximately 1,800 new
units constructed since 2010, none are Affordable
units. A slight majority of Malden households (56%)
are low income, with incomes no more than 80% of
MFI, and could qualify for Affordable Housing. These
units, however, make up less than 10.1% of the city’s
housing stock. Moreover, 470 deed-restricted Affordable units could expire by 2030; this represents
about 18% of all Affordable Housing in the city.
Although deed-restricted Affordable Housing cannot by itself meet the needs of eligible low-income
households, producing and preserving Affordable
units will reduce cost burden and help stabilize
low-income households. …
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21

As in many surrounding cities, challenges related to
housing availability and affordability can lead to displacement of vulnerable populations. Some groups
in Malden are particularly susceptible to being
displaced, including the 56% of Malden households
that are lower income and the 59% of households
that rent. A majority of both groups are cost-burdened. Though renters (and particularly low- income renters) face higher displacement risk due to
little control over their housing costs, lower-income
homeowners are also at risk of displacement due
to property tax assessments that increase with the
value of their homes. Moderate-income Maldonians
are less likely to be displaced, but 28% are already
cost burdened.”
In short, a significant proportion of new housing
production should ideally be priced at levels that are
affordable to low-income households. While the study
does not outline a specific percentage, it would seem
reasonable to try to meet the ratio of low-income

households in the City currently. That would mean
that up to a net of 56% of these new units should ideally be affordable to low-income households.

MALDEN’S ZONING & AFFORDABILITY
While this study is not an extensive analysis of Malden’s Zoning Ordinance (Chapter 12), it would be
difficult to evaluate a potential inclusionary zoning
ordinance without taking a look at how the zoning
impacts development. Stakeholders and national best
practice studies have both noted that base zoning
requirements interact with inclusionary requirements.
In particular, the density of development permitted
and the parking required in the zoning ordinance both
impact the feasibility of inclusionary zoning.

Density
Below is a generalized version of the City zoning map
that divides individual zoning categories into a few

Zoning Groups
Business
Industrial
No multifamily
Multifamily
Residential Office
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general categories:
• Light blue areas are lower density residential zones
and generally do not permit multifamily housing and
therefore would be generally be less likely to be areas
in which an inclusionary zoning ordinance would
apply. However, in some cases - such as conversion of
commercial or industrial spaces - the zoning allows for
special exceptions to permit multifamily housing. In
those cases, inclusionary requirements might apply;
• Red areas are generally industrial areas, and they do
not permit multifamily housing;
• Darker blue areas are higher density residential
zones that permit multifamily housing, and green
areas are downtown and business zones that permit
multifamily housing. These both therefore might be
areas where inclusionary zoning might result in below-market affordable housing production. Similarly,
the yellow residential office zones might be areas for
such production.

Parking
Malden’s parking requirement is generally one space
per bedroom. Therefore, a three-bedroom unit would
need to provide three parking spaces. This requirement is potentially a limiting factor on housing development, especially in the “darker blue” areas outlined
above, regardless of other zoning factors.
The only significant exception to this requirement is
for elderly housing, where the parking requirement is
one space per unit.
The parking requirement may be reduced by special
permit by the Planning Board, based on proximity to
rapid transit or train stations, or by the City Council
in the downtown area, based on proximity to public

IRR Baseline
ROE Baseline

15-unit
rental

9.39%
4.34%

30-unit
rental

parking lots. Malden has two public transit stations:
Malden Center, which has Orange Line service, commuter rail, and a bus hub; and Oak Grove, which has
Orange Line service.

OPTIONS FOR INCENTIVES
In short, there appear to be some limitations on
housing development, both geographic and related to
zoning requirements. These limitations may need to
be explored, either in conjunction with an inclusionary zoning ordinance, or on their own. One common
option is to allow for some relief from these base densities and parking requirements for projects that meet
their inclusionary zoning requirements on-site. This
study recommends options for incentives in Alternatives 2 and 3, outlined below.

MODELING ALTERNATIVES
As explained above, an inclusionary zoning ordinance
essentially creates a requirement for an internal
subsidy. That subsidy is based on the finding that the
market-rate housing is creating a need for below-market affordable housing. However, it also has to work
for a developer. If it does not, developments won’t
proceed.
In order to understand how various alternatives for inclusionary zoning ordinance language might affect the
financial feasibility of housing development, we developed a financial model to test scenarios. This model is
based on existing expectations for construction costs
and other factors affecting development feasibility.
In order to test a range of development types, we created a model that looks at four basic prototypes:
1. A 15-unit townhouse style or low-rise rental development;

9.75%
4.56%

50-unit
rental

6.41%
3.01%

15-unit
condominium
47.71%

“IRR”: Internal Rate of Return (see definition below)
“ROE”: Return on Equity (see definition below)
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2. A 30-unit mid-rise rental development;
3. A 50-unit high-rise rental development; and
4. A 15-unit townhouse style or low-rise condominium development.
These four prototypes each have their own economics
and are more likely to happen in different zones of the
city. For example, the 15-unit developments are likely
in the RB or RC zones, while the 50-unit development
is more likely in the Central Business Zone. The condominium development was modeled to compare how
a home-ownership model might be affected by inclusionary zoning, as opposed to a more common rental
model.
While there are a number of variables that can be
modified in this model, it is primarily designed to
allow exploration of the following variables:
1. Percentage of below-market units required;
2. Target income levels for those units;
3. Fee-in-lieu options in part or in whole;
4. Varying rates of fee-in-lieu; and
5. How changing other zoning requirements, such as
parking requirements, might affect the feasibility
of a development.
Using this model, the Advisory Group was able to explore a number of different scenarios to see how they
might affect financial feasibility of various projects.
While it is difficult to determine the specific impact
of any scenario on any specific project, this work
provides a good baseline for balancing policy goals to
produce more below-market affordable housing with
the need for a project to show a certain return.

What to look for
The model makes some basic assumptions about
inputs, such as the price of land, market rents and the
cost of capital. Those can be changed but are based
on best current estimates of the real estate market
in Malden. As a result, there are some aspects of the
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model that may indicate that a particular project is
not feasible given current market conditions. That
does not mean that no development of that kind is
possible in the city. It simply means that, given the
current average prices of these inputs, and the regulatory requirements put on them, it may be difficult to
make such a project happen today.
It’s important not to spend too much time dwelling on
challenges in this baseline condition. Many of them
will not apply to particular projects. Others could be
changed by looking at requirements in Malden’s Zoning Ordinance. For the purposes of this study, however, we established a baseline condition and focused
on how various inclusionary zoning requirements
might affect that baseline condition.
It’s also important to note that this model only shows
an estimate of the immediate impact of an inclusionary zoning requirement on the feasibility of a particular project. Over time, the market will adjust to new
requirements and, in many cases, prices may adjust
to levels that allow projects to move forward. Some
inputs are too general to be impacted by changes in
local requirements - for example, construction prices
are determined by the regional market rather than
Malden’s. Other inputs may be a little “sticky” and
may not adjust immediately. However, if they are localized, they will eventually change to accommodate
a new requirement.
For example, there is a fair amount of research that
suggests that land sales prices generally adjust over
time to reflect the cost of meeting a new inclusionary
zoning ordinance. Most land owners seeking to sell
underdeveloped land are not leveraged with significant debt. They are simply seeking to sell their land
for as much money as it will sell for. Over time, they
will (reluctantly) lower their threshold sales prices to
accommodate new requirements, and the feasibility
of projects will improve.
This ability to adjust inputs is not unique to changes in
inclusionary zoning requirements. Any zoning change
that affects the ability to develop land will have a similar impact. Downzoning is the most obvious example.
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Area Median Income (AMI) for Malden (2021)
Household Size
1
AMI
$ 84,250
$ 96,250
80% of AMI
$ 67,400
$ 77,000
50% of AMI
$ 42,125
$ 48,125

2
$ 108,313
$ 86,650
$ 54,156

If a parcel could have previously developed into three
units, and zoning changes so it can only be developed
into one unit, the value of that land will decline. Even
changes to setback requirements, parking levels, or
building height allowances can affect land values and
other localized inputs.
Since there is likely to be some adjustment to input
levels over time, this study does not assume that
short-term reductions in return on investment are
the final word on the feasibility of inclusionary zoning requirements. In general, we have assumed that
if a development still remains close to feasible in the
short term, land values and other variable inputs will
adjust over the mid-term and the project will become
feasible again.
However, if the model showed that a project with
certain inclusionary requirements veers well below a
reasonable return on investment, we raised caution
about putting that particular requirement in place.
Over time, as the market adjusts, it may be possible
to increase inclusionary zoning requirements further.
However, in general it is important to avoid too sharp

Percentage of units that must be
below-market affordable
Income maximums for those units
Is there a density bonus for
inclusionary projects?
Is parking adjusted for the belowmarket affordable units?

3

4
$ 120,313
$ 96,250
$ 60,156

5
$
$
$

129,938
103,950
64,969

a change at once, if there interest in continuing to see
housing investment in Malden.
There are also inclusionary requirements that may be
too stringent to be absorbed by the market. Below
some sale price minimum, a land owner will not be
willing to sell their land. If inclusionary requirements
drive land value below those threshold values, significant development will generally stop. Since we can’t
predict that threshold value, we recommend moving
somewhat incrementally in introducing or strengthening inclusionary requirements.

Feasibility Indicators
This model uses two primary measures of the financial
feasibility of a project. These measures are commonly
used by developers and lenders to determine whether
a project makes sense:
1. Return on Equity (ROE) is the cash flow after financing divided by the equity investment. Basically, it is the annual interest rate you are getting as
a developer on the money you put into a project.
This is very similar to the concept of “return on

Alternative 1

Alternative 2

Alternative 3

15%

15%

20%

80% AMI
No

50% AMI
Yes

80% AMI
Yes

No

Yes

Yes
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investment.” For a rental project, the ROE should
currently be about four to five percent. For a
condominium project, which has a much shorter
investment time frame, the return is expected to
be much higher. Generally, condominium projects
should have an ROE of about forty to fifty percent.
2. Internal Rate of Return (IRR) is defined as the discount rate at which the sum of the present values
of the cash inflows (or returns) exactly equals the
cash outflow (or investment.) In other words, this
is a way of controlling for the fact that a project
may get money in future years and comparing it
to money spent in the current year. For a rental
project, the IRR should currently be about nine to
ten percent. While the IRR is often calculated for
condominium projects, it is not generally as useful
a concept for the purposes of this model, so we
are only evaluating the ROE for that product.
There are other measures that can be used as well,
such as the Net Present Value of a project. That
measure determines generally if the project will make
you money, controlling for the fact that some of the
money will come in the future. While the model does

Baseline

Percentage IZ:
Income Level:

Density Bonus?
Parking Adjustment?
15 Unit Rental
30 Unit Rental
50 Unit Rental

15 Unit Condo
15 Unit Condo1

9.39%
4.34%
9.75%
4.56%
6.41%
3.01%

determine the Net Present Value of various products,
it is not as useful a concept for the purposes of this
study. For that reason, we are concentrating on comparing the ROE and IRR of each scenario.
Above are the baseline IRR and ROE numbers for each
of the four product types, without any inclusionary
zoning requirements. As you see, they generally fall
within the feasibility levels identified above. The one
exception is the larger, 50-unit rental property. While
there are individual projects of that size that may
work in Malden at this time, in general such a project
is not generally feasible at present, for a number of
reasons. Two of the main reasons are:
1. This project will have to use a more expensive,
steel-frame construction technique;
2. Under current parking requirements and with limited land availability, this project will have to use
structured parking, which is considerably more
expensive than surface parking;
While such a project might not generally be feasible
at this time, it is still helpful to model how an inclu15%
80% AMI
No
No

15%

20%

50% AMI
Yes
1 space per IZ unit

80% AMI
Yes
1 space per IZ unit

Change in IRR
Change in ROE
Change in IRR
Change in ROE
Change in IRR
Change in ROE

-0.85%
-0.44%
-0.85%
-0.45%
-0.66%
-0.32%

-1.20%
-0.67%
-1.07%
-0.62%
-0.69%
-0.39%

0.17%
-0.09%
0.26%
-0.03%
0.23%
-0.04%

47.71% Change in ROE
47.71% Change in ROE

-12.21%
-7.29%

-9.99%
-4.75%

-6.55%
0.31%

Orange indicates baseline or changed values that may challenge viability
“IRR”: Internal Rate of Return (see definition above)
“ROE”: Return on Equity (see definition above)
1
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These numbers assume higher income levels for condominium projects (80% AMI rather than 50% AMI, and 100% AMI rather than 80% AMI)
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Rents Permitted for Deed-Restricted Units (2021)
Bedrooms
0
Maximum Rent at 100% AMI
$
2,106
Maximum Rent at 80% AMI
$
1,685
Maximum Rent at 50%AMI
$
1,053

1
$
$
$

2,406
1,925
1,203

Sales Prices Permitted for Deed-Restricted Units (2021)
Bedrooms
0
1
Maximum Sales Price at 100% AMI $ 366,199
$ 418,357
Maximum Sales Price at 80% AMI
$ 292,959
$ 334,686
Maximum Sales Price at 50% AMI
$ 183,099
$ 209,179
sionary zoning requirement might affect its feasibility.
If a few factors change in the baseline, the projects
viability may increase. In that case, it’s important to
know how any new inclusionary requirements might
affect that viability. For this reason, we focus on the
changes from baseline for this project - and the other
ones - as much as the absolute numbers produced.
That way, we know how much of a financial impact
this one variable is having on a market.

Modeling Alternative Inclusionary
Requirements
With a baseline model set of scenarios set, we could
check how various new requirements - and even
incentives - might affect feasibility of these hypothetical developments. By comparing how these factors
change based on various requirements, we were able
to determine if those requirements render the development type infeasible.

2
$
$
$

2,708
2,166
1,354

3
$
$
$

3,248
2,599
1,624

2
$ 470,788
$ 376,630
$ 235,394

3
$ 564,783
$ 451,826
$ 282,391

far below expected return they went, and whether
one, or both, factors were significantly affected, we
could determine how likely it might be that these
requirements would make a project infeasible.
These project types correspond roughly to the areas
in the color-coded map of the city above:
•

None of these development types are likely to be
seen in the light blue areas except for in limited
cases where special exceptions can occur;

•

The 15 unit developments (rental and condominium) are most likely to be seen in the dark blue,
green and yellow areas;

•

The 30 unit development is most likely to be seen
in the green area; and

•

The 50 unit development is most likely to be seen
in the green area.

This evaluation had two steps. First, we looked at
whether the change in these factors brought the
numbers below the minimum returns expected. If
not, the requirement was generally feasible for a typical development.

Of course, if there were changes to the base zoning
requirements, this categorization could change.

If the initial run suggested that the factor would go
below the minimum return needed, we would take a
second look at that requirement. Depending on how

Working with the Adviory Group, we ran several sets
of possible inclusionary requirements. We looked at

IMPACT OF INCLUSIONARY REQUIREMENTS
Alternatives Explored
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ranges of inclusionary requirements with the following variables:
1. Inclusionary requirements from 10 percent of the
units in a development up to 25 percent of the
units in the development;
2. Income limits on the inclusionary units from 50
percent of Area Median Income (AMI) up to 100
percent of AMI (see above for AMI and maximum
rent/sales prices permitted at various percentages
of AMI);
3. Fee-in-lieu options for any requirement, as well as
a fee-in-lieu option only for fractional units (for example, a 12 unit development under a 10 percent
inclusionary requirement would provide 1 unit on
site and pay a 0.2 unit fee-in-lieu.)
4. Different levels of fee-in-lieu, ranging from
$100,000 per unit to $300,000 per unit.
5. Options for incentives to counter the extra expense of meeting inclusionary requirements.
These included modified parking requirements
and density bonuses.
After examining initial results, and discussing both
policy objectives and the effects of these scenarios on
development feasibility, the Advisory Group came up
with three alternatives to run through the model to
show final results.
These three alternatives- while all generally financially
feasible according to the model- represent a range of
policy goals. They are discussed in detail below.

Alternative One:
Moderate Income, Lower Requirement
This alternative takes a fairly common approach to
inclusionary zoning, especially when a city first introduces such a requirement. Under this scenario, any
development over a certain size (perhaps ten units)
would be required to make 15% of its units afford-
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able to households at or below 80% of Area Median
Income. For example, using 2021 figures, a 20 unit
rental development of two bedroom apartments
would have to make three units available at no more
than $2,166 a month. The households in those units
would have to make no more than $86,650 a year.
As expected, this scenario has some negative impacts
on Internal Rate of Return and Return on Equity. In
particular, the 15 unit condominium project will be
impacted in the short term by this requirement. However, with the possible exception of the condominium
project, these projects should not become significantly less feasible than under the base scenario in the
short term,. In all the rental scenarios, the projected
impacts on IRR and ROE are no more than 0.85%. In
the longer term, it is expected that the market would
adjust to this requirement.

Alternative Two:
Low Income, Lower Requirement & Incentives
This alternative combines a deeper affordability requirement with the same 15% requirement as alternative one. Because it requires units to be available at
lower cost levels, it also offers two incentives to developers to help counter that additional cost. First, it
adds a 25% density bonus to the development, allowing additional market-rate units on a site. Second, it
lowers the parking requirement for on-site inclusionary units from one space per bedroom to one space
per unit. The parking requirement for all market-rate
units would remain at one space per bedroom.
Under this alternative, using 2021 figures, a 20 unit
rental development of two bedroom apartments
would have to make three units available at no more
than $1,354 a month. The households in those units
would have to make no more than $54,156 a year.
This alternative has slightly higher negative impacts
on potential developments. In short, these incentives
seem to partially counter the deeper affordability requirements but this alternative is slightly more detrimental to development potential. The highest impacts
are on the condominium development. However,
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the impacts are not so high as to clearly cause any of
these development scenarios to become infeasible.
On the other hand, this would be a bolder approach
to an Inclusionary Zoning ordinance and may require
some willingness to wait for the market to adjust.

Alternative Three:
Moderate Income, Higher Requirement &
Incentives
This alternative combines elements of the first two
alternatives. It sets a higher income limit, like Alternative 1. It also includes the density and parking incentives from Alternative 2.
However, as compared to both of those alternative, it
has a higher percentage of inclusionary units required
- 20% rather than 15%. So the 20-unit development
outlined above would have to provide four units rather than three. So, under this alternative, using 2020
figures, a 20 unit rental development of two bedroom
apartments would have to make four units available
at no more than $2,166 a month. The households
in those units would have to make no more than
$86,650 a year.
Of the three alternatives, this one has the least financial impact on potential developments. The higher
income limits and incentives apparently more than
compensate for the higher percentage requirement.
In fact, the model suggests these incentives actually
increase the IRR of the rental developments. Even the
impact on the condominium project is less under this
scenario.

Potential Modification to All Three
Alternatives
All three alternatives seem generally feasible for the
rental scenarios. While the 50-unit rental project is
less feasible than the smaller projects - in large part
because of the likely need for structured parking and
steel-frame construction - that challenge exists in the
baseline scenario as well. While the inclusionary zoning requirement does further challenge that project’s

feasibility, the impact is not, of itself, hugely significant.
However, all three alternatives - especially the first
two - offer more of a challenge to the condominium
development modeled. It’s important to note that
does not mean that these new requirements would
make condominium development infeasible. This is
a hypothetical scenario with assumptions about land
costs, sales prices, and interest rates, all of which are
subject to change. In addition, as explained above,
many inputs will likely adjust in response to new
requirements, as they likely change every time zoning
requirements for density, parking, or other factors
are modified. Over time land values, in particular, will
likely adjust.
However, it is not uncommon for inclusionary zoning
ordinances to create somewhat different requirements for developments where units will be sold, as
opposed to rental developments. Often the percentage requirement is comparable, but the income levels
are different. Home ownership developments are
sometimes permitted to sell their inclusionary units
based on a higher AMI. This is based partially on the
idea that it generally takes a higher income to maintain an owner-occupied unit.
In order to test this alternative, we ran all three scenarios again for the condominium development, with
a higher allowed percentage of AMI for the inclusionary units. For Alternatives 1 and 3, we tested sales
with prices limited at affordable levels based on 100%
AMI rather than 80%. For Alternative 2, we tested
sales based on 80% AMI rather than 50%.
For example, as shown above, under the original
Alternatives 1 and 3, a two bedroom inclusionary
condominium would be sold at or below $376,630.
Under these revised scenarios that sales price would
be raised to a maximum of $470,788. At the same
time, the income level of the buying household could
increase from $86,650 to $108,313.
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Similarly, for Alternative 2, a two bedroom inclusionary condominium would be sold at or below
$235,394. In this revised scenario, that price would
increase to $376,630. At the same time, the maximum allowed household income would increase from
$54,156 to $86,650.
The results of this additional set of model runs can be
seen on the last row of the table above. It shows that
allowing these higher income maximums for condominium developments will improve their financial
feasibility. In general, it increases the Return on Equity
by roughtly four to six percent. It also moves that
measure above the forty percent threshold generally
seen as indicative of a feasible project. In fact, the
scenario with 20% of units at 100% of AMI actually
has a higher ROE than the baseline alternative.
This does not mean that the earlier alternatives
should be set aside. Home ownership opportunities
for lower income households are important, as long
as those households get the additional education and
support they need to be able to keep their home for
the long term. That policy goal will need to be balanced with the goal of maintaining increased shortterm financial feasibility for condominium projects.
However, applying these higher income limits to
condominium projects is worth consideration

A Note on Fee-in-Lieu Rates and Application

However, there are two policy decisions to make as
part of a new ordinance.
1. First, the City needs to decide if fee in lieu will
be accepted for all units, or just fractional ones.
That decision depends on whether the goal is to
produce fewer units in the short term, in which
case the City should not accept fees in lieu for
full units, or if the City wishes to build its housing
trust as a leveraged resource. Generally, communities just starting a housing trust are more
likely to accept fees in lieu for full units as well as
fractional ones.
2. Second, the City needs to set the cost of the fee
in lieu. In general, the starting point should be to
set the cost at the same level as the actual cost
of taking a market-rate unit and making it permanently affordable. The City can set a lower figure if
it would prefer to encourage funding the housing
trust, or a higher figure if it would prefer to discourage use of a fee in lieu. Establishing this fee is
inevitably based on some assumptions and generalizations.
Setting these policies are as much based on policy
goals as financial considerations. For this report, we
used a fee in lieu that is roughly the cost of creating
the units.

Having a fee in lieu of providing units on site is an
almost mandatory part of any inclusionary zoning
ordinance. The calculation of percentages of units will
often result in fractional units, which are occasionally
rounded up or down, but more often replaced with a
fee in lieu of providing a unit.
For example, in Alternative one above as applied to a
15 unit development, there is a requirement of 2.25
units. The 0.25 fractional unit is met in the model with
a fee. In the model, the fee in lieu is set at $250,000
per unit affordable at 80% of AMI. So in this case,
the developer would pay a fee of 0.25 x $250,000, or
$62,500.
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CONCLUSION
This analysis suggests that all three of these alternatives for an inclusionary zoning scheme
would generally be feasible. While there might be some short term dampening of the housing development market in Malden, those impacts will likely recede over time as other
inputs adjust to these requirements. In this way, any inclusionary zoning requirement is like
other zoning requirements that may affect the development market, such as density limits,
parking requirements, or height limits.
The primary differences between these three alternatives relate to the policy goals. For
what income levels is it most important to create additional housing? How much of new
housing production should be provided at below-market levels? These policy questions are
more important factors in choosing between these three alternatives, or finding a fourth
alternative to advance.
The one market that seems mostly likely to be impacted by these three alternatives is condominium development. While those impacts will likely also be internalized into the market
over time, it may take longer than for the rental market. However, if the income levels targeted for ownership projects is increased, the short term financial impacts on such projects
is reduced. If there these higher income levels are consistent with policy goals, the alternative of allowing higher income targets for home ownership projects should be considered.
Finally, in terms of a fee-in-lieu option, when creating a new ordinance, it is generally preferable to have an option to pay a fee-in-lieu for some or all of the required units. However, if
the preferred policy is to produce on-site units rather than build the Housing Trust, it would
be feasible to only offer a fee-in-lieu option for fractional units.
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