Looking Forward: The Future of Custom Concrete Homes

By Lisa Ann Thomson

The housing market is strong. Concrete market share is up. Consumers are smarter. Building codes are tougher. Materials costs are volatile. We build in interesting times. 
With the summer building season in full swing, it’s a good time to take the pulse of the custom concrete home market. The vital signs strong and the prognosis good. But even amidst one of the healthiest housing markets on record, forces lurk that could threaten the growth of the custom concrete market.
However, prevention is the best medicine, and the more you know, the more medicine you can take. So here’s a glimpse of where the market is and what lies ahead for custom concrete home building to help you prepare for the worst and take advantage of the best. 

The Custom Niche

“Custom is our niche,” says Dawn Faull, program manager for the National Association of Home Builders (NAHB) Concrete Home Building Council. This because concrete appeals to all the reasons home buyers build custom in the first place—top quality construction, longevity, uniqueness. A recent survey conducted by the NAHB shows home buyers have shifted their focus from more square footage to more upgrades.   

“One particular consumer trend stands out,” says Jerry Howard, executive vice president and CEO of the NAHB. “While homes do not appear to be getting bigger, they are definitely getting better. There is a marked increase in quality, with updated features and amenities.”

With this shift in consumer demand, “They are already looking at a high-end builder that builds a high-quality home,” says Wendy Shannon of the Concrete Homes Council. “The fact that it’s concrete just sort of appeals to all the reasons they are buying a custom home.”
Builder Dave Pfanmiller of Security Building Group has seen this in the consumers who buy his custom beachfront homes in North Topsail Beach, North Carolina. 

“I think they look at it as an upgrade,” he says. “They say, ‘I’m going to build this million dollar house at the beach, what can I do to make it a little better?’ Some people put in a Viking stove, others might want a steel roof on top, and others might want to spend the money and build the whole structure out of concrete. It’s a major upgrade in an upscale market.” 

It’s an upgrade Pfanmiller, who builds with removable aluminum forms, has been able to sell. While he is willing to build a stick frame house, he has never had to.
A Bull Market
More good news for the custom concrete home builder is the continued strong housing market. 
Last year saw a 14 percent increase in private residential construction dollars—the strongest in a nine-year run of increases—with single-family construction being the biggest driver. Single family construction alone jumped 19 percent in 2004. Housing starts and new-home sales have also steadily increased since 2000.

“It keeps confounding us so-called experts, doing better than anyone expected,” says Kenneth Simsonson, chief economist for Associated General Contractors of America (AGC). “Long-term interest rates also keep remaining lower than anyone expected.” 
Projections do have the market slowing slightly, “But not a cratering of the market by any means,” says Simonson. Rather he calls it a pause. Freddie Mac estimates interest rates to gradually increase with a projected average of 5.9 percent in 2005 for a 30 year fixed rate mortgage and a 6.6 percent average in 2006. At the same time, the NAHB forecasts slight dips in single family home starts and new single-family home sales for both 2005 and 2006.

But Simonson believes there continues to be strong demand in many parts of the country.
The top five overall markets for single-family homes in 2004 were Phoenix, AZ; Atlanta, GA; Riverside-San Bernardino, CA; Houston, TX; and Las Vegas, NV. For concrete home building, most industry groups see Florida continuing to be the hottest market, with strong markets emerging in the Carolinas, California, Arizona, and Nevada. The Midwest is also seeing a noticable upsurge in concrete home building, looking at market successes in Kansas and Minnesota. 
“You generally tend to think of these kinds of homes in coastal areas or tornado alley,” says Jim Niehoff, residential promotion manager for the Portland Cement Association (PCA), which explains the growing success in areas such as Kansas and Texas. But energy efficiency may account for the growing popularity in colder climates such as Minnesota, Niehoff speculates. 
The numbers from 2003—the most recent numbers available—indicate the overall market penetration for above grade concrete walls rose to 16.1 percent, an increase of 2 percent over 2002, which is the largest single year increase in almost a decade. Masonry block systems make up the largest portion of that percentage, followed by insulated concrete forms and cast-in-place. 
Market share becomes significant because Niehoff estimates that when the ICF share reaches 10 percent (the 2003 numbers put it at 4 percent), large national builders will fully adopt concrete construction techniques. The result would be that concrete would no longer be considered an alternate building material, which will make concrete an easier sell.
Savvy Consumers
As yet, successful custom concrete home builders use concrete to differentiate themselves from the mainstream. 
“The concrete builders who seem to be the most successful at marketing are the ones who are not necessarily trying to be competitive with two-by-four wood frame, as far as a price is concerned. It’s like comparing a Mercedes to a Ford. They are offering a superior product,” Niehoff points out. 

Shannon of the Concrete Homes Council is seeing this trend as well. “Builders who want to differentiate themselves from the competition will go into an alternate construction method,” she says. “They are passionate about the benefits of a concrete home. They are sold themselves.”

Timothy Parrish, the owner of Cornerstone Foundations in Harrisburg, VA, has that passion. He became convinced of the benefits of above-the-grade concrete about five years ago and has been working ever since to introduce it into his market. He has helped build five concrete homes in the past five years, using removable forms, and has joined the Concrete Homes Council to further evangelize concrete construction. 

“I’m kind of an idealist and I’m trying to push the ultimate,” Parrish says. “But the reality is, in markets sometimes you have to do it bit by bit.”
Parrish has started below the grade by improving his foundation wall system by adding insulation to the poured wall. His theory: “Get customers used to the idea of seeing an insulated wall below ground and then you can convince them to let you do the rest of the house for them.”

He has also worked the local home shows, contacted builders throughout the area, and built a Habitat for Humanity home of concrete. But he concedes, “It takes a long time to get people to change their minds.”

However, there are signs that consumers are getting savvier. Niehoff hears anecdotal evidence more frequently of consumers coming to builders asking for concrete because they have done their own research, often on the Internet, he says. “People have made up their mind that they want to build with concrete, and if Builder A won’t do it, they will find someone who will,” Niehoff says.
A focus group of custom home builders conducted at the 2005 International Home Show in Orlando, Florida, supports these observations. Four of the 13 participants—none of whom were concrete builders—had been approached by consumers asking for custom concrete homes. Two accommodated the request and two did not.
Materials Squeeze
Looking forward, the cost of building a concrete home continues to be an issue for consumers and builders alike. As builder Pfanmiller points out, “There is no denying that to do what we do costs more.”
Over the past few years the cost and availability of building materials across the board have been volatile. Two years ago lumber prices climbed; last year steel prices soared; this year cement—a major component of concrete—is taking its turn. 

“This year concrete may be the fastest rising of the three,” says AGC’s economist Simonson. 

That is not good news for concrete builders. “The increased cost of concrete and steel has raised my price $7.00 per square foot over the last 18 months,” says Pfanmiller. “Any increase in cost of my product has a detrimental effect. I am already trying to overcome a premium and don’t need the cost of materials to add to it.”

Unfortunately Simonson doesn’t offer short-term hope for cement prices and supply. “Going forward, I would expect cement, because of its imbalance of domestic production and demand, will continue to see greater than average price increases and also spot shortages.”

The biggest squeeze in 2004 was in Florida because of hurricane reconstruction. “I expect that to be a problem again this year because with the hurricane reconstruction activity I think there is more of a premium than ever to use cement in the reconstruction,” Simonson says. 

So far in 2005 Simonson has heard reports of shortages in Florida, Connecticut, Oklahoma, Idaho, and parts of Washington and Texas. 
The increased demand exposes weaknesses in the supply chain for U.S. builders. The United States produces 75-80 percent of the cement it consumes, with the remaining 20-25 percent imported from a variety of countries. Cost and availability are directly tied to the location of cement production because of the high cost to transport it.
According to the U.S. Geological Survey, California, Texas, Pennsylvania, Michigan, Missouri, and Alabama, in descending order, are the six leading cement-producing states and account for about half of all U.S. production. 

Insurance Breaks
Industry insiders are beginning to see small changes in the insurance industry that bode well for the custom concrete home market. Groups like the Portland Cement Association and the Institute for Business and Home Safety (IBHS) have been working with insurance companies for changes in the rate structure for concrete homes.
“We’ve been working to educate the insurance industry for a long time,” PCA’s Niehoff reports. The hope is to demonstrate the disaster resistance of concrete and encourage companies to offer discounted homeowner’s insurance. 
Niehoff notes that many insurance companies offer a concrete masonry rate, but in general they have not yet recognized other concrete building systems as their own categories. But they will often provide the masonry rate on all concrete homes, sometimes discounted as much as 20 or 25 percent. 

“I think that is truly the home run of the whole thing. If we could offer 50 percent reductions in insurance rates, then our market would just explode,” Pfanmiller says. But right now it’s not there. “What we are getting is simply a modest discount for being a solid masonry. The fire hazard is significantly reduced and we are getting a discount for that.” 

Niehoff recommends builders work with local insurance agents to find out more about discounts they can offer and use these discounts as a selling tool. 

Effecting rate changes across the board can be a difficult process and in some cases means legislation, so sweeping rate reductions for concrete is not anticipated in the near term. 

Building Rules
Changes in local building codes are also assisting the custom concrete home market. “You either are going to have to build a more expensive structure if you are building with wood, or you can build with concrete,” says the NAHB’s Faull. “Concrete has always been built to a higher code.”

This is particularly apparent in disaster prone areas like Florida and the eastern seaboard. Florida, whose concrete market is predominantly masonry blocks, requires concrete. “I think the hurricanes demonstrated the value of using concrete and now Florida requires it in its building code,” says AGC’s Simonson.

In North Carolina concrete is not required, but Pfanmiller is able to build to and exceed code on his cast-in-place homes without modifications. This helps keep his costs in check and helps market his homes. 
“The number one concern of home buyers considering a coastal purchase: ‘Can this house survive most hurricanes and weather events?’” says Pfanmiller.  

In North Carolina, having a structure survive a hurricane or any other disaster is crucial if they are to rebuild. After a natural disaster, FEMA teams send appraisers. If 51 percent or more of a structure is deemed damaged, then the builder has to start at the beginning of the building permit process. The first step is to have the Coastal Area Management Authority (CAMA) establish the first line of vegetation on the beach. From that line, a builder goes back 60 feet, and that is the rear building line. 

“So if you suffer beach erosion and that line is wiped out or moved 30 feet inland, it will get plotted on your plot plan that your building envelop is so small you can’t rebuild your building,” Pfanmiller says.

On the other hand, if a structure survives with 49 percent or less structural damage, the builder is not required to go to the CAMA and he can go directly to a building official for a license, and the building envelop will not change. 

“So it’s a major issue and it ties into the idea of permanence on an ocean front market,” says Pfanmiller.
A Bright Future
Permanence could be a buzzword for the entire custom concrete home market. “I think we are right at the edge of where things are going to explode,” says Faull. With 16 percent of the residential market share, “I would be surprised if we don’t double that in the next few years,” she says. 

NAHB CEO Howard sees consumer trends in the next five years moving toward low-maintenance, natural materials, and energy efficiency. 

“The concepts of green building and sustainability and people wanting homes that will stand for generations are really what people are looking for, and I think concrete helps people solve a lot of these problems,” Niehoff says. “The trend is clearly up, and if anything it’s accelerating.”
