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Basic Needs: Payday Lending Industry Reform 
 

Position Statement approved by One Voice:  February 13, 2009 
 

Issue/Concern: Texans pay an effective interest rate of between 400-1,000% for payday loans. As a result, 

hundreds of millions of dollars are drained from moderate-income Texas families every year. Without real 

reform, hard-working Texans remain vulnerable to lending abuses in the marketplace.  
 

Specific Policy Recommendation(s):  

� Expand and market competitive services through formal financial institutions (i.e. banks, credit 

unions, etc.). Provide incentives to financial institutions to encourage creation of products 
designed to provide access to short-term financing along with installment repayments. 

� Enact legislation, as 15 other states have, that caps interest rates at two-digits, limits rollovers, and 

restricts the size of payday loans. 

� Tighten statute to establish meaningful consumer safeguards and implement a reporting 

requirement for payday lenders. Clarify Credit Service Organization (CSO) provisions to exclude 

payday lenders from getting around usury laws by claiming to be CSO’s. 
 

How does this issue/recommendation relate to prevention and early intervention or maximizing federal 

funds for health and human services? Families without bank accounts or access to affordable credit are 

less likely than other Americans to have a cushion for emergencies, to save for a home or higher 

education, or to build retirement security. 
 

Supporting Facts/Research/Resources: As banks stepped away from small-dollar loans in favor of credit 

cards and overdraft-type services, alternative providers arose to meet the demand. Approximately, 40% of 

payday loan recipients have bank accounts, suggesting that the payday lender provides a service that is 

not available from the bank. Many patrons cite an easier process, convenient hours and locations as a 
reason for their patronage. Also, past unpaid debts or overdrafts will prevent some low-income persons 

from qualifying for banking accounts or for bank loans.  
 

But payday loans are a vicious cycle. Terms require full repayment almost immediately, which generally 

triggers repeat borrowing. The average borrower is caught in the system for nine cycles, or about four to 

five months and some customers pay on the interest for years before completely paying off the debt. The 

annual interest rate charged by payday lenders is about 400 percent or $50 every two weeks for a $300 

loan, amounting to almost $450 in interest. U.S. payday lenders argue that charging 400 percent annual 
interest is the only way their business model can be profitable due to high risk. Texans take out an 

estimated $2.5 billion in principal loan amounts per year and pay an additional $500-$600 million in annual 

interest and fees.  
 

Payday lenders are able to evade the Texas usury law established by the Texas Finance Code by claiming 

that they are loan brokers or arrangers not direct lenders. FDIC regulations, instituted March 3, 2005 call 

upon payday lenders to limit the number of outstanding loans, the number of rollovers, and the maximum 

size of their loans. Lenders are also required to provide a waiting period between the repayment of one 

loan and the issuance of another.  However, Texan payday lenders have not fully adhered to these 
restrictions, again claiming that they are brokers. Payday lenders bear claim to the Credit Service 

Organization Act, which sets no limits on what brokers, called Credit Service Organizations (CSO), can 

charge in fees. As a result, payday lenders have no fee caps. This is despite the fact that the lenders are 

not doing what CSO’s were originally commissioned to do, repair consumers’ credit and find sources of 

credit that the consumer would not be able to access on his/her own. 
 

Specific recommendations and reference information was provided in cooperation with Raise Texas (formerly Texas Asset Building Coalition) at www.raisetexas.org 

and from the following sources: 

 

� Herrmann, M. J., & Tescher, J. (2008). A fundamental need: Small-dollar, short-term credit. Chicago, IL: The Center for Financial Services Innovation. 
� Blank, R. M. (2008). Public policies to alter the use of alternative financial services among low-income households. Washington, D.C.: Brookings 

Institution. 
� Stegman, M. (2001). The public policy challenges of payday lending. Popular Government, 66(3), pp. 16-22. 
� Center for Responsible Lending. (2008).  
� Baylor, D. (April 2008). The hidden costs of payday lending. Texas Business Review. 
� Don Baylor, Center for Public Policy Priorities. August 15, 2005. http://www.cppp.org/files/2/Policy%20Page_Payday%20Update%20aug05.pdf 
� King, U., & Parrish, L. (2007). Springing the debt trap: Rate caps are only proven payday lending reform. Washington, D.C.: Center for Responsible 

Lending. 
� FDIC 2/25/05. http://www.fdic.gov/news/news/financial/2005/fil1405a.html 
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Adoptation 
 

Alliance of Community Assistance 
Ministries of Greater Houston (ACAM) 
 

Alliance Adolescent & Children’s 
Services 
 

Arrow Child and Family Ministries 
 

Bering Omega Community Services 
 

Care for Elders 
 

Career and Recovery Resources, Inc. 
 

Catholic Charities of the Archdiocese of 
Galveston-Houston 
 

ChildBuilders 
 

CHILDREN AT RISK 
 

Children’s Defense Fund 
 

Coalition for Behavioral Health Services 
 

Coalition for the Homeless of 
Houston/Harris Co., Inc.  
 

Collaborative for Children 
 

Communities In Schools 
 

Community Family Centers 
 

Covenant House of Texas 
 

DePelchin Children’s Center 
 

Family Services of Greater Houston 
 

Fort Bend Regional Council on 
Substance Abuse, Inc. 
 

Gateway to Care 
 

Good Neighbor Healthcare Center 
 

Gulf Coast CHIP Coalition 
 

Harris County Child Abuse Task Force 
 

Harris County Healthcare Alliance 
 

Healthcare for the Homeless-Houston 
 

Houston Area Association for the 
Education of Young Children 
 

Houston Area Women’s Center 
 

Houston Food Bank 
 

Houston Area Immunization Registry 
 

IntraCare Hospitals 
 

Jewish Family Service 
 

Jewish Federation of Greater Houston 
 

Justice for Children 
 

League of Women Voters Houston 
 

Legacy Community Health 
Services, Inc. 
 

Memorial Hermann Healthcare System 
 

Mental Health America 
of Greater Houston 
 

NAMI Metropolitan Houston 
 

NAMI West Houston, Inc. 
 

Neighborhood Centers, Inc. 
 

Neuhaus Education Center 
 

Northwest Assistance Ministries 
 

Planned Parenthood of Houston 
and Southeast Texas, Inc. 
 

Prepared 4 Life 
 

San Jose Clinic 
 

SEARCH 
 

South County Community Clinic, 
DBA The Community Clinic 
 

Spaulding for Children 
 

St. Luke’s Episcopal Health System 
 

Systems of Hope 

Texans Together Education Fund 

Texas Children’s Hospital 

The Arc of Greater Houston 

The Methodist Hospital System 

The Network of Behavioral 
Health Providers 

United Way of Greater Houston 

Wesley Community Center 

YMCA of Greater Houston 

YWCA of Greater Houston 


