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Did Cochlear's savage earnings downgrade last week mainly reflect ephemeral Middle 
Eastern issues - directly and indirectly - or something more sinister and structural?  
 
That's the seminal question for investors in the veteran hearing device maker, who have 
seen the value of their holdings erode around 40 percent. 
 
After a week of soul searching, investors seem to be sticking with the view that the 
company's growth prospects were overestimated - and management has much work to 
do. 
 



The reasons for the circa 30 percent full-year earnings revision cover everything from 
sagging US consumer sentiment, reduced referrals from hearing aid suppliers, problems 
in the European health system, Middle East logistics disruptions, an unfavorably high 
Australian dollar and even poor weather. 
 
In the words of broker Citi, Cochlear “cited a laundry list of headwinds” far beyond what 
investors anticipated. 
 
“We're in quite an unusual situation across the world in terms of what we're seeing,” 
Cochlear CEO Dig Howitt told an investor briefing. 
 
“In [the] adults and seniors category we’ve got weaker demand in emerging markets. 
 
“In the Middle East we've got the war, which is certainly cancelling [surgeries] and possibly 
deferring some sales.” 
 
 
 
A quick recap 
 
Cochlear refers to the cochlea spiral tunnel of the inner ear that receives vibrations and 
sends them to the brain for interpretation. The Cochlear implant is implanted in the 
cochlea. 
 
Cochlear’s revenue derives from implants, as well as the processors and other 
peripherals. The company has moved into acoustics, or bone-conducting implants 
applicable for people with severe or profound hearing loss or deafness in one ear. 
 
Cochlear was founded in 1981, to commercialize the device invented by otolaryngologist 
(ear specialist) Graeme Clark - later a professor - in the 1970s. Prof Clarke derived the 
idea while examining a shell and a blade of grass on a beach.  
 
The first device was implanted in 1978. Prof Clark partnered with Australian entrepreneur 
Paul Trainor (Nucleus Group) to commercialize an implant, the Nucleus 22.  
 
Nucleus Group was acquired by the doomed conglomerate Pacific Dunlop but morphed 
into Cochlear, which listed on the ASX in 1995. 
 
 
 
Ears some bad news 
 
Arguably, the biggest woe relates to Cochlear's developed markets – notably the US 
which accounts for more than half of its earnings. 
 
The problem is that US consumers are perceiving the life-changing cochlear implants as a 
want, rather than a need. 
 
Pre-pandemic, Mr Howitt says, the adults and seniors category grew consistently at 10-11 
percent per year. This year, growth will be more like five percent. 



In the US, the company saw strong momentum in November and December last year and 
that continued until mid-February. 
 
“There were some weather events in February which possibly explain that, but then from 
March we saw a dip compared to March last year, which is obviously very unusual for us.” 
 
Mr Howitt describes US consumer sentiment as “extreme” - as in extremely bad. 
 
“While European hospitals are under the pump, the pressure in the US is more about the 
reluctance of individuals to spend out-of-pocket on what they perceive to be a 
discretionary purchase,” he says. 
 
“Hearing loss isn't being seen as a high priority intervention when either people or hospital 
systems come under pressure.” 
 
 
 
Hearing surgery ‘deprioritized’ 
 
In Europe, hospital systems are under the hammer and have been so ever since the 
pandemic, especially in the UK and the National Health Service (NHS). 
 
“We had significant success in lifting referrals, but we're not seeing that translate into more 
surgeries in the NHS,” Mr Howitt says. 
 
“The NHS has really struggled, as many healthcare systems have since Covid, but we're 
seeing growing waiting lists, not only at surgery, but also at audiology.  
 
“We're also seeing quite frequent cancellations of implant surgery.” 
 
The German hospital system is also under pressure whilst hospital strikes in Spain and 
Italy haven't helped, either. 
 
Mr Howitt says some US hospitals are deprioritizing hearing surgery in favor of more 
profitable procedures. 
 
“But it's certainly not a driver of our sales being below forecast”.  
 
Not surprisingly, the company's Middle Eastern markets have been affected by increased 
cancellations, reduced surgeries and disrupted logistics. 
 
Cochlear is unsure about recovering receivables from Middle Eastern (government) 
customers. 
 
“We're not sure of how big that impact will be through the rest of the year, and that's one 
of the reasons for a pretty broad guidance range,” Mr Howitt says. 
 
In China reimbursement relating to special economic zones has been removed, affecting 
Cochlear’s sales. 
 



Silver linings 
 
Mr Howitt says the downturn relates to overall sector issues, with Cochlear gaining market 
share in some key sectors. 
 
He notes an unnamed rival's comment about “increased competitive intensity” in cochlear 
implant sales. 
 
Cochlear’s new Nucleus Nexa System - the world’s first “smart” cochlear implant with 
upgradeable software - continues to be well received.  
 
As of December, Nexa accounted for 80 percent of Cochlear’s developed market implant 
sales. 
 
“The contracting for Nexa is now complete,” Mr Howitt says. 
 
“It's gone well, and we are seeing some of the share we lost … however the market 
growth is much lower than we expected.” 
 
If there's a silver lining, the take-up of cochlear implants in emerging markets is in line with 
the company's expectations. 
 
Mr Howitt said Cochlear would continue to develop new products, including two pivotal 
studies for drug-eluting electrodes.  
 
These devices incorporate the drug dexamethasone, which enhances hearing. 
 
 
 
Finances and performance 
 
Cochlear downgraded underlying net profit guidance for the full year to June 2026, to 
$290 million to $330 million. 
 
At February’s half year results, management tweaked expectations to the “lower end” of 
the previously enunciated $435 million to $460 million. 
 
The latest downgrade implies a circa 30 percent cut at the midpoint, signalling low single-
digit growth at best. 
 
“Given the range of uncertainties over the next 10 weeks or so … management 
deliberately set a wide guidance range.” Mr Howitt says. 
 
Cochlear posted a $161.5 million net profit for the first (December) half down 21 percent 
on flat revenue $1,167 million. 
 
In the year to June 30, 2025, the company made $392 million.  
 
Thus, the revised guidance indicates a 16-35 percent drop. 
 



Amid the maelstrom, Cochlear's management is not going to sit on its haunches. 
 
The company has reduced manufacturing output - more than the decline in sales - to 
reduce inventory and thus working capital costs. 
 
(Cochlear makes the devices at plants in Sydney's Lane Cove, Malaysia and - more 
recently - Chengdu in China). 
 
“We could have kept production running at the rates that we had planned, which would 
have pushed those costs into inventory and then through the P&L (profit and loss account) 
in subsequent years,” Mr Howitt says. 
 
“We made the sensible decision to slow our production down and that means that there is 
a P&L impact in this year from that.” 
 
Management also has flagged measures to imbue the company with more flexibility and 
“redirect more resources to growth”. 
 
The financial impact involves $25 million to $35 million of costs being pulled forward from 
the 2026-’27 and 2027-’28 years to the current half year. 
 
Naturally the company is looking to cut costs elsewhere.  
 
“Nowhere is off limits, but we are being careful not to damage core parts of our growth or 
our competitive advantage,” Mr Howitt says. 
 
Over the last 12 months, Cochlear shares have ear-wormed between a late July 2025 
high of around $319 and today’s nadir of $88.74. 
 
The stock peaked at a record $350 in February 2024 and bottomed at $46 in September 
2011.  
 
 
 
What the brokers say 
 
Broking analysts have slashed their Cochlear valuations, although there still is a 
preponderance of buy calls (and wishy-washy hold recommendations). 
 
UBS leads the army of reformed optimists with a $109 share valuation, a sharp revision on 
the previous $302 appraisal. 
 
The firm cites “limited scope for a return to 10 percent [annual] sales growth.” 
 
CG Capital Markets says the downgrade sends a “multiyear signal” but sticks with a buy 
call at $120 per share. 
 
Morgan Stanley retains an underweight call – but with a $194 price target. The firm cites a 
“meaningful shortfall” in the earnings guidance vis-a-vis market consensus. 
 



Stick-in-the mud Citi downgrades to a sell, with a target price of $95. 
 
Macquarie Equities, meanwhile, is “keeping its ear to the ground” and maintains a hold 
call with a $115 valuation. 
 
“We remain cautious on near-term recovery and see risk that lower consumer sentiment 
may impact ongoing processor upgrades,” the firm says. 
 
Morgans has retained a hold rating but slashes its 12-month target price to $107.17, from 
$214.93.  
 
The firm puts current (second) half sales growth at two to six percent. 
 
After February's half-year results, broker valuations ranged from $215 to $330 a share.  
 
So, there's a fair bit of anger, er … recalibrations … based on professional assessments 
of the qualitative and quantitative factors at play. 
 
 
 
Dr Boreham’s diagnosis: 
 
Cochlear's share sell-off was the biggest in its listed history - but such reactions are not 
altogether unprecedented. 
 
In February last year, investors wiped around 20 percent off Cochlear shares after 
investors adjudged its half-year release as sub-standard. 
 
As with the historically sharp sell-down in CSL shares last year, the Cochlear rout is a 
case of the punishment exceeding the crime. 
 
After all, the market cap of a company should reflect decades of future earnings, rather 
than a temporary rough patch. 
 
But the truth of earnings downgrades is that, like London buses, they usually come in twos 
and threes. 
 
Put simply, investors expect more bad news. 
 
Many investors are shocked by the extent of the downgrade, given the company said 
conditions were okay at half-year results time. 
 
In hindsight, they didn't pay enough attention to management tweaking guidance to the 
lower end. 
 
Mr Howitt says no one can say when the extreme US conditions will improve but 
maintains that Cochlear's medium to long-term potential remains unchanged.  
 
“The clinical need is significant and have very effective products,” he says. 
 



“The clinical evidence [supports] why treating hearing loss is really important for healthy 
ageing, particularly around cognition and lowering the risk of dementia. 
 
“We need to … build that evidence to prosecute a case for standard of care for cochlear 
implants and a medicalized hearing loss.” 
 
Until that happens, investors will continue to have their earplugs firmly inserted. 
 
But is Cochlear broken? Nah – we’re not hearing that. 
 
Disclosure: Dr Boreham is not a qualified medical practitioner and does not 
possess a doctorate of any sort. He has suffered a broken shoulder but never will 
be unbroken in spirit, despite the best efforts of his football team. 
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