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The Application of Bayesian Network Model for Analyzing Impact of Service Failures on
Business Profits: Monte Carlo Simulation

Abstract

The paper focuses on exploring the relationship between service failures and profits in the Taiwanese
hairdressing industry through conducting both qualitative and quantitative research, including the
grounded theory, survey method, a Bayesian network model and Monte Carlo simulation. A Bayesian
network model is used to assess the extent to which service failures influence profits in the Taiwanese
hairdressing industry, and Monte Carlo Simulation is conducted to analyze the outputs of the Bayesian
network model and to provide a format for prediction as well. This enables the Taiwanese hairdressing
industry to create a simulation process, which is able to deal with three research questions: 1. To predict
the differences between opportunity cost resulted from different customers complaints; 2. To assess the
extent to which a combination of service recovery strategies and strategic experiential model may
greatly have an influence on business profits through “what-if” analysis; 3. To create a customer
segment based on the reasons of service failures through the RMF model.
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